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Embrace the second wave...

Securities Private Limited

We initiate coverage on Indian financials with our report on mid and small cap banks. April 5, 2011

We are positive on the Indian banking sector. We believe key drivers for the sector

will be credit growth due to GDP expansion, a stable interest rate environment,

changing demographics, benign asset quality cycle and operational growth. Udit Mitra
Udit.mitra@mapegroup.com

Accelerated GDP to drive bank earnings: We believe that the Indian economy is back +91.22.6154.4526

on the growth path with real GDP expanding to 8.6% (FY2011 RE). The average credit

multiplier to GDP post FY2008 has fallen to 2.22x against the average multiplier of Mitali Bhandare

3.03x since FY 2000. We believe the credit multiplier will improve to 2.75x by FY2014E mitali.bhandare@mapegroup.com

which will drive bank earnings by credit growth. GDP growth over the last two decades 4+91.22.6154.4531

has been a strong driver for bank credit.

Structural shift in demographics to be a key driver: India is entering a sweet spot of
workforce expansion within its demographics, as the UN has indicated in its report. We
believe this will structurally support banking credit growth going forward, driving the
Indian consumption story.

Operational growth will be reflected in earnings and re-rate stocks: We believe that
Indian banking is entering a phase where growth in operational drivers will reflect on
the bottom line. Our analysis shows earnings growth not only drives the stock price but
also leads to superior P/E and P/B multiples.

Consolidation overhang: Talk of consolidation in Indian banking has gained pace lately
on the back of smaller sized banks trading at reasonable valuations, introduction of
new banking licenses and growing interest of foreign banks in India. Nevertheless we
believe the banking sector is still 12-18 months away from consolidation. However,
there will be valuation overhang on these small and mid cap stocks especially in the
private sector.

Can this theme be sectoral? While the banking sector will benefit on a global basis,
with abovementioned theme, we selected our winners based on a) core ROE/ROA
generation; b) CASA ratio; c) NPL and coverage ratio; d) MTM (mark to market) risk and
e) ability to reprice asset side.

Valuation: After the recent underperformance of the sector over last three months,
banks are trading at lower multiples, and should re-rate once earnings are reported.
Our top picks are J&K Bank, Dhanlaxmi Bank, Dena Bank, Andhra Bank and City Union
Bank.

Exhibit 1: Target price and implied valuation

Target Return Market Cap FY2012E TP Implied FY12E  Historical PB Range

BBG Ticker  Rating Price  Price (Rs) (%) (USSMn) P/B(X) P/E(X) P/B(X) P/E(X) High Low
Andhra ANDB IN Buy 154 191 24% 1,685 1.1 4.6 1.4 5.8 1.7x 0.5x
CuB CUBK IN Buy 49 57 17% 442 1.4 9.1 1.7 11.5 2.5x 0.5x
Dena DBNK IN Buy 108 135 25% 698 0.9 5.1 1.2 7.0 1.5x 0.3x
DCB DEVB IN Hold 48 40 -17% 218 1.3 22.8 1.2 19.7 5.0x 0.5x
D'laxmi DHLBK IN Buy 124 140 13% 237 1.0 27.2 1.2 34.8 2.5x 0.3x
Ing Vysya VYSB IN Hold 327 320 -2% 889 1.2 9.1 1.2 9.9 2.5x 0.8x
J&K Bank J&KBK IN Buy 883 1100 25% 964 0.9 5.2 1.3 7.4 2.0x 0.4x
LVB LVB IN Hold 106 90 -15% 230 1.0 8.2 1.0 7.8 1.6x 0.4x
SIB SIB IN Hold 24 26 7% 619 1.3 8.1 1.5 9.2 2.0x 0.5x
Vijaya VIJYBK IN Sell 83 55 -34% 808 2.0 26.9 1.3 17.9 2.8x 0.8x
uco UCO IN Sell 110 75 -32% 1,360 2.2 16.4 1.6 11.9 3.5x 0.5x

Source: Bloomberg, MAPE Securities Estimates
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Exhibit 2- Stock snapshot - Key investment argument and risk
Target Return Rating Key investment argument
price potenti

Key risks

(INR) al (%)

Andhra Bank 191 Buy a) Attractive valuation — trading at P/E of 4.4.x a) Higher than expected slippages from
and P/B of 1.1x in FY2012E relative to high core restructured loan book.
ROE of 26% and earnings CAGR of c. 20% over b) High Govt. stake affects float and re
FY2012-14E with upside risk. rating.
b) High CASA ratio of ¢.30% will support increase c) Erosion in CASA deposit share will
in margin going forward. impact margin negatively.
c) Comfortable asset quality — coverage ratio at
65% with GNPL at 1.33% and restructured
portfolio of 3.1% is low relative to peers.
d) Low AFS portfolio at 13% lowers risk of MTM
loss in near term.

CUB 57 Buy a) Attractive valuation — trading at P/E of 9.4.x a) Higher than expected slippages from
and P/B of 1.4x in FY2012E relative to high core restructured loan book.
ROE of 18% and earnings CAGR of c. 30% over b) SME and MSME sector will be the first
FY2012-14E with upside risk. one to be under stress once the
b) Better repricing ability to maintain the NIM economic cycle turns — the bank’s focus
over FY2012-14E. area.
c) Comfortable asset quality — coverage ratio at
71% with GNPL at 1.28% and restructured
portfolio of 3.6% is low relative to peers.
d) Low AFS portfolio at 13% lowers risk of MTM
loss in near term.

Dena Bank 135 Buy a) Attractive valuation — trading at P/E of 5.5.x a) Higher than expected slippages from
and P/B of 0.9x in FY2012E relative to high core restructured portfolio.
ROE of 17% and earnings CAGR of c 27% over b) High Govt. stake affects float and re
FY2012-14E with upside risk. rating.
b) High CASA ratio of c.36% will support margin c) Asset quality — coverage ratio at 65%
going forward. with GNPL at 1.94% and restructured
c) Low AFS portfolio at 17% lowers risk of MTM portfolio of 4.9% is high relative to peers.
loss in near term.

DCB 40 Hold a) Valuation — trading at P/E of 23.5x and P/B of a) To leverage the balance sheet based
1.4x in FY2012E relative to low core ROE of 3.1% on only 80 branches will be difficult.
Expensive in our coverage universe. b) Over reliance on bulk deposit.
b) High CASA ratio of ¢.33% will support margin
going forward.
c) Low AFS portfolio at 17% lowers risk of MTM
loss in near term.

Dhanlaxmi 140 Buy a) Valuation — trading at P/E of 28.7x and P/B of a) Timely infusion of capital will be key to
1x in FY2012E relative to improving core ROE of success
5.5% and earnings CAGR of c. 27% over FY2012- b) Asset quality cycle turning negative
14E with an upside risk. might impact the bank more as its loan
b) Credit growth will be the main driver to re-rate  book will be unseasoned.
the stock — highest in our coverage universe. c) Over reliance on bulk deposit might
c) High AFS portfolio at 39% -however the depress margin.
management has not shifted between portfolios
in FY2011 — we believe the same will come down
and limit downside risk from MTM.

ING Vysya 320 Hold a) Valuation — trading at P/E of 9.9x and P/B of a) Greater than expected slippage from
1.2x in FY2012E relative to stable core ROE of restructured loan book.
13% and earnings CAGR of c. 15% over FY2012- b) Asset quality cycle turning negative.
14E with an upside risk.
b) Credit and deposit growth below system is our
main reason to initiate the stock with “Hold”
rating.
c) NIl — best among our coverage universe and
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can have upside to ROA based on this.

J&K Bank 1,100 Buy a) Attractive valuation — trading at P/E of 5.2x and  a) AFS book is high at c. 34% giving rise
P/B of 0.9x in FY2012E relative to high Core ROE to MTM risk, in case the interest rate
of 18% and earnings CAGR of c.26% over FY2012-  cycle turns.
14E with upside risk. b) Slower than expected economic
b) High CASA ratio of 40% and increased lending growth in J&K state might impact asset
opportunity in J&K state likely to preserve NIM at  quality and provisioning impacting
more than 3% over FY2012-14E. profitability — the bank has 48% of
c) Comfortable asset quality - Best in class advances in J&K state.
coverage ratio of 98% as on December 10 against
peer. Gross NPL at 1.95%.

LVB 90 Hold a) Valuation — trading at P/E of 8.6x and P/B of a) Volatile asset quality might depress
1.1x in FY2012E relative to stable core ROE of the earnings.

12% and earnings CAGR of c. 22% over FY2012- b) Gross NPA remains high at 2.98%.
14E with an upside risk.

b) Low CASA ratio and reliance on bulk deposit —

LVB has low CASA ratio at 20% and high

dependence on bulk deposit aggregating to 26%

could face pressure if it continues.

c) The bank under the new CEO is going through

new strategy and key will be execution.

SIB 26 Hold a) Valuation — trading at P/E of 8.9x and P/B of a) Rising interest rate posing threat to
1.4x in FY2012E relative to stable core ROE of margin.

15% and earnings CAGR of c. 17% over FY2012- b) Volatile asset quality will stress the
14E with an upside risk. SME and MSME book.

b) Fixed interest rate book — SIB has 50% of loan

book at fixed rate posing risk on margin in an

increasing rate cycle.

c) AFS — AFS portfolio at 26% of the investment

book poses MTM risk.

Vijaya Bank 55 Sell a) Expensive valuation — trading at P/E of 24.4x Key upside risk - a) Slippages stay within
and P/B of 1.8x in FY 2012E relative to low core control.

ROE of 7.5% and earnings CAGR of ¢ 13% over b) Certainty emerges over non interest
FY2012-14E. income.
b) Low CASA ratio of 24% and high dependence c) Do not follow system growth and
on bulk deposit will put pressure on NIM. focus on retail funding rather than
c) Asset quality to remain under stress — with focusing growth with reliance on bulk
4.2% restructured loan and low coverage ratio of  deposits.
44%, provisioning cost will dampen future
earnings.
UCO Bank 75 Sell a) Expensive valuation- trading at P/E of 15x and Key upside risk - a) Slippages stay within

P/B of 2.2x in FY 2012E relative to moderate core
ROE of 14% and earnings CAGR of c. 20% over
FY2012-14E.

b) Low CASA ratio of 24% and high dependence
on bulk deposit will put pressure on NIM.

c) Asset quality to remain under stress — with
3.3% of restructured loan and 2.6% GNPL and
fresh slippage of 38% till December 2010, will
keep assets under stress.

d) AFS portfolio c. 30% can contribute to MTM
risk.

control.

b) Better than expected non interest
income.

c) Interest rate goes down.

Source: MAPE Securities Estimates
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ndian banking in a sweet sp

We initiate coverage on 11 selected Indian mid and small-cap banks with five buys, two sells
and four holds. Though these banks operate within the same economic conditions and have
similar asset sizes, the uniqueness in their asset and funding mix make them quite attractive
to look at compared to large cap banks. We believe that the valuations of these banks will
move from their current range to historical peaks and in some cases to new peaks amidst the
backdrop of:

Robust macro — Inherent economic strength should drive system wide credit growth. The
current level of loan multiplier to real GDP growth is low at 2.2x against an average of 3.6x
since FY1990.

Interest rate close to peak and set to take a breather — The RBI has been aggressive in
raising rates on the back of heightened inflation (rates have moved up 175bps since March
2010). Our analysis show that the rate cycle is very close to its peak and inflation, which is
the major concern, is set to stabilize due to base effect.

Demographics — India is poised to enter a sweet spot as far as demographics are
concerned. India will be adding the highest number of people to its labor pool until FY
2020 and it will also have the youngest population on the planet. This will add further fuel
to the domestic consumption story and to personal credit expansion.

Operational growth — Our analysis in this report shows that once the earnings growth
kicks in, the stocks will re-rate on both P/E and P/B multiples.

Valuation overhang from consolidation — As we discuss small and mid cap banks in this
report, the chatter regarding consolidation in Indian banking has become louder due to
new banking licenses being issued and foreign banks being granted status of “Wholly
owned subsidiary” (WOS). Although we have not considered this fact, but old private
sector banks under our coverage may have additional positive impact on valuation over
FY2012-14E.

Key risks to our estimates are

—

Inflation — A rally in global commodities (including oil) and food prices, coupled with a bad
monsoon, might stoke inflationary pressure in the economy leading to a slowdown.

G-Sec yield — We expect the 10 year G-Sec yield to be range bound at 7.80-8.25% on the
back of improving government finances and fiscal consolidation. However it might be
under pressure if revenue targets are not met or subsidies increase. This in turn will put
pressure on fiscal numbers and government borrowings.

Global uncertainty due to economic and other factors — Global uncertainty might be the
spoil sport for banks, as they remain vulnerable to investor perception regarding their
performance in certain economic stress cases based on historical evidence rather on their
current performance.

Our top picks are J&K Bank, Dhanlaxmi Bank, Andhra Bank, Dena Bank and City Union Bank.
We are initiating with a Sell call on UCO Bank and Vijaya Bank.
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GDP growth wild |l ead to

The Indian economy has bounced back from the slowdown of FY2008, and Indian banks
should grow on the back of economic expansion and the subsequent credit demand
generated. We believe the credit growth will be backed by:

— GDP growth,

— astable to lower interest rate regime and

- industrial production (lIP).

The credit multiplier to real GDP needs a closer look. Historically, the real GDP to credit
multiplier has remained at c.3.0x since FY 1990; however, post FY2008 the ratio is at 2.22x. We
believe this slowdown can be attributed to two factors:

- Global uncertainty, leading to Indian corporates having a closer look at their debt levels.
- Elevated interest cost, raising overall cost of capital, resulting in delays to investment

plans by corporates.

In his budget speech, the Finance Minister (FM) spoke about real GDP growth of 8.75-9.25% in
FY2012, after estimated growth of 8.6% in FY2011 (RE). Our in-house estimate is that we
should see a revision of real GDP in FY2012 with an upward bias, from second half FY2012
onwards. We estimate that the economy will grow by 8.5-9% in FY 2012-14E.

We believe that the credit to GDP multiplier will improve to 2.75x by FY2014E, on the back of

- higher gross capital formation and

- higher real GDP growth.

credi

Exhibit 3 - Credit multiplier to real GDP since 1990 Exhibita-Aver age credit mul tipl
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Exhibit 5 - Historically real GDP has driven credit growth Exhibit 6 - RBI closer to peak — we expect another 50-75bps
rate hike this year if inflationary pressure persists...
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Indian banks have grown the fastest in Asia over FY2005-10, as seen in Exhibit 7. We believe
India will maintain its pole position in this respect over the next decade with Indonesia coming
a close second.
Exhibit 7 - Loan growth CAGR FY2005-10 — Indian banks performed best in Asia
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Source: Asian Central Banks
Even after topping the loan growth CAGR over FY 2005-10, the penetration of credit still
remains one of the lowest in the region. If we compare the loan to GDP ratio of the region as
on December 2010, India remains second from bottom at 52% against China’s 119%. This
provides ample room for credit growth in the economy.
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Exhibit 8 - Loan to GDP ratio December 2010 in Asia— Indian banks still have a long way to go
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Interestrates| ook cl ose to the peak

The Reserve Bank of India (RBI) has hiked the repo rate by 175bps since March 2010 to 6.75%.
These rate hikes were to control the runaway inflation, especially food inflation, in the
economy. We believe the government needs to address the structural issues in the economy
rather than using monetary policies to tame inflation.

We believe rate hikes are close to the peak, and will take a breather in FY2012 for three
reasons:

- Inflation should ease and be close to the RBI comfort level of 8% from April 2011 onwards
due to base effect

- The RBI now has to seriously consider the long-term impact of high interest rates on
growth, as a higher hurdle rate means deferment of investment cycle

- There is lower government borrowing as FM speaks about fiscal consolidation. The current
budget outlines a central fiscal deficit target of 4.6%; whether it is achievable or not is a
different debate, but it sent a signal to the market that government borrowing on a YoY
basis will be lower and should give some respite to steepness of 10 year G Sec yield.

We think that the RBI may hike the repo rate by 50-75 bps if it needs, to tame inflation based

on the macro environment.

Exhibit 9 - Rate hike to take a breather as base effect kicks in  Exhibit 10 -Stable to lower rate scenario works for banks
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Exhibit11-Lower Govt . borrowi ng Exhibit 12 - G Sec yield to stabilize as fiscal consolidation
takes place
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Exhibit 13 - Credit growth vs. IIP — credit growth should result in  Exhibit 14 - GFCF vs. Real GDP — Real GDP growth should encourage
higher IIP capital formation in the economy
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There is some circularity between GDP, capital formation and industrial production. Higher
GDP should encourage the private sector to resume capital formation, which has remained
lethargic post FY2008; this in turn will drive credit growth and drive the IIP higher.
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Demographics —the key driver for personal loan and deposit
gr owt h ..

India will have a demographic advantage over the rest of the World during the next decade.
According to UN estimates, India will be adding annually more people to its labor pool over
2010-2020E and will continue to add to its labor pool positively until 2050E compared to
peers (Exhibit 15). This will drive the credit growth for banks, by giving a boost to personal
consumption and in turn to personal credit.

Exhibit 15 - Annual addition to labor pool — India to remain a key driver in global labor pool
addition
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The age dependency ratio of India will improve to 49% over 2010-2020E and further improve
to 47% by 2050E. This means more working population in the economy than dependents
(Exhibit 16).

Exhibit 16 - Age dependency ratio — India will enjoy dominance till 2050E
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Exhibit 17 - India will be the youngest nation on earth by 2020E, with median age of 28 years
against 37 in China 37 and 38 in US
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These demographic factors will add to the domestic consumption story. Personal loan growth
in India is lagging behind the overall system loan growth after the financial crisis of FY2008.

This can be attributed to:

- Debt averseness of the Indian consumer,

- Indian banks slowing down unsecured lending and credit card businesses, expecting to

generate higher NPL,

- Property prices becoming unaffordable affecting mortgage book.

With favorable demographics, a benign asset quality cycle (more detailed analysis in
operational growth section of this report) and stable interest rates, we believe personal loans
will drive the loan growth of Indian banks. We remain positive on:

- Mortgage - recent budget accredited INR 2.5mn houses under the priority sector,

- Vehicle loans - with a changing population and high aspirations, Indian car markets should
achieve new heights, from their current global ranking of sixth place,

- Credit cards and education — with a young earning population these two loans should gain

ground.

Exhibit 18 - Personal loan share in non-food credit is down to
20% from the peak of 27%

Exhibit 19 - After FY2008 there is an uptick in vehicle and
credit cards, other personal loans should follow
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Exhibit 20 - Distribution of personal loans over the year,
mortgage the key driver
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Exhibit 21 - Share of mortgage down to 51.8% from the peak
of 87.2% in FY 2005
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Bank deposits to remain the preferred mode of savings for Indians

Growth in GDP and a change in demographics should drive the bank deposits higher. If we
analyze data from the last two decades, we find that bank deposits have remained the
preferred mode of savings for Indian people, even with various alternative options available.
Life insurance products have gained significance from FY2005 onwards, but we have to
remember that 75% of the products sold under this category are Unit Linked Insurance Plans

(ULIPs).

We believe bank deposits will continue being the favored saving option and should help Indian
banks to remain deposit funded and provide support to their margins as well.

Exhibit 22 - Bank deposits remained the favored destination

Exhibit 23 - System deposit to real GDP — GDP expansion to
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Earnings driverswillre-r at e t he st ocks

We list five key earnings drivers for banks:
- Loan growth

- Net interest margin (NIM)

— Asset quality and provisioning

- Non-interest income and (NII)

- Operating expenses.

In this report, we discuss the different drivers, their influence on the stocks under our coverage
and pick the winners.

Loan growth —the key differentiator

Loan growth is volume of business generated which drives the interest and fee incomes of a
bank.

The Indian banking system witnessed solid loan growth at a 22% CAGR in FY 2002-08 driven by
GDP expansion, technology upgrades, lower penetration and customer focus which was a
result of competition from new age private sector banks. The mid and small-cap banks (in our
coverage universe) remained laggards over the same time period with an average CAGR of 18%
(8 out of 11 banks grew less than the system).

Nevertheless, it was a different story following the FY2008 financial turmoil, with the laggards
now leading with an average CAGR of 22% over FY2008-9M10 (7 out of 11 banks in our
coverage universe grew more than the system) while the system grew at an 18% CAGR over
the same period.

Exhibit 24 — Mid and small-cap banks lagged system loan Exhibit 25 — Mid and small-cap banks should outperform
growth in FY2002-08 but this changedp 0 s t FY2O0 0 ¢ system over FY2012E-14E
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Although there are a large number of banks operating in the economy besides commercial
banks like Regional Rural Banks (RRBs) and Co-operative banks, India remains an under-
banked economy with only 59% of the adult population having a bank account and only 14% of
the adult population having a loan account. This presents a good opportunity for all banks to
grow.
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Going forward we believe the mid and small-cap banks will outpace the system loan growth
over FY2012-14E, as they benefit from the large opportunity, coming off a small base and have
also invested in core technology to compete with bigger banks.

We have analyzed the changes in the composition of loan books of these banks from FY2002 to
FY2010. As Indian banks do not report loans as per international standards, nor is there

consistency on industry loan data, it becomes difficult to accurately analyze the shift.

Exhibit 26 — Coverage stocks loan break down
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LVB — Loan break down by security Mar’'10
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Loan book focused on
SME and wholesale
traders, which is the
traditional strength of the
bank, gives the bank
reasonable ability to
reprice.
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Diversified loan book,
focused towards
infrastructure, iron and
steel, engineering and
food processing.
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Vijaya Bank — Loan break down by sector
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Diversified loan book,
focused towards MSME
and weaker section loans,
but the same will get
funded by bulk deposit
over FY2012-14E, implying
pressure on margin.
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Net interest margin (NIM) —what lies behind?

NIMs are derived from
- Asset composition i.e. loan versus investment versus interbank
- Interest rate notably G Sec yield, lending rate and overnight rate

- Deposit composition i.e. CASA versus term deposits

NIM movements are less volatile than the spread movements on underlying assets. For a
better understanding we analyzed the spreads on loan, interbank and investments of different
banks in our coverage universe (Exhibit 27).

Indian banks had a strong year on NIM in FY2011, but as we step into FY2012, there are some
concerns. In banking when the interest rate initially starts rising banks are faster in repricing
the asset whereas existing deposits do not get repriced but only new deposits (term deposits)
are accumulated at a higher rate, giving support to an increasing NIM. Conversely though,
when substantial deposits are accumulated at elevated rates, the NIMs are under pressure as
assets get repriced downwards in a falling interest rate cycle.

In FY2012E, we believe the interest rate will take a breather, as it is hovering near the peak,
and this will put some pressure on NIMs on its way down.

Regarding asset mix the structure of Indian banking has changed since FY2002 with a shift from
investment to loans. As far as NIMs are concerned the loan spread is what matters the most,
as can be seen in Exhibit 27 as it comprise c.60% of interest earning asset. The differentiating
factor is the CASA ratio as banks with a higher CASA ratio have better margins. We believe that
this trend is going to continue in FY2012-14E as well, as a better CASA ratio preserves/elevates
the NIM.

The investment spread doesn’t matter in Indian banking space as 90-95% of the investment is
locked in SLR bonds for all banks, and the remaining 5-10% of the investment does not a make
a big difference on the entire book.

In our coverage universe, all banks except Dhanlaxmi Bank (on which we also have a buy), have
CASA ratio of more than 30%, and we expect this ratio to be maintained going forward.

© MAPE Securities Private Limited. For private circulation only. Please read important disclaimers on the last page. This document has been prepared from
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Exhibit 27: Spreads on different asset class and NIM — CASA the differntiating factor

2003 2004 2005 2006 2007 2008 2009 2010 2003 2004 2005 2006 2007 2008 2009 2010
Andhra Bank Andhra Bank
Investments  44.4% 40.0% 33.6% 29.6% 31.0% 27.2% 25.5% 23.7% Spread on Investment 31% 38% 37% -1.2% 23% 08% 0.6% 0.8%
Interbank 7.1% 10.0% 11.1% 133% 8.7% 10.4% 8.0% 12.7% Spread on Call\CRR -33% -32% -1.0% -1.6% -2.1% -4.5% -52% -5.3%
Net Loans 48.5% 50.0% 55.3% 57.1% 60.3% 62.4% 66.5% 63.6% Spread on advances 47% 4.7% 46% 45% 46% 44% 44% 4.8%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% NIM 33% 38% 36% 32% 29% 3.0% 3.0% 3.2%
CASA 30.5% 37.4% 36.2% 36.3% 34.5% 33.6% 31.4% 29.4%
City Union Bank City Union Bank
Investments  44.2% 41.7% 33.0% 27.3% 25.5% 24.3% 26.9% 28.8% Spreadon Investment 26% 3.1% 2.7% -49% 2.0% 0.5% -03% -0.1%
Interbank 71% 7.8% 6.8% 6.9% 9.5% 11.6% 9.9% 9.9% Spread on Call\CRR -5.1% -5.1% -3.8% -3.2% -3.7% -5.7% -6.5% -6.3%
Net Loans 48.7% 50.5% 60.2% 65.8% 65.0% 64.2% 63.2% 61.3% Spread on advances 43% 4.9% 47% 55% 52% 55% 56% 5.1%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% NIM 26% 3.1% 32% 3.6% 3.7% 32% 3.0% 3.2%
CASA 20.7% 20.5% 21.9% 22.9% 24.3% 20.9% 18.9% 21.9%
Dena Bank Dena Bank
Investments  46.2% 47.3% 42.6% 33.9% 30.4% 27.5% 26.4% 27.9% Spreadon Investment 40% 4.0% 3.7% 3.6% 29% 16% 15% 1.1%
Interbank 79% 7.0% 7.8% 9.9% 9.3% 10.8% 12.4% 9.1% Spread on Call\CRR -22% -2.2% -1.1% -1.5% -23% -4.5% -4.7% -5.0%
Net Loans 459% 45.7% 49.6% 56.2% 60.3% 61.7% 61.2% 63.0% Spread on advances 44% 3.5% 3.5% 34% 4.0% 4.0% 42% 3.6%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% Cost of Funds 6.5% 57% 47% 43% 4.6% 54% 57% 57%
NIM 3.2% 3.0% 32% 3.0% 31% 25% 25% 2.1%
CASA 39.7% 41.5% 42.0% 43.6% 44.5% 39.2% 34.8% 36.0%
Development Credit Bank Development Credit Bank
Investments  29.7% 41.2% 42.2% 37.7% 37.1% 29.4% 29.2% 34.7% Spread on Investment 3.7% 13% -0.1% 0.5% 0.7% -0.8% -0.6% -0.6%
Interbank 9.8% 10.5% 82% 85% 9.4% 14.6% 11.9% 5.7% Spread on Call\CRR -33% 0.8% 0.5% -0.7% 1.6% -4.0% -4.4% -4.9%
Net Loans 60.5% 48.3% 49.6% 53.8% 53.5% 56.0% 58.9% 59.5% Spread on advances 1.7% 3.0% 3.2% 3.7% 4.6% 62% 62% 4.9%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% NIM 1.8% 2.1% 15% 19% 2.8% 2.8% 3.1% 2.5%
CASA 17.0% 18.8% 22.7% 32.1% 28.3% 22.5% 31.0% 35.4%
Dhanlaxmi Bank Dhanlaxmi Bank
Investments  34.1% 38.9% 28.8% 29.0% 26.2% 27.8% 28.8% 26.0% Spreadon Investment 41% 3.5% 3.1% -46% 18% 0.9% -0.3% -0.1%
Interbank 11.4% 11.7% 13.8% 11.5% 183% 17.9% 12.6% 9.6% Spread on Call\CRR -3.8% -3.4% -3.0% -13% -1.6% -1.8% -09% -5.1%
Net Loans 54.6% 49.4% 57.4% 59.4% 55.5% 54.3% 58.6% 64.3% Spread on advances 36% 47% 48% 48% 53% 52% 47% 4.1%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% NIM 29% 32% 3.1% 32% 33% 28% 26% 2.1%
CASA 24.4% 24.9% 42.1% 28.9% 28.4% 29.2% 24.3% 21.9%
ING Vysya Bank ING Vysya Bank
Investments  34.7% 33.7% 29.2% 27.8% 25.0% 26.1% 35.5% 32.7% Spread on Investment 28% 12% 1.8% -3.7% 14% 0.9% -03% 0.4%
Interbank 11.7% 9.2% 7.7% 7.1% 8.8% 132% 7.7% 9.5% Spread on Call\CRR -13%  2.2%  2.4% 3.6% -2.7% -4.2% -51% -4.3%
Net Loans 53.5% 57.2% 63.1% 65.1% 66.2% 60.7% 56.7% 57.8% Spread on advances 32% 3.0% 34% 3.6% 3.8% 4.1% 53% 5.1%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% NIM 22% 24% 31% 2.7% 2.8% 2.8% 2.8% 3.2%
CASA 21.1% 24.9% 37.6% 27.0% 28.9% 31.5% 27.0% 32.6%
Jammu & Kashmir Bank Jammu & Kashmir Bank
Investments  42.5% 42.7% 38.2% 34.9% 26.3% 27.3% 29.1% 33.5% Spread on Investment 4.0% 3.7% 29% -21% 18% 1.0% 0.6% 0.5%
Interbank 6.9% 10.4% 13.2% 8.9% 12.9% 13.8% 14.3% 11.1% Spread on Call\CRR -3.7% -3.5% -3.6% -2.8% -3.1% -53% -54% -5.0%
Net Loans 50.5% 46.9% 48.6% 56.2% 60.8% 589% 56.7% 55.4% Spread on advances 44% 44% 39% 41% 42% 4.8% 55% 5.5%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% NIM 3.7% 3.6% 29% 2.8% 3.0% 3.0% 3.2% 3.0%
CASA 33.4% 30.3% 32.0% 34.2% 37.0% 39.2% 38.1% 40.7%
Lakshmi Vilas Bank Lakshmi Vilas Bank
Investments  34.2% 36.6% 30.6% 27.3% 23.5% 27.5% 23.3% 29.6% Spread on Investment 21% 24% 34% -47% 09% 0.2% -0.1% 0.1%
Interbank 7.7%  7.7% 9.2% 9.9% 11.5% 10.0% 11.0% 8.3% Spread on Call\CRR -4.8% -4.4% -4.0% -2.7% -29% -2.8% -54% -6.6%
Net Loans 58.1% 55.7% 60.2% 62.9% 64.9% 62.6% 65.6% 62.2% Spread on advances 35% 34% 34% 3.1% 3.6% 3.5% 4.2% 5.0%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% NIM 24% 25% 28% 2.5% 23% 2.1% 2.2% 2.8%
CASA 26.2% 25.7% 25.6% 23.1% 22.0% 21.7% 16.8% 18.2%
South Indian Bank South Indian Bank
Investments  40.6% 44.2% 34.1% 26.2% 25.8% 27.3% 30.4% 28.7% Spread on Investment 3.0% 3.0% 22% 17% 1.8% 0.5% 0.1% -0.6%
Interbank 10.6% 9.0% 7.6% 12.9% 14.6% 10.2% 10.2% 8.0% Spread on Call\CRR -4.6% -4.3% -3.2% -23% -1.4% -3.2% -3.6% -4.4%
Net Loans 48.9% 46.8% 58.3% 60.9% 59.6% 62.5% 59.4% 63.4% Spread on advances 39% 32% 4.1% 47% 44% 4.1% 47% 4.6%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% NIM 26% 25% 28% 32% 3.1% 25% 29% 2.5%
CASA 19.2% 21.0% 24.8% 26.4% 23.9% 24.1% 23.8% 23.1%
Vijaya Bank Vijaya Bank
Investments  48.3% 47.1% 43.1% 36.4% 29.1% 30.5% 28.7% 31.0% Spread on Investment 46% 4.1% 3.5% -09% 3.1% 12% 0.5% 0.8%
Interbank 87% 49% 58% 9.2% 12.3% 11.2% 12.7% 8.1% Spread on Call\CRR -2.9% -2.7% -0.6% -3.0% -2.0% -4.9% -6.0% -4.7%
Net Loans 43.0% 48.0% 51.2% 543% 58.6% 58.2% 58.6% 60.9% Spread on advances 46% 49% 4.7% 4.0% 3.6% 32% 41% 4.0%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% NIM 38% 41% 39% 33% 3.0% 17% 2.0% 23%
CASA 32.2% 30.8% 32.6% 35.3% 30.8% 27.3% 24.0% 24.6%
UCO Bank UCO Bank
Investments  42.6% 41.5% 35.8% 32.5% 26.8% 27.7% 26.9% 32.4% Spread on Investment 39% 3.6% 3.6% 13% 2.0% 09% 0.0% 0.1%
Interbank 9.5% 9.9% 12.2% 55% 85% 9.3% 10.0% 6.0% Spread on Call\CRR -3.5% -1.6% -1.8% -1.6% -13% -3.8% -4.9% -3.6%
Net Loans 48.0% 48.6% 52.0% 61.9% 64.6% 63.0% 63.1% 61.5% Spread on advances 3.6% 38% 34% 3.1% 29% 3.0% 3.3% 3.4%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% NIM 29% 32% 29% 2.8% 24% 19% 17% 1.9%
CASA 35.0% 32.4% 29.2% 29.6% 29.2% 25.7% 24.1% 24.7%

Source: Company Data, Mape Securities Estimates
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Asset quality and loan loss provisioning
Non-performing loans are a major value destroyer as far as banking stocks are concerned. If we
analyze Indian banking over the last decade, we see that there has been huge improvement in
the non-performing loan ratios. Stocks under our coverage have seen improvements as well.
Exhibit 28 - GNPL in Indian banking - Decade of Exhibit 29 - Coverage ratio —improved but some diverse
improvement but still long way to go, foreign banks trends are noticed over the decade, foreign banks go from
l agging.. market leaders to laggards
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Though coverage ratio has improved for all banks over the last decade, it still remains below
the RBI comfort level in many cases. The RBI has prescribed a 70% coverage ratio for all banks,
but continues to provide individual forbearance for different banks under special
circumstances. (E.g. in the case of The State Bank of India, the deadline is delayed.)
We believe that RBI should fix a deadline and enforce this. Our expectation will be that over
FY2012-14E, the ratio should improve to 80%. On coverage basis, Indian banks remain one of
the poorest among Asian peers. We believe low coverage ratio is a key reason why investors
react negatively to Indian banks in a potential economic downturn.
Exhibit 30 — Indian banks lagging behind Asian peers on coverage ratio
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Indian banks have came out from the FY2008 financial crisis relatively unhurt with some tenor
restructuring but no major hair cut/write offs. We expect the asset cycle to be benign over
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FY2012E-14E, but the banks should take this opportunity to increase their provision coverage

ratio, to be comparable to Asian peers.

Below (Exhibit 31) we can see how the banks in our coverage universe have reacted to the NPL
cycle; we have compared the same from FY2003 to 9M10 against market cap change. There is a
decent correlation between these two parameters.

Exhibit 31 — Decent correlation between stock performance and gross NPL
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Dhanlaxmi Ing Vysya
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South Indian Bank UCO Bank
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Vijaya Bank Bankex vs. system gross NPL
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J&K Bank has the best coverage ratio in our coverage universe in excess of 90% as on
December 2010. We believe this is a criteria based on which stock differentiations are made
and J&K Bank emerges the clear winner on this front.

Exhibit 32 - Gross NPL ratio by bank - improving Exhibit 33 - Coverage ratio by bank wise — lagging other than
J&K Bank
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Non-interest Income (NIl) — decade of lost opportunity and volatile Capital gains

In our coverage universe Non-interest income contributes between 0.4-1.6% of assets (ex-
treasury). ING Vysya remains the leader with a 1.6% contribution whereas for South Indian
Bank NIl is only 0.4% of the assets. The contribution from NIl has gone down for all banks over
FY2003-10 except ING Vysya and J&K bank, representing a decade of opportunity lost. (Exhibit
34)

The three main components of Non-interest income are fee income, forex and treasury. While
fee income has shown some sign of improvement, treasury has been volatile as it is dependent
on the slope of the 10 year G-Sec yield.

The investment portfolio of Indian banks was 40-50% of the balance sheet until FY2005, as
yields/spreads were high. Now the investment portfolios have come down to an average c.30%
(SLR is 24%) of the book, as loan spreads improve with the expansion of credit in the economy.
We expect the investment books to be in the range of 24-28% of total book in FY2012-14E.
Indian banks are allowed a once-a-year shift from the Hold to Maturity (HTM) to Available for
Sales (AFS). Banks make this shift (usually in April) depending on the expectation of movement
in the 10 year G-Sec yield. The treasury depends on the slope of 10 year G sec yield but
remains difficult to forecast as slope and quantum both remain variables.

On the fee income side, the banks in our coverage universe have not kept up with their loan
book growth, pointing towards a potential opportunity lost. We believe FY2012-14E will not be

a game changer on this front, but banks will try to exploit the fee income base.

Exhibit 34 — Non-interest income — decade of opportunity lost

As a % of revenue As a % of assets
Capital Gains 2003 2010 2003 2010
Ex- Cap Ex- Cap Ex- Cap

2003 2010 CAGR CAGR 2003 Total Gains Total  Gains Total Gains Total
Andhra Bank 998 2,254 10.7% 3960 3245 -2.8% 185 580 17.7% 916 3568 21.4% 45.2% 15.7% 30.5% 20.3% 2.6% 09% 1.2% 0.8%
City Union Bank 150 259 7.0% 261 394 6.0% 29 64 11.9% 98 718 33.0% 44.8% 23.1% 34.0% 24.7% 2.2% 11% 1.4% 1.0%
Dena Bank 773 1,275 6.5% 2401 1535 -6.2% 188 333 85% 1008 2743 15.4% 43.5% 19.6% 34.9% 25.8% 2.2% 1.0% 1.1% 0.8%
Development Credit Bank 288 664 11.0% 160 178 1.5% 97 63 -58% 321 166 -9.0% 54.8% 44.6% 43.0% 163% 2.0% 16% 1.8% 1.5%
Dhanlaxmi Bank 107 70 -5.1% 503 178 -13.8% 23 23 0.3% 69 638 37.4% 56.8% 16.1% 39.3% 31.6% 3.5% 1.0% 1.3% 1.1%
ING Vysya Bank 1,012 3,490 16.7% 2069 797 -12.7% 187 1033 27.6% 314 882 15.9% 62.3% 263% 42.8% 13.2% 3.2% 14% 1.6% 1.6%
Jammu & Kashmir Bank 281 1,039 17.8% 2141 1734 -3.0% 48 144 17.0% 335 1245 20.7% 34.5% 82% 27.1% 15.8% 1.8% 04% 1.0% 0.6%
Lakshmi Vilas Bank 321 546  6.9% 452 122 -17.0% 33 91 15.7% 82 277 19.0% 58.2% 28.6% 294%  259% 2.9% 14% 1.1% 1.0%
South Indian Bank 235 301  3.1% 1326 780 -7.3% 96 204 114% 190 799 22.8% 51.5% 145% 26.8% 16.8% 2.6% 0.7% 0.9% 0.4%
Vijaya Bank 472 852  7.7% 2251 2834 33% 217 422 10.0% 537 2687 25.9% 35.1% 12.4% 319% 18.6% 2.0% 0.7% 1.0% 0.6%
UCO Bank 1,229 2,491 9.2% 3546 2428 -53% 228 662 16.5% 955 4078 23.1% 40.0% 16.2% 29.4%  22.0% 1.8% 0.7% 0.8% 0.6%

Source: Company Data

Banks in our coverage universe have limited avenues for expanding their fee income base, as
most of them have neither brokerage businesses/credit cards/investment banking/structured
product/insurance team (except ING Vysya, which remains a clear winner). Our meetings with
the banks indicated that though they are evaluating different options on these fronts nothing
concrete has been outlined.

We expect, ING Vysya and J&K Bank to show improvement in NIl as percentage of assets (ex-
treasury) over FY2012-14E.
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Exhibit 35: Non Interest Income (ex-treasury) as a % of Avg. Assets

1.8%
1.5%
1.2%
0.9%
0.6%
0.3%
0.0%

Andhra

cuB
Dena
DCB

D'laxmi Bank

B Avg.F2005-2010

Source: Company Data, MAPE Securities Estimates

Ing Vysya

J&K Bank
LVB
SIB

M Avg.F2012E-2014E

uco

Vijaya

© MAPE Securities Private Limited. For private circulation only. Please read important disclaimers on the last page. This document has been prepared from

publicly available information and is not an investment advice.

Page 25



Banking MAPE Securities Private Limited

Operating expense —still some way to go

We view operating expenses as a significant positive driver for the banks, as it is relatively
under the control of management. We have compared the total income CAGR versus total cost
CAGR versus average assets CAGR over FY 2003-10 in Exhibit 36.

The results are a mixed bag: except for Andhra Bank, Dena Bank, ING Vysya, Vijaya and UCO
Bank operating expenses have been rising faster than revenue for all other banks, whereas
average asset growth CAGR has been robust for all banks. Out of the five banks four banks that
have better income progression than expenses are Public Sector Undertaking (PSU) banks. The
only private sector bank to make the cut is ING Vysya Bank.

Exhibit 36 - Opex CAGR (FY 2003-10) with % of Tl and avg. assets

Staff Costs Other Costs Total cost % of Total income % of Avg Assets
INR mn F2003 F2010 CAGR F2003 F2010 CAGR F2003 F2010 CAGR F2003 F2010 F2003 F2010
Andhra Bank 3969 8241 11.0% 2052 5255 14.4% 6,021 13,497 12.2% 45.0% 42.7% 2.6% 1.7%
City Union Bank 239 801 18.9% 160 857 27.1% 399 1,659 22.6% 33.2% 39.3% 1.6% 1.6%
Dena Bank 3660 5116 4.9% 1453 3365 12.8% 5,113 8,481 7.5% 50.9% 50.2% 2.6% 1.6%
Development Credit Bank 423 881 11.0% 560 1128 10.5% 983 2,008 10.7% 62.2% 80.6% 2.3% 3.3%
Dhanlaxmi Bank 394 1091 15.7% 205 838 22.2% 599 1,929 18.2% 48.5% 83.3% 3.0% 2.8%
ING Vysya Bank 1731 4289 13.8% 1602 3793 13.1% 3,334 8,081 13.5% 58.0% 55.7% 3.0% 2.5%
Jammu & Kashmir Bank 1585 3664 12.7% 1014 2110 11.0% 2,599 5,774 12.1% 31.9% 37.6% 1.7% 1.4%
Lakshmi Vilas Bank 430 925 11.6% 294 940 18.1% 724 1,865 14.5% 47.5% 52.9% 2.4% 2.0%
South Indian Bank 944 2263 13.3% 475 1399 16.7% 1,418 3,662 14.5% 39.6% 47.1% 2.0% 1.6%
Vijaya Bank 4290 7056 7.4% 1280 3660 16.2% 5,570 10,716 9.8% 56.3% 50.3% 3.2% 1.6%
UCO Bank 6897 10576 6.3% 1776 5268 16.8% 8,673 15,844 9.0% 58.2% 48.2% 2.6% 1.3%

Source: Company Data

Total income and average assets CAGR (FY 2003-10)

Total income Average assets
INR mn F2003 F2010 CAGR F2003 F2010 CAGR
Andhra Bank 13,394 31,604 13.0% 258,786 794,452 17.4%
City Union Bank 1,203 4,216 19.6% 24,261 104,052 23.1%
Dena Bank 10,051 16,887 7.7% 195,020 530,235 15.4%
Development Credit Bank 1,580 2,491 6.7% 42,980 60,399 5.0%
Dhanlaxmi Bank 1,234 2,315 9.4% 19,969 68,649 19.3%
ING Vysya Bank 5,753 14,501 14.1% 110,886 328,744 16.8%
Jammu & Kashmir Bank 8,136 15,356 9.5% 157,462 401,200 14.3%
Lakshmi Vilas Bank 1,525 3,527 12.7% 30,227 93,970 17.6%
South Indian Bank 3,583 7,768 11.7% 70,918 229,567 18.3%
Vijaya Bank 9,894 21,285 11.6% 176,085 663,021 20.9%
UCO Bank 14,913 32,901 12.0% 331,477 1,244,918 20.8%

Source: Company Data

A few observations from the exhibit 36:

- PSU banks have emerged as better cost controllers but this is due to the fact that, wage
revision in PSU banks comes with a lag. As shown above at present all PSU banks are
making provisions for sixth pay commission on wages and pension liability.

— While all the banks under our coverage had higher asset growth rates (Exhibit 36) than
growth in expenses over FY2003-10, this was not reflected in their fee line. This leads us to
the conclusion discussed in the section above, that non-fund income has not been a
source of strength for these banks, other than ING Vysya.

From the above exhibit 36 we can see some banks have clear advantage on the cost front over
others. We like City Union Bank, J&K Bank, Andhra Bank on this front.
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Consolidation theme on Indian mid and small-cap banks — still
some time left

The consolidation theme has started gaining traction in the Indian banking scenario recently,
on the back of two key releases.

Firstly, the Government of India has stated that new banking licenses will be given to new
private sector players and secondly, the RBI has re opened the case of foreign banks being
given Wholly Owned subsidiary (WOS) status in India (first mooted in FY2005). Once a foreign
bank is given the status of WOS, it will be treated on par with Indian banks but for a few
limitations:

-~ These banks fulindtibnal treatmenti aovasto efiminate any systemic risk
since the Indian financial system is yet to achieve global size.

-~ There wi | | be no d i, fsd &8 toeelintinatea Hankirdg iincniehe
category where foreign banks have global and financial expertise.

-~ A cap on new licenses and WOS can be implemented, as per the WTO once assets (on
and off balance sheet) of foreign banks go beyond 15%, or capital of these banks goes
beyond 25% of the total banking system in India.

We believe the intention behind these two steps (new licenses for private sector banks and
WOQS) is twofold:

- Financial inclusion - Increased presence of banks/branches in rural India where a majority
of population still remains outside the formal banking system (59% of adult have bank
accounts and only 14% of adult have loan accounts).

- Operational efficiency - Increased competitiveness in the Indian banking system on both
the cost and pricing front, by implementing global best practices.

Foreign banks are not yet significant players in the Indian market as far as loans (6.3% - as on
March 2010) and deposits (5.4% - as on March 2010) are concerned, and they have struggled
to grow their books due to regulatory and competitive pressure (Exhibits 37 and 38).

Exhibit 37 -Loan market share of foreign banks —losing

ground
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Exhibit 38 -Deposit market share of foreign banks yet to
make any headway
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In this scenario we believe the old private sector banks will have a valuation overhang, as they
will be the first target for both new private players and foreign banks.
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If we look back over the last decade, the RBI has allowed the consolidation of banks in India
either due to systemic risk or the agreement between two private sector players.

PSU banks were not that active in the consolidation process, though earlier Finance Ministers
emphasized the need for consolidation and gaining size. Going forward, we believe that
consolidation is inevitable in the Indian banking industry, but the timing depends on the
government’s intention (being the largest shareholder in PSU banks) and the
competitive/regulatory landscape laid by the RBI.

Exhibit 39 - M&A in Indian banking over last decade

No. of branches

Date of merger Acquirer bank Target bank of target
Feb-00 HDFC bank Times bank 39
Mar-01 ICICI bank Bank of Madura 350
Feb-03 PNB Nedungadi bank 173
Aug-04 OBC GTB 104
Oct-05 Centurion bank Bank of Punjab 136
Sep-06 Federal bank Ganesh bank of Kurunwad 32
Oct-06 IDBI United Western bank 230
Mar-07 0B Bharat Overseas bank 102
Apr-07 ICICI bank Sangli bank 190
Aug-07 Centurion bank Lord Krishna bank 110
Feb-08 HDFC bank Centurion bank 394
Aug-10 ICICI bank Bank of Rajasthan 463
Source: RBI

We believe Indian banks are still 12-18 months away from any consolidation talk to start with,
as the RBI will be pre occupied with the fine print of issuing new bank licenses and WOS status
to foreign banks. The RBI would also like to evaluate the performance of these new set of
entities within the present regulatory guidelines before proceeding on any consolidation.
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Valuation

To determine which of the banks in our coverage universe are doing well on the valuation front,
it is important to consider ROE, as it governs the relevant valuation multiples — P/B and P/E.
Given the certain cost of equity and dividend payout ratio, the multiples rise
disproportionately with the excess return over COE.

Exhibit 40 — Theoretical P/B compared to sustainable ROE
3.0 L 2

2.5 4 4

2.0 A V'S

Theoratical P/B

1.5 - L 2
1.0 - ®

0.5 T

8.0 9.0 10.0 11.0 12.0 13.0 14.0 15.0
Sustainable ROE

Source: MAPE Securities Estimates

While a detailed valuation comparison is available on page 1 of this report, below we present a
comparison of stocks in our coverage universe by considering three key parameters.

- Price to earnings comparison with EPS growth over FY 2012-14E
- Price to PPOP/ share with PPOP growth over FY2012-14E
- Price to book value with average ROE over FY2012-14E

Andhra Bank is the cheapest, but J&K Bank, Dena bank and City Union Bank will be growing
earnings at a higher pace. Though Dhanlaxmi is expensive on P/E parameter than other four
banks but we still prefer it due to its operational growth in FY2012-14E, evidenced from Exhibit
42.

Exhibit 41 — Average EPS CAGR FY2012-14E versus average P/E (FY 2012-14E)
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Source: MAPE Securities Estimates
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Exhibit 42 - Price to PPOP/share (FY 2012-

14E) against PPOP CAGR FY 2012-14E
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Source: MAPE Securities Estimates
Exhibit 43 - Avg. ROE FY 2012-14E to average P/B (FY 2012-14E)
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Source: MAPE Securities Estimates
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Picking the winners

As we said earlier in our report, we remain positive on the Indian Banking sector. After
analyzing stocks in our coverage universe, we have zeroed in on our winners based on
different operational growth factors affecting banking stocks and valuations further supported
the conclusions. In Exhibit 44 we have captured the various drivers and risks for the banks in
our coverage universe.

The winners on operational growth factors are

- Loan growth — Dhanlaxmi Bank outscores others as it is coming off a small base, but J&K
Bank, Andhra Bank, Dena Bank and City Union Bank will also exceed the system growth
and have an edge over other banks in our coverage universe.

— NIM — Andhra Bank, Dena Bank and J&K Bank are best positioned to preserve their NIM
over FY2012-14E, backed by a high CASA deposit.

- Asset quality and provisioning —J&K Bank holds competitive edge over all the other banks
thanks to its coverage ratio. Other banks we like with regard to improving asset quality are
Andhra Bank, City Union Bank and Dena Bank

- NIl —ING Vysya is a clear winner in this area with an entire bouquet of service available.
The other banks in our coverage universe need to catch up in this respect.

— Operating expenses — J&K Bank and City Union Bank outscore the others in this respect
and have clearly established leadership. We also remain positive on Andhra Bank and
Dena Bank to show a positive effect over FY2012-14E.

On different valuation parameters, J&K Bank, Andhra Bank, Dena Bank and City Union Bank are
trading at lower multiples compared to its peer group.

Finally, we pick Andhra Bank, J&K Bank, City Union Bank and Dena Bank to be winners on
both on the valuation and operational growth front, while Dhanlaxmi Bank shows great

future potential given its growth prospects.

Exhibit: 44 - Stock drivers and risk

Andhra CuB Dena DCB D'laxmi ING Vysya J&K bank LVB SIB uco Vijaya
Recommendation Buy Buy Buy Hold Buy Hold Buy Hold Hold Sell sell
Operational drivers
Earnings growth High High High High High High High High High Moderate Moderate
CASA ratio High Moderate High High Moderate High High Moderate Moderate Low Low
Margin High High Moderate High Moderate High High Moderate Moderate Moderate Moderate
Asset quality Moderate Moderate High Low High Low High Low High Moderate Moderate
Non interest income Moderate Moderate Moderate High Moderate High Moderate Moderate Low Low Low
Credit cost Moderate Moderate Moderate High Moderate High Low High Low High High
Balance sheet drivers
Loan High High High High High High High High High High Low
Deposit High High High High High High High High High High Low
Capital - Tier | Moderate High Moderate Moderate Low Moderate High Moderate High Low Low
Valuations
Core ROE - FY 12E, 26.5%, 17.7%, 16.3%, 3.1%, 5.5%, 12.3%, 18.0%, 11.7%, 14.8%, 13.7%, 6.2%,
FY 13E 26.3% 17.7% 18.9% 5.6% 4.6% 12.5% 19.3% 12.9% 15.9% 13.1% 6.1%

P/B - FY 12E, FY 13E 1.1,0.9 15,13 0.9,0.8 14,13 1.1,1.0 13,11 1.1,0.9 1.2,11 14,13 23,20 2.0,1.9

Risks

NIM pressure Low Low Low High High Moderate Low High Moderate High High
NPLs Moderate Moderate Low High Moderate High Low Moderate Moderate High High
Bulk deposit Low Low Low Moderate High Low Low Moderate Low High High
Risk of MTM Low Low Low Moderate Low Moderate High Moderate High High Moderate

Source: MAPE Securities Estimates
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MAPE ANDHRA BANK

Leveraged play!!

Securities Private Limited

We initiate coverage on Andhra Bank with a “ By” rating. Our DDM based 12  Initiating Coverage
month target price of INR 191, implies potential upside of 24%. We like Andhra

bank for its attractive valuation, healthy core earnings growth with an improving

margin, low MTM risk, comfortable provision coverage and a higher CASA ratio. April 5,2011

Superior Core ROE: Andhra Bank’s core ROE of c. 26% is best in class, with peer ROEs
at 13-21%. Further, superior margin due to solid deposit franchisee coupled with BBG code : ANDBIN
improvement in core fee income due to insurance business. This would lead to best

ROA among peers.

Rating BUY
Core earnings to grow by c 21% CAGR over FY2012-14E: We believe Andhra Bank will Price (4 Apr'11) INR 154
be the major beneficiary of increased/stable rates due to its higher CASA share. With 52 Week Range INR 190.2/ 109.0
a ¢. 20bps margin improvement and above “system credit” growth, the core
operating profit should grow by 21% over FY2012-14E. In spite of lower treasury Target Price INR 191
income, we expect net profit to grow by c. 18%. Outstanding Shares Mn 485
' o Mkt Cap INR Mn 74,836
Lower risk should drive outperformance: Near-term risk on profitability due to MTM Mkt Cap US$ Mn 1,685
risks and slippages from restructured portfolio is relatively low. The benign asset
. . . . o . .
quality environment an.d low holding under AFS portfolio (13%), makes it a winner Daily avg, turn. INR Mn =8
among our coverage universe.
Valuation: Our March 2012 target price of INR 191 is based on 1.5x FY2012E book,
R . . . . . R Promoter and Promoter 51.55%
which is at a premium to its peers. Given its better performance on core ROA and its Group (GOI)
low risk to profitability, we believe Andhra Bank deserves to trade at a premium to its i 17.87%
peers. i
DIl 15.48%
P -
Key risks: Key risks to our investment view are: Non-institutions 12.74%
Bodies Corporate 2.36%
- Capital constraints- timely infusion of capital
- Greater than expected slippage from restructured portfolio
—  Asset quality cycle becoming volatile due to adverse global economic scenario ';%'gti"e performance Bankex
- Trend in capital inflow 400
300
200
100
0 —————T—T—T———1—
n n O ~ N~ 0 O OO O @«
SN ONONON ORI
£335338:83¢%
Bankex Andhra
Year end Mar (INR mn)
F2010 F2011E F2012E F2013E F2014E '}ﬁ)lgtive performance Sensex
PPOP 14,862 22,063 27,179 34,779 39,554
PAT 10,497 14,101 17,345 21,450 24,157 300
EPS 21.6 29.1 33.1 40.9 461 200
DPS 5.0 7.3 8.3 12.3 13.8 100 ‘Iv
EPS growth 60.0% 34.3% 13.8% 23.7% 12.6% o+
Core ROE 17.9% 25.6% 26.5% 26.3% 25.1% T - I -
I 1 X 1 I I 1 I L%
P/E 7.1 5.3 4.7 3.8 3.3 £8383538353¢8
BVPS 91.3 111.8 138.6 165.2 195.1 Sensex Andhra
P/BV 1.7 1.4 1.1 0.9 0.8
Div. Yield 3.2% 4.7% 5.4% 8.0% 9.0%
Source: Company Data, E=MAPE Securities Estimates
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Key Exhibits
Exhibit 1 - Valuation P/E range Exhibit 2 - Valuation P/B range
250 -+ 250 -+
2.0x
200 - 7x 200 -
1.5x
150 - 5x 150 -
4x
100 - 3x 100 0.8x
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£855588888%3 3 3855588888334
£ w ¢ & 2 £ 4 0 35 O > 85 & 5 c c 2 5 S 9 05
282322385838 28322 8e=820s=
Source: Bloomberg, MAPE Securities Estimates Source: Bloomberg, MAPE Securities Estimates
Exhibit 3 - NIM movement - improving Exhibit 4 - Efficiency ratio improving
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50.0% - - 2.0%
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HNIM Clratio Cost to average assets
Source: Company Data Source: Company Data
Exhibit 5 - Investment —13% in AFS limits risk if interest Exhibit 6 - CASA deposit —among the best
cycle turns
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Exhibit 7 - Capital ratio — GOI injection required Exhibit 8 - Coverage ratio need to improve
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Investment argument

We initiate coverage on Andhra Bank with a “Buy” rating driven by the following factors:

- Core income: NIM to be supported by higher CASA ratio of over 30% and higher exposure
to retail credit.

- Other income: We expect other income to get a boost from a) insurance JV with Bank of
Baroda and Legal & General group and b) higher fees from loan book. Fee income which
had been growing over 20% over FY2004-06 has been slowing down since FY2007 but we
expect it to pick up over FY2012-14E.

-~ Opex: Pension liability overhang will be there unless RBI clarifies on the carry forward
scenario.

- Credit cost: Although the coverage ratio fell below 70% in December 2010, we expect it to
reach this mark by FY2011 and continue improving over FY2012-14E.

-~ Loan growth to remain healthy: We expect the loan book will grow at a CAGR of 22%,
slightly ahead of system loan growth.

— Deposit growth: We expect the deposit growth to track the system.

Brief description: Andhra Bank is a mid-cap public sector bank established in 1923 with GOI
shareholding of 51.5%. As of December 2010 it has 1,587 branches and Fll shareholding of
17.87%. The bank has loan book of INR 655,870mn and deposit base of INR 820,950mn and
CASA ratio of 28.54% as on December 10.

Exhibit 9 - DuPont analysis

Dupont analysis F2003 F2004 F2005 F2006 F2007 F2008 F2009 F2010 F2011E F2012E F2013E F2014E
Interest income 9.5% 8.6% 7.6% 7.3% 7.5% 8.1% 8.6% 8.0% 8.1% 8.2% 8.2% 8.1%
Interest expense 6.3% 5.1% 4.1% 4.1% 4.3% 5.5% 6.0% 5.3% 4.9% 4.9% 4.8% 4.8%
Net interest income 3.2% 3.5% 3.6% 3.2% 3.2% 2.6% 2.6% 2.8% 3.2% 3.3% 3.4% 3.3%
Non interest income 2.6% 2.6% 2.5% 1.1% 1.0% 1.2% 1.2% 1.2% 0.9% 0.7% 0.6% 0.6%
Total revenue 5.8% 6.1% 6.1% 4.3% 4.2% 3.8% 3.8% 4.0% 4.1% 4.0% 4.1% 3.9%
Operating expense 2.6% 2.5% 2.8% 2.3% 2.1% 1.7% 1.8% 1.7% 1.7% 1.6% 1.6% 1.5%
PPOP 3.2% 3.6% 3.3% 1.9% 2.1% 2.0% 2.1% 2.3% 2.4% 2.3% 2.5% 2.3%
Loan loss provision 0.9% 1.0% 0.9% 0.4% 0.3% 0.3% 0.6% 0.5% 0.5% 0.4% 0.3% 0.3%
Profit from operations 2.3% 2.6% 2.5% 1.5% 1.8% 1.8% 1.4% 1.8% 1.9% 2.0% 2.1% 2.0%
Pre tax profit 2.3% 2.6% 2.5% 1.5% 1.8% 1.8% 1.4% 1.8% 1.9% 2.0% 2.1% 2.0%
Tax 0.7% 0.9% 0.7% 0.2% 0.6% 0.7% 0.4% 0.5% 0.5% 0.5% 0.6% 0.6%
ROA 1.7% 1.8% 1.7% 1.3% 1.2% 1.1% 1.0% 1.3% 1.4% 1.5% 1.5% 1.4%
Avg. gearing 23.0 20.4 18.4 15.6 14.6 16.2 18.1 19.6 20.1 18.7 17.9 18.2
ROE 382% 36.2% 32.1% 20.6% 17.8% 18.1% 189% 25.9% 28.6% 27.3% 26.9% 25.6%

Source: Company Data, E= MAPE Securities Estimates
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Financial Summary

Profit and loss statement (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Interest income 53,746 63,729 80,012 97,502 116,852
Interest expense 37,467 41,771 48,265 58,655 68,048
Net Interest Income 16,279 21,958 31,747 38,847 48,805
Fee income 1,951 2,254 2,592 3,111 3,733
Forex income 525 580 638 701 771
Capital Gains 2,376 3,245 1,500 500 500
Misc. Income 2,802 3,568 3,746 3,933 4,130
Total Non Int.
Income 7,654 9,646 8,476 8,245 9,134
Total operating
Income 23,932 31,604 40,223 47,092 57,939
Employee exp. 6,241 8,241 10,879 13,054 15,665
Other exp. 5,255 5,781 6,359 6,995 7,695
Total operating exp. 11,044 13,497 16,660 19,414 22,660
Operating Profit 12,888 18,107 23,563 27,679 35,279
Prov. For
investment & others 2,189 689 500 500 500
Loan loss provision 1,701 3,052 4,007 3,740 4,135
Total provisions 3,890 3,741 4,507 4,240 4,635
Profit before tax 8,998 14,366 19,056 23,439 30,643
Provision for tax 2,460 3,900 4,954 6,094 9,193
Net profit 6,561 10,497 14,101 17,345 21,450
Core operating profil 10,512 14,862 22,063 27,179 34,779
Balance sheet data (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Share holders equity 36,599 44,268 54,244 72,650 86,571
Deposits 593,789 776,761 916,578 1,099,894 1,319,873
Borrowings 33,512 58,524 76,082 95,102 118,878
Other liabilities
& provisions 21,171 24,279 26,707 29,377 32,315
Total Liabilities 685,072 903,832 1,073,611 1,297,023 1,557,637
Cash & balances
with RBI 48,533 66,987 79,608 95,834 115,383
Balances with banks 4,342 44,690 49,159 54,074 59,482
Investments 169,382 209,111 250,086 299,184 343,862
Advances 441,393 561,135 671,860 823,995 1,013,890
Fixed assets 3,353 3,557 3,628 3,700 3,774
Other assets 18,069 18,353 19,271 20,234 21,246
Total assets 685,072 903,832 1,073,611 1,297,023 1,557,637
Earning assets 663,649 881,923 1,050,713 1,273,089 1,532,616
Avg. int. earning
assets 606,103 772,786 966,318 1,161,901 1,402,852
Average loans 391,888 501,264 616,498 747,928 918,942
Avg. equity/
avg. assets (%) 5.5% 5.1% 5.0% 5.4% 5.6%
No. of shares (mn) 485 485 485 524 524
Capital Adequacy
Tier | ratio 8.2% 7.8% 8.1% 8.9% 8.9%
Tier Il ratio 4.2% 5.5% 5.5% 5.5% 5.5%
CAR 12.4% 13.3% 13.6% 14.4% 14.4%
Page 36
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Per Share data and valuations

Year end March F2009 F2010 F2011E
Per Share data

EPS 13.5 216 29.1

Book Value 75.5 91.3 111.8
Core op. profit 21.7 30.6 45.5
DPS 4.5 5.0 7.3
Valuations

PE 11.4 7.1 5.3
Price to book 2.0 1.7 1.4
Price to core

Op. profit 7.1 5.0 3.4
Dividend Yield 2.9 3.2 4.7

Ratio analysis

Year end March F2009 F2010 F2011E
Spread Analysis

Avg. yield on assets 10.8% 10.3% 10.4%
Cost of earning

assets 6.2% 5.4% 5.0%
NIM 2.69% 2.84% 3.29%
Growth Ratios

Net int. income 21.5% 34.9% 44.6%
Non interest income 21.4% 26.0% 0.0%
Operating expenses 21.5% 22.2% 0.0%
Operating profit 21.4% 40.5% 30.1%
Deposits 20.1% 30.8% 18.0%
Advances 28.9% 27.1% 19.7%
Total assets

Profitability Ratios

Return on equity 12.1% 17.9% 25.6%
Return on assets 0.7% 0.9% 1.3%
Efficiency Ratios

Cost income ratio 46.1% 42.7% 41.4%
Exp./avg. assets 1.8% 1.7% 1.7%
Asset Quality

Annual LLP/

Adv. (bps.) 43.4 60.9 65.0
Gross NPL 3,681 4,879 9,247

Net NPL 792 957 2,466

Reserve Coverage 2,889 3,922 6,781

Gross NPL ratio 0.8% 0.9% 1.5%
Net NPL ratio 0.2% 0.2% 0.4%
Coverage ratio 78.5% 80.4% 73.3%

Source: Company Data, E= MAPE Securities Estimates

MAPE Securities Private Limited

F2012E  F2013E
33.1 40.9
138.6 165.2

51.9 66.4
8.3 123
4.7 3.8
1.1 0.9
3.0 23

5.4 8.0

F2012E  F2013E

10.5% 10.3%
5.0% 4.9%
3.34% 3.48%
22.4% 25.6%
0.0% 0.0%
0.0% 0.0%
17.5% 27.5%
20.0% 20.0%
22.6% 23.0%
26.5% 26.3%
1.4% 1.5%
41.2% 39.1%

1.6% 1.6%

50.0 45.0

11,967 15,163

2,992 3,676
8975 11,487
1.6% 1.7%
0.4% 0.4%
75.0% 75.8%
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CITY UNION BANK

Niche play deserves premium...

Securities Private Limited

We initiate coverage on City Union Bank (CUB) with a “* By” rating. Our DDM based
12 month target price is INR 57, which implies potential upside of 17%. We like CUB
for its healthy core earnings growth with improving margin, low MTM risk,

Initiating Coverage

comfortable provision coverage and better than system loan growth. April 5, 2011
Superior core ROA: CUB’s core ROA of 0.8% is one of the best in class, with peer ROAs
at 0.4-1.1%. It has superior margin due to pricing power within SME and MSME sector, BBG code  : CUBKIN

coupled with fee income generation and non reliance on bulk deposits.

Core earnings to grow by c. 30% over FY2012-14E: We believe CUB has the ability to
absorb the pressure on the rising rate scenario on its balance sheet due to its ability to
reprice assets faster, as it lends to mainly SMEs and MSMEs. With a c. 40bps margin

Market Data

Rating BUY
Price (4 Apr'11) INR 49

. i . 52 Week Range INR 54.1/28.4
improvement over the period and better-than-system loan growth, core earnings
0, -
should grow at a CAGR of 30% over FY2012-14E. Target Price INR =
Outstanding Shares M 400
Lower risk from AFS book and slippage from restructured loans should drive ML:(tSCan I';i Mares - 19653
outperformance: Near-term risk from MTM risk and slippages from restructured loans =Lt " 2
(4.8% of advances including gross NPL) is relatively low. The AFS portfolio is at 13% of S ERTEER 442
the investment book.
Daily avg. turn. INR Mn 84

Valuation: Our March 2012 target price of INR 57 is based on 1.8x FY2012E book,
which is at a premium to its peers. Given its superior performance on core ROA and

Share Holding Pattern : 31-Dec-2010

low risk to profitability, we believe CUB deserves to trade at a premium. Promoter and Promoter 0.00%
Group
Key risks: The key risks to our investment view are as follows: Fil 17.04%
) DIl 6.40%
- Greater than expected slippage from restructured book. Non-Institutions 57.46%
-~ SME and MSME sector coming under pressure due to headwind in Indian Bodies Corporate 19.10%
economy.
- Trends in capital flow.
Relative performance Bankex
800
600
400
’W
200 - P
0 —FF——T——F—F—T—
58855888853
— > 35 — > 35 [ > 35 —
§5823553585832¢
Bankex CuB

Year end Mar (INR mn)

F2010 F2011E F2012E F2013E F2014E Relative performance Sensex
PPOP 2,164 2,890 3,895 5,171 6,628 800
PAT 1,528 1,850 2,476 3,314 4,211 600
EPS 3.8 4.6 5.0 6.6 8.4 400
DPS 0.8 0.9 1.0 13 1.7 L
200 & \
EPS growth 0.2% 21.1% 7.0% 33.8% 27.1% o2 M
Core ROE 15.3% 18.4% 17.7% 17.7% 19.6% o= v v —
N 1 © NN 0 O O O o
P/E 12.7 10.5 9.8 7.3 5.8 I LIE T
S o 5 & o 5 ® o 5 &©
BVPS 20.7 24.2 33.2 38.2 44.7 =z " 2z " =2z " 2
P/BV 2.4 2.0 15 13 1.1 sensex cuB
Div. Yield 1.5% 1.9% 2.0% 2.7% 3.5%
Source: Company Data, E=MAPE Securities Estimates
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Key Exhibits
Exhibit 10 - Valuation P/E range Exhibit 11 - Valuation P/B range
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Exhibit 12 - NIM movement —should improve Exhibit 13 - Efficiency ratio —second best in class
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Exhibit 14 - Investment —13.3% in AFS limits risk Exhibit 15 - CASA deposit —need to improve
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Exhibit 16 - Capital ratio —strong, can raise Tier Il Exhibit 17 — Comfortable NPL and coverage ratio
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Investment argument

We initiate coverage on City Union Bank with a “Buy” rating based on the following factors:

- Improving NIM: We expect CUB to report better net interest margins over FY2012-14E
due to issuance of new equity, improvement in CASA ratio, better pricing power and zero
reliance on bulk deposit.

- Second best Cl ratio: CUB has the second best Cl ratio in our coverage universe after J&K
Bank. We expect the bank to maintain same discipline going forward in FY2012-14E.

- Comfortable coverage ratio and GNPL: We are confident on CUB’s near term profitability
as it has one of the best GNPL ratios among our coverage universe with restructured laon
and GNPL forming only 4% of outstanding loan book.

— No immediate risk on MTM: Lower holding under the AFS category also minimizes any
near term risk on profitability.

- ROA levels to be maintained: We believe that CUB will be able to maintain its core ROA
over FY2012-14E, due to its core earning capability and by keeping costs under control.

Brief description: City Union Bank is a privately held small-cap bank established in 1904. As
of December 2010, the bank has 236 branches and FIl shareholding of 17.04%. C U B’
business is concentrated in South India with SME and MSME focus. The bank has a loan
book of INR 85,174mn and deposit base of INR 119,773mn as on December 10 with CASA
ratio of 20%.

Exhibit 18 - DuPont analysis

Dupont analysis F2003 F2004 F2005 F2006 F2007 F2008 F2009 F2010 F2011E F2012E F2013E F2014E
Interest income 9.6% 9.5% 8.7% 8.6% 8.4% 9.4% 9.7% 9.2% 9.6% 9.5% 9.4% 9.4%
Interest expense 6.9% 6.2% 5.4% 4.9% 4.9% 6.2% 6.8% 6.5% 6.8% 6.4% 6.1% 5.9%
Net interest income 2.7% 3.3% 3.3% 3.7% 3.5% 3.1% 2.9% 2.7% 2.8% 3.1% 3.3% 3.5%
Non interest income 2.2% 2.3% 1.0% 1.0% 1.1% 1.4% 1.5% 1.4% 1.2% 1.1% 1.1% 1.0%
Total revenue 5.0% 5.6% 4.3% 4.7% 4.7% 4.6% 4.4% 4.1% 4.0% 4.2% 4.4% 4.6%
Operating expense 1.6% 1.5% 1.9% 1.8% 1.9% 1.7% 1.7% 1.6% 1.6% 1.5% 1.5% 1.5%
PPOP 3.3% 4.1% 2.4% 2.9% 2.8% 2.8% 2.7% 2.5% 2.4% 2.6% 2.9% 3.0%
Loan loss provision 1.1% 1.4% 0.8% 1.0% 0.7% 0.7% 0.6% 0.6% 0.5% 0.5% 0.5% 0.5%
Profit from operations 2.2% 2.6% 1.6% 1.8% 2.1% 2.1% 2.1% 1.9% 2.0% 2.1% 2.4% 2.5%
Pre tax profit 2.2% 2.6% 1.6% 1.8% 2.1% 2.1% 2.1% 1.9% 2.0% 2.1% 2.4% 2.5%
Tax 0.8% 0.7% 0.2% 0.3% 0.6% 0.5% 0.7% 0.4% 0.5% 0.5% 0.6% 0.6%
ROA 1.4% 2.0% 1.4% 1.5% 1.5% 1.6% 1.5% 1.5% 1.5% 1.6% 1.8% 1.9%
Avg. gearing 15.8 15.8 15.1 14.5 14.6 13.6 135 14.0 141 11.7 10.5 10.7
ROE 21.7% 31.0% 20.9% 21.4% 22.0% 21.8% 19.9% 20.6% 20.6% 18.9% 18.6% 20.3%

Source: Company Data, E= MAPE Securities Estimates
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Financial Summary

Profit and loss statement (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Interest income 8,044 9,566 12,181 14,635 17,501
Interest expense 5,618 6,785 8,580 9,879 11,290
Net Interest Income 2,426 2,781 3,601 4,755 6,211
Fee income 333 259 311 373 448
Forex income 98 64 70 77 85
Capital Gains 381 394 200 150 150
Misc. Income 425 718 897 1,077 1,292
Total Non Int. Income 1,237 1,435 1,479 1,677 1,975
Total operating
Income 3,663 4,216 5,080 6,433 8,187
Employee exp. 650 801 961 1,154 1,385
Other exp. 857 1,029 1,234 1,481 1,778
Total operating exp. 1,395 1,659 1,990 2,388 2,866
Operating Profit 2,267 2,558 3,090 4,045 5,321
Prov. For
investment & others 149 90 75 75 75
Loan loss provision 335 515 515 668 827
Total provisions 484 605 590 743 902
Profit before tax 1,783 1,953 2,500 3,301 4,419
Provision for tax 562 425 650 825 1,105
Net profit 1,221 1,528 1,850 2,476 3,314
Core operating profit 1,886 2,164 2,890 3,895 5,171
Balance sheet data (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Share holders equity 6,609 8,256 9,674 16,570 19,109
Deposits 82,066 102,846 123,415 148,098 177,718
Borrowings 401 400 480 552 635
Other liabilities
& provisions 3,433 4,092 4,501 4,951 5,446
Total Liabilities 92,510 115,594 138,070 170,171 202,908
Cash & balances
with RBI 5,953 8,685 7,238 6,032 5,028
Balances with banks 2,898 2,316 2,432 2,554 2,681
Investments 23,975 32,104 37,756 44,539 50,700
Advances 56,453 68,335 85,786 111,343 137,780
Fixed assets 413 630 630 630 630
Other assets 2,819 3,523 4,228 5,073 6,088
Total assets 92,510 115,594 138,070 170,171 202,908
Earning assets 89,278 111,440 133,211 164,468 196,189
Avg. int. earning assets 79,999 100,359 122,326 148,840 180,328
Average loans 50,912 62,394 77,060 98,564 124,561
Avg. equity/
avg. assets (%) 7.4% 7.1% 7.1% 8.5% 9.6%
No. of shares (mn) 320 400 400 500 500
Capital Adequacy
Tier | ratio 11.5% 12.4% 12.2% 17.1% 16.6%
Tier Il ratio 1.2% 1.1% 2.0% 2.0% 2.0%
CAR 12.7% 13.5% 14.2% 19.1% 18.6%
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Per Share data and valuations

Year end March F2009 F2010 F2011E F2012E F2013E
Per Share data

EPS 3.8 3.8 4.6 5.0 6.6
Book Value 20.7 20.7 24.2 33.2 38.2
Core op. profit 5.9 5.4 7.2 7.8 10.3
DPS 0.8 0.8 0.9 1.0 1.3
Valuations

PE 12.7 12.7 10.5 9.8 7.3
Price to book 2.4 2.4 2.0 1.5 1.3
Price to core

Op. profit 8.3 9.0 6.7 6.2 4.7
Dividend Yield 1.5 1.5 1.9 2.0 2.7
Ratio analysis

Year end March F2009 F2010 F2011E F2012E F2013E
Spread Analysis

Avg. yield on assets 12.9% 12.1% 12.5% 12.0% 11.5%
Cost of earning assets 7.0% 6.8% 7.0% 6.6% 6.3%
NIM 3.03% 2.77% 2.94% 3.19% 3.44%
Growth Ratios

Net interest income 21.4% 14.7% 29.5% 32.0% 30.6%
Non interest income 37.0% 16.0% 0.0% 0.0% 0.0%
Operating expenses 26.9% 18.9% 0.0% 0.0% 0.0%
Operating profit 25.9% 12.8% 20.8% 30.9% 31.6%
Deposits 27.7% 25.3% 20.0% 20.0% 20.0%
Advances 24.4% 21.0% 25.5% 29.8% 23.7%
Total assets

Profitabilisty Ratios

Return on equity 19.9% 20.6% 20.6% 18.9% 18.6%
Return on assets 1.47% 1.47% 1.46% 1.61% 1.78%
Efficiency Ratios

Cost income ratio 38.1% 39.3% 39.2% 37.1% 35.0%
Expenses/avg. assets 1.7% 1.6% 1.6% 1.5% 1.5%
Asset Quality

Annual LLP/ Adv. (bps.) 65.8 82.5 60.0 60.0 60.0
Gross NPL 1021 935 963 1380 1868
Net NPL 643 449 308 345 498
Reserve Coverage 378 486 655 1035 1370
Gross NPL ratio 1.8% 1.4% 1.3% 1.4% 1.5%
Net NPL ratio 1.1% 0.7% 0.4% 0.4% 0.4%
Coverage ratio 37.0% 52.0% 68.0% 75.0% 73.3%

Source: Company Data, E= MAPE Securities Estimates
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We initiate coverage on Dena Bank with a “ By” rating. Our DDM based 12 month
target price is INR 135, which implies potential upside of 25%. We like Dena bank for
its valuation, healthy core earnings growth with a stable margin, low MTM risk, high
coverage ratio and high CASA ratio.

Improving core ROE: We expect Dena bank’s core ROE to be c. 17% in FY2012E and
reach to 21% in FY2014E. This improvement will be supported by solid deposit
franchisee (CASA c. 36%) and better than system loan growth.

Core earnings to grow by c. 20% over FY2012-14E: We believe Dena Bank will be able
to withstand any increase in interest rates due to its higher CASA share and benign
asset quality cycle. We expect c. 15bps improvement in margin and better than system
credit growth; net profit should grow by 20% over FY2012-14E.

Lower risk from MTM and restructured portfolio: Dena Bank has only 17% of its
investment in AFS reducing the MTM risk and benign asset quality cycle should also
give respite to the restructured book (4.9% - including gross NPL).

Valuation: Our March 2012 target price of INR 135 is based on 1.3x of FY 2012E book,
which is at a slight premium to peers. Given its improved performance on core ROA
and low risk to profitability, we believe Dena Bank should re rate.

Key risks: The key risks to our investment view are as follows:

- Capital constraint- timely infusion of capital

- Greater than expected slippage from restructured portfolio

- Asset quality cycle becoming volatile due to adverse global economic scenario

- Trends in capital inflow.

Year end Mar (INR mn)

F2010 F2011E F2012E F2013E F2014E
PPOP 6,871 8,305 9,974 12,726 15,766
PAT 5,112 4,539 5,564 7,201 8,971
EPS 17.8 15.8 19.4 25.1 313
DPS 2.3 4.3 5.2 6.7 8.2
EPS growth 21.0% -11.2% 22.6% 29.4% 24.6%
Core ROE 15.0% 14.7% 16.3% 18.9% 20.7%
P/E 6.1 6.8 5.6 4.3 3.5
BVPS 90.7 101.4 114.7 132.1 153.7
P/BV 1.2 1.1 0.9 0.8 0.7
Div. Yield 2.2% 4.0% 4.8% 6.2% 7.6%

Source: Company Data, E=MAPE Securities Estimates
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DENA BANK

Ready to score!!

Initiating Coverage

April 5, 2011

BBG code : DBNKIN

Rating Buy
Price (4 Apr'11) INR 108
52 Week Range INR 151.0/76.9
Target Price INR 135
Outstanding Shares Mn 287
Mkt Cap INR Mn 31,006
Mkt Cap USS Mn 698
Daily avg. turn. INR Mn 358

Share Holding Pattern : 31-Dec-2010

Promoter and Promoter

Group (GOI) 51.19%
Fll 16.87%
DIl 9.75%
Non-Institutions 16.91%
Bodies Corporate 5.28%
Relative performance Bankex
500
400
Vv
300
200
100
0 ———F—F———F—T—
£§83558833 3
— > S — > = — > = fo
Fs2533585:2%
Bankex Dena
Relative performance Sensex
500
400
300 AN\
200
100
0 ———F— T
n n OW N~ N 0 OO OO O «
29 9 9 9 92 g g g 7
— > = = > = = > = =
E3325832:853¢
Sensex Dena
Page 41



Banking MAPE Securities Private Limited

Key Exhibits
Exhibit 19 - Valuation P/E range Exhibit 20 - Valuation P/B range
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Exhibit 21 - NIM to remain stable Exhibit 22 - Efficiency ratio - improving
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Exhibit 23 - Investment —17 % in AFS limits risk Exhibit 24 - CASA deposit —among the best
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Investment argument

We initiate Dena Bank with a “Buy” driven by following factors:

- High CASA ratio: At c. 36% Dena bank has second highest CASA ratio in our coverage
universe, and we believe it will be preserved over FY2012-14E.

- Supporting NIM: We expect the bank’s average NIM to remain stable at 2.4% over
FY2012-14E, supported by the CASA ratio, increased share of retail advances and better
than system loan growth.

- Improved Cl ratio: We expect the Cl ratio to improve over FY2012-14E reach 48% by
FY2014E.

- Improving coverage ratio: Although Dena Bank’s coverage ratio is at 65% as of Dec 2010,
we expect Dena Bank to improve its coverage ratio to over 70% (the RBI comfort zone) by
FY2011E.

— ROA should improve to c. 0.8% (x treasury) as of FY2014E from current 0.6% in FY 2010:
We expect ROA to improve through better NIM and cost control. We have kept capital
gains out of the equation based on volatility and uncertainty.

- Lower AFS holding at c. 17% poses minimal risk for MTM loss: Low AFS holding at c. 17%
of the investment book poses lowered MTM risk to earnings if the interest rate cycle turns.

Brief description: Dena Bank is a mid-cap public sector bank with GOl shareholding of
51.19%. As of March 2010, the bank had 1,223 branches, concentrated in Western India.
The total Fll shareholding in the bank as of December 2010 is 16.87%. As of September
2010, the bank had a loan book of INR 362,098mn and a deposit base of INR 534,980mn.
The CASA ratio was 36% as of March 2010.

Exhibit 27 — DuPont analysis

Dupont analysis F2003 F2004 F2005 F2006 F2007 F2008 F2009 F2010 F2011E F2012E F2013E F2014E
Interest income 9.1% 8.2% 7.5% 7.0% 7.3% 7.6% 7.9% 7.6% 7.8% 8.0% 7.8% 7.9%
Interest expense 6.2% 5.4% 4.5% 4.1% 4.4% 5.2% 5.5% 5.5% 5.6% 5.8% 5.5% 5.5%
Net interest income 2.9% 2.8% 3.0% 2.9% 2.9% 2.5% 2.4% 2.1% 2.2% 2.3% 2.4% 2.4%
Non interest income 2.2% 2.9% 1.3% 1.7% 1.4% 1.4% 1.0% 1.1% 0.8% 0.7% 0.6% 0.6%
Total revenue 5.2% 5.7% 4.3% 4.6% 4.3% 3.8% 3.4% 3.2% 3.1% 3.0% 3.0% 3.0%
Operating expense 2.6% 2.4% 2.7% 2.2% 2.1% 1.9% 1.8% 1.6% 1.7% 1.6% 1.5% 1.4%
PPOP 2.5% 3.4% 1.7% 2.4% 2.2% 2.0% 1.7% 1.6% 1.4% 1.4% 1.5% 1.5%
Loan loss provision 1.7% 1.7% 1.7% 2.2% 1.4% 1.1% 0.4% 0.3% 0.4% 0.4% 0.4% 0.4%
Profit from operations 0.8% 1.7% 0.0% 0.2% 0.8% 0.9% 1.2% 1.3% 1.0% 1.0% 1.1% 1.1%
Pre tax profit 0.8% 1.7% 0.0% 0.2% 0.8% 0.9% 1.2% 1.3% 1.0% 1.0% 1.1% 1.1%
Tax 0.3% 0.6% -0.3% -0.1% 0.1% -0.1% 0.3% 0.3% 0.2% 0.3% 0.3% 0.3%
ROA 0.6% 1.1% 0.3% 0.3% 0.7% 1.0% 1.0% 1.0% 0.7% 0.8% 0.8% 0.9%
Avg. gearing 19.7 20.6 21.4 20.7 20.5 21.3 219 22.2 22.7 23.9 24.9 25.6
ROE 11.6% 22.4% 5.7% 6.0% 14.2% 21.8% 21.3% 21.4% 16.5% 17.9% 20.3% 21.9%

Source: Company Data, E= MAPE Securities Estimates
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Financial Summary

Profit and loss statement

(Year end March)
Interest income
Interest expense
Net Interest Income
Fee income
Forex income
Capital Gains
Misc. Income
Total Non Int. Income

Total operating
Income

Employee exp.
Other exp.
Total operating exp.
Operating Profit

Prov. For
investment & others

Loan loss provision
Total provisions
Profit before tax
Provision for tax
Net profit

Core operating profit

Balance sheet data
(Year end March)
Share holders equity
Deposits

Borrowings

Other liabilities
& provisions

Total Liabilities

Cash & balances
with RBI

Balances with banks
Investments
Advances

Fixed assets

Other assets

Total assets

Earning assets
Avg. int. earning assets

Average loans
Avg. equity/
avg. assets (%)

No. of shares (mn)

Capital Adequacy
Tier | ratio
Tier Il ratio

CAR

F2009
34,475
23,831
10,644
1,323
439
543
1,996

4,301

14,945
4,679
3,365
7,682
7,264

431
1,447
1,877
5,386
1,160
4,227
6,720

F2009
21,705

430,506
14,431

17,963
484,605

49,824
8,747
124,731
288,780
4,052
8,472
484,605

472,082
422,764
259,510

4.6%
287

6.8%
5.4%
12.1%
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F2010
40,104
29,103
11,000

1,275

333

1,535

2,743

5,886

16,887
5,116
3,701
8,481
8,406

571

967
1,538
6,868
1,755
5,112
6,871

F2010
26,017

513,443
15,619

20,787
575,866

43,550
7,595
156,942
354,624
4,073
9,081
575,866

562,712
517,397
321,702

4.5%
287

8.2%
4.6%
12.8%

F2011E
49,058
34,987
14,071
1,339
366
500
2,380
5,085

19,157
6,651
4,072

10,352
8,805

750
1,958
2,708
6,097
1,558
4,539
8,305

F2011E
29,098

605,862
16,400

23,905
675,266

51,222
7,975
173,908
428,472
4,154
9,535
675,266

661,576
612,144
391,548

4.4%
287

7.9%
5.0%
12.9%

F2012E
59,427
42,566
16,860
1,406
402
500
3,024
5,333

22,193
7,648
4,397

11,720

10,474

400
2,598
2,998
7,475
1,911
5,564
9,974

F2012E
32,912

727,035
17,220

27,491
804,658

61,264
8,373
204,339
516,432
4,237
10,012
804,658

790,409
725,993
472,452

4.2%
287

7.6%
5.0%
12.6%

(INR mn)
F2013E
69,167
48,385
20,782

1,519
443
500

3,175

5,637

26,419
8,795
4,749

13,193

13,226

400
3,153
3,553
9,674
2,473
7,201

12,726

(INR mn)

F2013E
37,880

872,442
18,081

30,240
958,643

73,304
8,792
231,749
629,963
4,322
10,512
958,643

943,808
867,109
573,198

4.0%
287

7.4%
5.0%
12.4%

Per Share data and valuations

MAPE Securities Private Limited

Year end March F2009 F2010 F2011E F2012E F2013E
Per Share data

EPS 14.7 17.8 15.8 19.4 25.1
Book Value 75.7 90.7 101.4 114.7 132.1
Core op. profit 23.4 24.0 29.0 34.8 44.4
DPS 1.4 2.3 4.3 5.2 6.7
Valuations

PE 7.3 6.1 6.8 5.6 43
Price to book 1.4 1.2 1.1 0.9 0.8
Op. profit 4.6 4.5 3.7 3.1 2.4
Dividend Yield 1.3 2.2 4.0 4.8 6.2
Ratio analysis

Year end March F2009 F2010 F2011E F2012E F2013E
Spread Analysis

Avg. yield on assets 9.9% 9.4% 9.6% 9.8% 9.5%
Cost of earning assets 5.6% 5.6% 5.7% 5.9% 5.6%
NIM 2.52% 2.13% 2.30% 2.32% 2.40%
Growth Ratios

Net interest income 24.0% 3.3% 27.9% 19.8% 23.3%
Non interest income -10.0% 36.9% -13.6% 4.9% 5.7%
Operating expenses 18.1% 10.4% 22.1% 13.2% 12.6%
Operating profit 5.8% 15.7% 4.7% 19.0% 26.3%
Deposits 26.8% 19.3% 18.0% 20.0% 20.0%
Advances 25.4% 22.8% 20.8% 20.5% 22.0%
Total assets

Profitabilisty Ratios

Return on equity 14.99% 14.66% 16.33% 18.93% 20.67%
Return on assets 0.67% 0.65% 0.68% 0.76% 0.81%
Efficiency Ratios

Cost income ratio 51.4% 50.2% 54.0% 52.8% 49.9%
Expenses/avg. assets 1.8% 1.6% 1.7% 1.6% 1.5%
Asset Quality

Annual LLP/ Adv. (bps.) 55.7 30.1 50.0 55.0 55.0
Gross NPL 6207.7 6419.9 6740.9 7077.9 7290.3
Net NPL 3133.8 4275.3 1957.7 1996.9 2036.8
Reserve Coverage 3073.9 2144.6 4783.2 5081.0 5253.4
Gross NPL ratio 2.1% 1.8% 1.6% 1.4% 1.1%
Net NPL ratio 1.1% 1.2% 0.5% 0.5% 0.3%
Coverage ratio 49.5% 33.4% 71.0% 71.8% 72.1%

Source: Company Data, E= MAPE Securities Estimates
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We initiate coverage on Development Credit Bank (DCB) with a “ blld” rating. Our 12
month based target price is INR 40, which implies potential downside of 17%. We
initiate with a “ bld” on DCB as the bank is going through restructuring and
strategizing its future option under the new CEO.

New management working on growth strategy - We do not intend to compare DCB
with its peer group as the bank is going through strategic shift (FY2009-2013) under the
new CEO Mr. Murali M Natarajan, who has joined from Standard Chartered Bank.

Some of the targets are:

- Intends to be retail deposit (c. 75%) funded bank and intends to maintain CASA
ratio at 30%

- Intends to rundown the unsecured portfolio

- The bank’s target loan book will comprise 26-28% mortgages and 40% SME and
MSMEs, up from the current level of 21%. The balance will be corporate.

— ROA target — 0.6-0.7% by March 2012 and 0.9-1.0% by March 2013
— ROE target —=11-12% by March 2012 and 14% by March 2013

Execution will be the key — While we remain positive on these ideas, we would like to
follow the bank on a quarter on quarter basis, to observe the execution and
sustainability of result. DCB has made profit for last two quarters but we will wait for
another 2-3 quarters of sustainable result to evaluate it. Two key things which we will
evaluate are a) deposit garnering capability with limited presence (80 branches) and b)
cost control (Cl ratio fluctuating)

Provision coverage remains comfortable and low AFS holding limits immediate
downside — DCB has improved its coverage ratio to 82.6% as a result of its improving
gross NPL ratio of 7.07% as of December 2010 and lower AFS (16.2%) holding limits any
immediate downside on profitability.

Valuation — Our March 2012 target price is based on average relative book multiples of
private banks in our coverage universe.

Year end Mar (INR mn)

F2010 F2011E F2012E F2013E F2014E
PPOP 305 653 851 1,105 1,401
PAT -785 220 401 595 762
EPS -3.9 1.1 2.0 2.9 3.8
DPS 0.0 0.0 0.0 0.0 0.0
EPS growth -22.0% -128.1% 81.9% 48.6% 28.0%
Core ROE -16.0% 0.4% 3.1% 5.6% 7.1%
P/E -12.5 44.4 24.4 16.4 12.9
BVPS 29.7 31.3 33.8 37.3 41.5
P/BV 1.6 1.5 1.4 1.3 1.2
Div. Yield 0.0% 0.0% 0.0% 0.0% 0.0%

Source: Company Data, E=MAPE Securities Estimates

© MAPE Securities Private Limited. For private circulation only. Please read important disclaimers on the last page. This document has been prepared from
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DEVELOPMENT CREDIT BANK

Third time lucky?

Initiating Coverage

April 5, 2011

BBG code : DEVBIN

Market Data

Rating HOLD
Price (4 Apr'11) INR 49
52 Week Range INR 76.8/32.2
Target Price INR 40
Outstanding Shares Mn 202
Mkt. Cap INR Mn 9,698
Mkt. Cap USS Mn 218
Daily avg. turn. INR Mn 329

Share Holding Pattern : 31-Dec-2010

Promoter and Promoter

Group (AKFED) 23.08%
Fll 8.27%
DIl 3.45%
Non-Institutions 49.57%
Bodies Corporate 15.63%
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Key Exhibits
Exhibit 28 - Valuation P/E range Exhibit 29 - Valuation P/B range
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Exhibit 32 - Investment — 16% in AFS poses less risk Exhibit 33 - CASA deposit —improved
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Investment argument

We initiate our coverage on DCB with hold rating based on following factors:

- Execution the key: DCB is going through restructuring under the new CEO over FY2009-13.
The stock is expensive compared to peers on both P/E and P/B terms. We believe that
execution will be key and look for sustainable developments before we turn positive.

— Lower number of branches might slow down growth: DCB has the lowest number of
branches among our coverage universe, which in turn will pit pressure on two front a)
balance sheet growth and b) maintenance of CASA deposit ratio at current level.

Brief description: Development Credit Bank was established in 1930 and was classified as a
new age small-cap private sector bank in FY2004.The bank is promoted by Aga Khan Fund
for Economic Development (AKFED), which holds 23.08% of the bank. As of December 2010,
it has 80 branches, loan book of INR39,557mn deposit base of INR56,505mn and a CASA
ratio of 33%.The total Fll shareholding in the bank other than the promoter as of December
10 is 8.27%.

Exhibit 36- DuPont analysis

Dupont analysis F2003 F2004 F2005 F2006 F2007 F2008 F2009 F2010 F2011E F2012E F2013E F2014E
Interest income 8.4% 7.2% 6.0% 6.6% 7.7% 8.8% 9.5% 7.6% 8.1% 8.2% 8.2% 7.9%
Interest expense 6.7% 5.2% 4.6% 4.8% 5.1% 6.0% 6.6% 5.3% 5.2% 5.4% 5.4% 5.1%
Net interest income 1.7% 2.0% 1.4% 1.8% 2.7% 2.7% 2.9% 2.4% 2.8% 2.9% 2.9% 2.9%
Non interest income 2.0% 1.8% 1.8% 1.3% 2.1% 2.7% 1.8% 1.8% 1.6% 1.5% 1.4% 1.4%
Total revenue 3.7% 3.8% 3.2% 3.1% 4.7% 5.4% 4.7% 4.1% 4.5% 4.4% 4.3% 4.2%
Operating expense 2.3% 2.7% 3.3% 3.6% 3.8% 3.7% 3.6% 3.3% 3.2% 3.0% 2.8% 2.6%
PPOP 1.4% 1.1% -0.1% -0.5% 0.9% 1.7% 1.1% 0.8% 1.3% 1.4% 1.5% 1.6%
Loan loss provision 0.7% 0.8% 3.2% 1.6% 0.9% 1.1% 2.4% 2.0% 0.9% 0.8% 0.6% 0.6%
Profit from operations 0.7% 0.3%  -3.2% -2.0% 0.0% 0.6% -13% -1.2% 0.4% 0.6% 0.9% 1.0%
Pre tax profit 0.7% 0.3% -3.2% -2.0% 0.0% 0.6% -13% -1.2% 0.4% 0.6% 0.9% 1.0%
Tax -0.1% 0.0% 0.0% 0.1% -0.1% 0.0% 0.0% 0.1% 0.0% 0.0% 0.2% 0.3%
ROA 0.8% 0.4%  -32% -2.1% 0.2% 0.6% -1.3% -1.3% 0.3% 0.5% 0.7% 0.8%
Avg. gearing 15.1 17.6 19.7 231 18.0 13.2 11.0 10.1 10.6 11.5 12.2 12.6
ROE 12.1% 6.2% -63.8% -48.6% 2.9% 79% -143% -13.1% 3.6% 6.1% 8.3% 9.6%

Source: Company Data, E= MAPE Securities Estimates
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Financial Summary

Profit and loss statement (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Interest income 6,452 4,594 5,290 6,244 7,203
Interest expense 4,480 3,174 3,431 4,073 4,707
Net Interest Income 1,973 1,420 1,859 2,171 2,497
Fee income 768 664 697 767 843
Forex income 224 63 73 84 97
Capital Gains 20 178 196 196 196
Misc. Income 189 166 108 119 130
Total Non Int. Income 1,201 1,071 1,073 1,165 1,266
Total operating
Income 3,173 2,491 2,933 3,336 3,762
Employee exp. 1,044 881 1,013 1,164 1,281
Other exp. 1,128 1,071 1,125 1,181 1,240
Total operating exp. 2,420 2,008 2,084 2,289 2,462
Operating Profit 753 483 849 1,047 1,300
Prov. For
investment & others 136 75 65 80 75
Loan loss provision 1,494 1,135 552 545 421
Total provisions 1,630 1,210 617 625 496
Profit before tax (877) (727) 232 422 805
Provision for tax 4 57 12 21 209
Net profit (881) (785) 220 401 595
Core operating profit 734 305 653 851 1,105
Balance sheet data (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Share holders equity 5,983 6,011 6,332 6,834 7,530
Deposits 46,469 47,873 56,490 66,659 77,324
Borrowings 4,455 5,035 4,534 4,987 5,486
Other liabilities
& provisions 2,523 2,447 2,692 2,961 3,257
Total Liabilities 59,430 61,367 70,049 81,441 93,598
with RBI 2,869 2,914 3,361 3,946 4,560
Balances with banks 3,733 410 2,000 2,200 2,420
Investments 16,217 20,179 22,305 23,466 25,783
Advances 32,740 34,597 38,993 48,230 57,004
Fixed assets 1,489 1,358 1,290 1,290 1,290
Other assets 2,382 1,909 2,100 2,310 2,541
Total assets 59,430 61,367 70,049 81,441 93,598
Earning assets 55,560 58,100 66,659 77,841 89,767
Avg. int. earning assets 64,104 56,830 62,379 72,250 83,804
Average loans 36,714 33,669 36,795 43,611 52,617
Avg. equity/
avg. assets (%) 9.1% 9.9% 9.4% 8.7% 8.2%
No. of shares (mn) 177 202 202 202 202
Capital Adequacy
Tier | ratio 11.5% 11.9% 10.9% 10.0% 9.6%
Tier Il ratio 1.8% 2.9% 3.0% 3.0% 3.0%
CAR 13.3% 14.9% 13.9% 13.0% 12.6%
Page 48
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Per Share data and valuations

Year end March F2009 F2010 F2011E F2012E F2013E
Per Share data

EPS (5.0) (3.9) 1.1 2.0 2.9

Book Value 33.8 29.7 31.3 33.8 37.3
Core op. profit 4.1 1.5 3.2 4.2 5.5
DPS 0.0 0.0 0.0 0.0 0.0
Valuations

PE -9.7 -12.5 44.4 24.4 16.4
Price to book 1.4 1.6 1.5 1.4 1.3
Op. profit 11.7 32.1 15.0 11.5 8.9
Dividend Yield 0.0 0.0 0.0 0.0 0.0
Ratio analysis

Year end March F2009 F2010 F2011E F2012E F2013E
Spread Analysis

Avg. yield on assets 13.5% 10.7% 11.2% 11.3% 11.2%
Cost of earning assets 7.0% 5.6% 5.5% 5.6% 5.6%
NIM 3.1% 2.5% 3.0% 3.0% 3.0%
Growth Ratios

Net interest income 13.4% -28.0% 31.0% 16.8% 15.0%
Non interest income -30.9% -10.8% 0.2% 8.5% 8.7%
Operating expenses 1.7% -17.0% 3.8% 9.9% 7.5%
Operating profit -31.3% -35.9% 75.9% 23.3% 24.2%
Deposits -23.5% 3.0% 18.0% 18.0% 16.0%
Advances -19.5% 5.7% 12.7% 23.7% 18.2%
Total assets -21.6% 3.3% 14.1% 16.3% 14.9%
Profitabilisty Ratios

Return on equity -14.27% -13.08% 3.57% 6.09% 8.29%
Return on assets -1.30% -1.30% 0.34% 0.53% 0.68%
Efficiency Ratios

Cost income ratio 76.3% 80.6% 71.1% 68.6% 65.4%
Expenses/avg. assets 3.6% 3.3% 3.2% 3.0% 2.8%
Asset Quality

Annual LLP/ Adv. (bps.) 407 337 150 125 80
Gross NPL 2900 3192 2576 2617 2631
Net NPL 1270 1076 442 523 631
Reserve Coverage 1630 2116 2134 2093 1999
Gross NPL ratio 8.4% 8.7% 7.0% 6.0% 5.0%
Net NPL ratio 0.3% 3.1% 1.2% 1.2% 1.2%
Coverage ratio 56.2% 66.3% 82.9% 80.0% 76.0%

Source: Company Data, E= MAPE Securities Estimates
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We initiate coverage on Dhanlaxmi Bank with a “ By” rating. Our DDM based 12
month target price is INR 140, which implies potential upside of 13%. We like
Dhanlaxmi Bank for its loan growth potential coming off a small base, improving
margin, stable CASA deposit and improving NPL ratio.

Improving Core ROA — We believe Dhanlaxmi’s ROA will improve from the current
0.25% to 0.90% in FY2014E on the back of an improving net interest margin (backed by
credit growth and a change in asset mix), improving core fee income, decreasing
operational cost and stable credit cost. ROE will remain depressed due to equity
dilution, as we have factored in two equity issuance of Rs. 5,000mn each over FY2012E
and FY2013E.

Core PPOP to grow at a CAGR of 63% over FY2012-14E - We expect the core PPOP to
grow at a CAGR of c.63% on the back of net interest income (driven by volume and
margin improvement), decent uptick in core fee income (CAGR of ¢.20%) and slowing
staff and non- employee expenses as the investment cycle is over for next three year.

Highest growth in loan book in our coverage universe deserves a premium — We
believe Dhanlaxmi’s loan will grow at a CAGR of 41% over FY2012-14E, which is the
highest among our coverage universe and together with its improving margin makes it
a winner.

Valuation — Our March 2012 target price of INR 140 is based on 1.4x of FY 2012E book,
which is at a slight premium to its peers. Given its improving core ROA, we believe
Dhanlaxmi Bank should trade at a premium to its peers.

Key risks: The key risks to our investment view are as follows:

Capital constraint — timely infusion of capital will remain a key

—

Asset quality cycle turning volatile will impact the bank, as most loans in the book
will remain unseasoned

Over reliance on bulk deposit will put pressure on NIM.

Year end Mar (INR mn)

F2010 F2011E F2012E F2013E F2014E
PPOP 209 461 2,055 3,899 5,467
PAT 233 224 1,177 2,210 3,108
EPS 3.6 2.6 4.0 4.6 6.4
DPS 1.0 0.7 1.0 1.1 1.6
EPS growth -59.4% -27.6% 52.7% 13.4% 40.6%
Core ROE 1.3% 2.1% 5.5% 4.6% 5.0%
P/E 34.0 47.0 30.8 27.1 19.3
BVPS 68.6 89.7 114.1 123.6 128.1
P/BV 1.8 1.4 1.1 1.0 1.0
Div. Yield 0.8% 0.5% 0.8% 0.9% 1.3%

Source: Company Data, E=MAPE Securities Estimates

DHANLAXMI BANK

Say “Yes” to growth!!

Initiating Coverage

April 5, 2011

BBG code : DHLBKIN

Market Data

Rating
Price (4 Apr'11) INR
52 Week Range INR

Target Price INR
Outstanding Shares Mn
Mkt Cap INR Mn
Mkt Cap USS Mn

Daily avg. turn. INR Mn

BUY
124
212.5/94.0
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Key Exhibits
Exhibit 37 - Valuation P/E range Exhibit 38 - Valuation P/B range
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Investment argument

We initiate Dhanlaxmi bank with a “Buy” due to following factors:

— NIM increase — We believe Dhanlaxmi Bank will increase its NIM based on a shift in its
loan book. At present wholesale banking contributes 38% of loan book which contributes
125-150bps on margin, but going forward the bank intends to bring wholesale banking
down to 25% and will shift the same towards SME and retail group which are higher
margin businesses.

- Cl ratio to stabilize — The bank has made investment towards technology and staff. We
believe this investment is going to see the bank through FY2012-14E, and economies of
scale will play through. We expect the Cl ratio to improve from present >80% to c.60%
over FY2012-14E.

-~ Loan growth CAGR of 41% over FY2012-14E — We believe that given its small base, the
bank will immensely benefit in terms of loan growth. There is still ample opportunity
available in bank’s targeted segment of the bank in the Indian economy.

- Improved asset quality and benign asset environment do not pose any immediate threat
to profitability — Dhanlaxmi has performed outstandingly on the GNPL front, bringing it
down from 13.2% in FY2003 to 1.05% as of December 10. We believe the asset cycle will
remain benign in India over FY2012-14E and credit cost will not deter profitability. We
have forecasted the credit cost to go up to 50bps based on new loans generated and gross
NPL level reaching 1.8%.

- Forbearance by RBI on provision coverage — Although Dhanlaxmi’s coverage ratio remains
below the RBI comfort level, we were informed that the window for reaching 70%
coverage has been re-set to September 30, 2011 instead of the current March 31, 2011.
We remain confident Dhanlaxmi will able to reach the targeted ratio by that time.

Brief description: Dhanlaxmi Bank is a small-cap privately held bank established in 1927. As
of December 2010, it has 274 branches, total Fll holding in the bank of 39.78%, loan book of
INR77, 710mn, deposit base of INR105, 320mn and CASA ratio of 20.2%.

Exhibit 45- DuPont analysis

Dupont analysis F2003 F2004 F2005 F2006 F2007 F2008 F2009 F2010 F2011E F2012E F2013E F2014E
Interest income 9.5% 8.4% 7.6% 7.6% 7.9% 8.4% 8.4% 7.8% 8.2% 8.6% 8.4% 8.5%
Interest expense 6.8% 5.3% 4.7% 4.6% 4.8% 5.7% 5.9% 5.7% 5.8% 5.5% 5.1% 5.1%
Net interest income 2.7% 3.0% 2.9% 3.0% 3.1% 2.6% 2.5% 2.0% 2.4% 3.1% 3.3% 3.4%
Non interest income 3.5% 2.6% 0.6% 0.8% 0.9% 1.1% 1.6% 1.3% 1.0% 0.7% 0.6% 0.5%
Total revenue 6.2% 5.6% 3.5% 3.8% 4.0% 3.8% 4.2% 3.4% 3.4% 3.9% 3.9% 3.9%
Operating expense 3.0% 2.7% 2.7% 3.0% 2.8% 2.6% 2.3% 2.8% 2.9% 2.6% 2.3% 2.3%
PPOP 3.2% 2.9% 0.7% 0.8% 1.2% 1.2% 1.8% 0.6% 0.5% 1.3% 1.6% 1.6%
Loan loss provision 2.0% 1.7% 1.9% 0.3% 0.4% 0.2% 0.2% 0.2% 0.2% 0.3% 0.4% 0.4%
Profit from operations 1.2% 1.3% -1.2% 0.6% 0.9% 1.0% 1.6% 0.4% 0.3% 0.9% 1.2% 1.2%
Pre tax profit 1.2% 1.3% -1.2% 0.6% 0.9% 1.0% 1.6% 0.4% 0.3% 0.9% 1.2% 1.2%
Tax 0.5% 0.5% -0.4% 0.2% 0.4% 0.3% 0.5% 0.1% 0.1% 0.2% 0.3% 0.3%
ROA 0.8% 0.8% -0.8% 0.3% 0.5% 0.8% 1.2% 0.3% 0.2% 0.7% 0.9% 0.9%
Avg. gearing 17.16 17.89 20.51 22.10 22.35 23.41 16.22 15.88 17.62 8.18 5.38 5.65
ROE 12.9% 13.7% -17.4% 7.7% 11.5% 17.8% 19.3% 5.4% 3.7% 5.7% 4.7% 5.1%

Source: Company Data, E= MAPE Securities Estimates
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Financial Summary

Profit and loss statement (INR mn)
(Year end March) F2009 F2010  F2011E F2012E F2013E
Interest income 4,084 5,346 8,681 14,397 21,051
Interest expense 2,868 3,940 6,145 9,167 12,696
Net Interest Income 1,216 1,405 2,535 5,230 8,354
Fee income 101 70 121 157 204
Forex income 38 23 28 34 39
Capital Gains 74 178 100 50 50
Misc. Income 581 638 830 996 1,195
Total Non Int. Income 794 910 1,079 1,236 1,488
Total operating
Income 2,010 2,315 3,614 6,466 9,842
Employee exp. 626 1,091 1,963 2,945 4,123
Other exp. 838 1,089 1,416 1,770 2,212
Total operating exp. 1,131 1,929 3,053 4,361 5,893
Operating Profit 879 387 561 2,105 3,949
Prov. For
investment & others 64 87 55 55 55
Loan loss provision 19 22 204 459 908
Total provisions 82 109 259 514 963
Profit before tax 797 277 302 1,591 2,986
Provision for tax 222 44 79 414 776
Net profit 575 233 224 1,177 2,210
Core operating profit 805 209 461 2,055 3,899
Balance sheet data (INR mn)
(Year end March) F2009 F2010  F2011E F2012E F2013E
Share holders equity 4,245 4,401 7,628 33,421 59,944
Deposits 49,688 70,985 113,576 159,006 222,608
Borrowings - 1,206 4,790 6,227 8,095
Other liabilities
& provisions 2,495 4,278 5,133 5,903 6,789
Total Liabilities 56,428 80,869 131,127 204,557 297,437
Cash & balances
with RBI 3,950 6,129 10,049 14,028 19,587
Balances with banks 2,911 1,374 1,512 1,663 1,829
Investments 15,674 20,278 30,228 41,568 52,762
Advances 31,961 50,063 86,010 143,638 219,415
Fixed assets 462 795 874 962 1,010
Other assets 1,471 2,230 2,453 2,699 2,834
Total assets 56,428 80,869 131,127 204,557 297,437
Earning assets 54,495 77,844 127,799 200,897 293,593
Avg. int. earning assets 46,595 66,169 102,822 164,348 247,245
Average loans 26,490 41,012 68,036 114,824 181,527
Avg. equity/
avg. assets (%) 6.2% 6.3% 5.7% 12.2% 18.6%
No. of shares (mn) 64 64 85 293 485
Capital Adequacy
Tier | ratio 13.8% 8.8% 6.3% 18.1% 22.4%
Tier Il ratio 1.6% 4.2% 5.0% 5.0% 5.0%
CAR 15.4% 13.0% 11.3% 23.1% 27.4%
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Per Share data and valuations

Year end March F2009 F2010 F2011E F2012E F2013E
Per Share data

EPS 9.0 3.6 2.6 4.0 4.6

Book Value 66.2 68.6 89.7 114.1 123.6
Core op. profit 12.6 3.3 5.4 7.0 8.0
DPS 1.0 1.0 0.7 1.0 1.1
Valuations

PE 13.8 34.0 47.0 30.8 27.1
Price to book 1.9 1.8 14 1.1 1.0
Op. profit 9.8 38.0 22.8 17.6 15.4
Dividend Yield 0.8 0.8 0.5 0.8 0.9

Ratio analysis

F2010 F2011E F2012E

Year end March

Spread Analysis

Avg. yield on assets 11.0% 10.2% 10.5% 10.6% 10.0%
Cost of earning assets 6.2% 6.0% 6.0% 5.6% 5.1%
NIM 2.6% 2.1% 2.5% 3.2% 3.4%
Growth Ratios

Net interest income 22.9% 15.6% 80.4% 106.3% 59.7%
Non interest income 88.8% 14.7% 18.5% 14.6% 20.3%
Operating expenses 17.2% 70.6% 58.3% 42.9% 35.1%
Operating profit 97.6% -56.0% 45.1%  275.0% 87.6%
Deposits 37.7% 42.9% 60.0% 40.0% 40.0%
Advances 52.0% 56.6% 71.8% 67.0% 52.8%
Total assets

Profitabilisty Ratios

Return on equity 19.3% 5.4% 3.7% 5.7% 4.7%
Return on assets 1.2% 0.3% 0.2% 0.7% 0.9%
Efficiency Ratios

Cost income ratio 56.3% 83.3% 84.5% 67.4% 59.9%
Expenses/avg. assets 2.3% 2.8% 2.9% 2.6% 2.3%
Asset Quality

Annual LLP/ Adv. (bps.) 7.1 5.4 30.0 40.0 50.0
Gross NPL 644 775 884 1,722 3,086
Net NPL 282 419 408 517 908
Reserve Coverage 362 356 476 1,206 2,178
Gross NPL ratio 2.0% 1.5% 1.3% 1.5% 1.7%
Net NPL ratio 0.3% 0.8% 0.6% 0.5% 0.5%
Coverage ratio 56.2% 45.9% 53.8% 70.0% 70.6%

Source: Company Data, E= MAPE Securities Estimates
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Muted growth

Securities Private Limited

We initiate coverageon | NG Vysya Bawokd{ | N@} i wigt h Initiating Coverage
12 month target price is INR 320, which implies potential downside of 2%. We like

I NG Vysya Bank’'s diversified noninter

interest margin, comfortable provision coverage and high CASA ratio but initiate with

a hold due to its relative valuation compared to peer group and below system April 5, 2011
deposit, loan growth.
Below - system loan and deposit growth — Though we like ING’s ROA which is among _BBG code : VYSBIN

the best in class at 1%, we remain uncertain about its loan and deposit growth, which

we believe will be below system.

Rating HOLD
Earnings to grow by c. 15% CAGR over FY2012-14E — We believe the earnings CAGR  Price (4 Apr'11) INR 327
over FY2012-14E will be only 15%, due to lower than system loan and deposit growth. 52 Week Range INR 444.0/ 274.0
Though we like ING Vysya’s noninterest income line, we feel interest income will suffer
due to lack of loan growth. Our meeting with the bank revealed that it wants to  Target Price INR 320
participate in infrastructure space, but will wait for the right opportunity. Outstanding Shares Mn 123
Mkt Cap INR Mn 39,501
NIM will remain stable over FY2012-14E backed by CASA deposit — We believe ING ikt cap Us$ Mn 889
Vysya will maintain its NIM above 300bps during FY2012-14E, backed by its solid CASA
deposit franchisee. Daily avg. turn. INR Mn 76

. o - N .
Coverage remains comfortable at 76% and gross NPL is improving — We believe ING s Holding Pattern : 31-Dec-2010

Vysya will improve its Gross NPL ratio over FY2012-14E to 1.7% from current 2.6% and

) . ING 43.40%
restructured book also remains low compared to peer at 1.6%. - 23 86%
. . . L DIl 12.17%
Valuation — Our March 2012 target price of INR320 is at 1.3x FY2012E book, which is at o
. . . . . . Non-Institutions 14.13%
a discount to its peers. Given that the growth will be below system, we believe it .
. . y Bodies Corporate 6.44%
deserves to trade at a discount. However, we will keep an eye on ING’s performance
quarter on quarter to see the trend in loan and deposit growth.
Key risks — Key risks to our investment view are as follows: Relative performance Bankex
- Greater than expected slippage from restructured portfolio, 500
400
- Asset quality cycle turning adverse, due to global economic scenario, 300
- Trends in capital flow. 200
100
0 —r—————————T—T— T
§8355888 33
— > 5 — > = = > S =
s2°-32°>232°>3:2
Year end Mar (INR mn) i R
F2010 F2011E F2012E F2013E [ZDJl1]  Relative performance Sensex
PPOP 5,623 6,392 7,643 8,698 10,237 400
PAT 2,422 2,966 3,983 4,478 5,264 300
EPS 19.7 24.1 32.4 36.4 42.8 200
DPS 2.4 2.9 4.9 5.5 6.4 o
EPS growth 11.7% 22.4% 34.3% 12.4% 17.6%
Core ROE 8.0% 10.3% 12.3% 12.5% 13.2% R B L R
n n O©W N~ N 0 OO O O «
P/E 16.6 13.5 10.1 9.0 7.6 29 % 2?9 g ? < S
T O T O T O ©
BVPS 189.6 230.2 257.2 287.7 323.4 2z~ 22" 22" 2
P/BV 1.7 1.4 1.3 1.1 1.0 sensex Ing Vysya
Div. Yield 0.7% 0.9% 1.5% 1.7% 2.0%
Source: Company Data, E=MAPE Securities Estimates
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Key Exhibits
Exhibit 46 - Valuation P/E range Exhibit 47 - Valuation P/B range
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Source: Bloomberg, MAPE Securities Estimates Source: Bloomberg, MAPE Securities Estimates
Exhibit 48 - NIM - stable Exhibit 49 - Efficiency ratio — needs improvement
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Source: Company Data Source: Company Data
Exhibit 50 — Investment break up - SLR dominates Exhibit 51 - CASA deposit —among the best
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Source: Company Data Source: Company Data
Exhibit 52 - Capital ratio — comfortable Exhibit 53 — Fluctuating GNPL but coverage improved
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Investment argument

- Healthy CASA ratio — ING Vysya Bank has a healthy CASA ratio of 33.5% as of December
2010.We believe this will help the bank to preserve its margin at more than 300bps over
FY2012-14E.

- Improving GNPL and coverage ratio — We believe that there is no near term risk of credit
cost dampening ING Vysya’s profitability, as GNPL has improved to 2.6% as of December
10 from 2.9% as of March 2010. The coverage ratio has improved to 76% in December
2010 from 60% in March 2010.

- Best-in-class non-interest income ratio to total income — We believe ING Vysya Bank has
the best diversified noninterest income line among our coverage universe, and will remain
the leader over FY2012-14E.

- Concerned about growth — We believe that ING Vysya’s growth will be below the system
in both loans and deposits. This is the main factor which has led us to initiate the coverage
with a “hold” rating, even though on other operational factors we like this bank. We will
keep track of its quarterly numbers to view any improvements in loans and deposits and
might become positive on the stock if ING Vysya can track the system.

Brief description: ING Vysya Bank is a mid-cap private sector bank, established in 1930 with
ING Group shareholding at 43.4%. As of December 2010, it has 491 branches, total Fli
holding in the bank at 23.86%, loan book of INR 218,930mn, deposit base of INR 272,680mn
and CASA ratio of 33.50%.

Exhibit 54 — DuPont analysis

Dupont analysis F2003 F2004 F2005 F2006 F2007 F2008 F2009 F2010 F2011E F2012E F2013E F2014E

Interest income 8.2% 7.5% 6.9% 7.6% 7.0% 7.5% 7.8% 6.8% 7.4% 7.6% 7.5% 7.5%
Interest expense 6.2% 5.5% 4.4% 4.6% 4.6% 5.3% 5.5% 4.3% 4.7% 4.8% 4.6% 4.5%
Net interest income 2.0% 2.0% 2.5% 3.0% 2.5% 2.2% 2.3% 2.5% 2.7% 2.8% 2.9% 3.0%
Non interest income 3.2% 2.9% 0.9% 0.9% 1.6% 1.9% 1.9% 1.9% 1.8% 1.7% 1.6% 1.5%
Total revenue 5.2% 4.9% 3.4% 3.9% 4.1% 4.1% 4.2% 4.4% 4.5% 4.6% 4.5% 4.5%
Operating expense 3.0% 2.8% 2.7% 3.2% 2.8% 2.7% 2.7% 2.5% 2.6% 2.6% 2.6% 2.5%
PPOP 2.2% 2.1% 0.7% 0.6% 1.3% 1.4% 1.5% 2.0% 1.9% 1.9% 1.9% 2.0%
Loan loss provision 1.1% 1.5% 0.7% 0.5% 0.5% 0.2% 0.5% 0.8% 0.6% 0.6% 0.6% 0.6%
Profit from operations 1.1% 0.6% 0.0% 0.1% 0.7% 1.1% 1.0% 1.1% 1.3% 1.4% 1.4% 1.4%
Pre tax profit 1.1% 0.6% 0.0% 0.1% 0.7% 1.1% 1.0% 1.1% 1.3% 1.4% 1.4% 1.4%
Tax 0.3% 0.1% 0.2% 0.1% 0.2% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4%
ROA 0.8% 0.5% -0.3% 0.1% 0.5% 0.7% 0.7% 0.7% 0.8% 1.0% 1.0% 1.0%
Avg. gearing 15.9 17.0 18.0 17.3 17.0 17.0 17.7 16.3 14.0 13.7 14.0 14.4
ROE 12.4% 8.1% -4.8% 1.0% 84% 11.9% 11.6% 12.0% 11.5% 13.3% 13.4% 14.0%

Source: Company Data, E= MAPE Securities Estimates
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Financial Summary

Profit and loss statement (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Interest income 22,399 22,329 26,765 31,164 35,141
Interest expense 15,903 14,031 17,012 19,497 21,646
Net Interest Income 6,496 8,298 9,753 11,667 13,495
Fee income 3,293 3,490 4,014 4,415 4,857
Forex income 1,111 1,033 1,188 1,247 1,310
Capital Gains 390 797 300 300 300
Misc. Income 683 882 970 1,067 1,174
Total Non Int. Income 5,477 6,202 6,472 7,030 7,640
Total operating
Income 11,973 14,501 16,224 18,696 21,135
Employee exp. 3,922 4,289 5,361 6,165 7,089
Other exp. 3,793 4,172 4,589 5,048 5,553
Total operating exp. 7,725 8,081 9,532 10,754 12,137
Operating Profit 4,248 6,420 6,692 7,943 8,998
Prov. For
investment & others 238 408 285 315 315
Loan loss provision 1,063 2,296 1,844 1,938 2,286
Total provisions 1,301 2,704 2,129 2,253 2,601
Profit before tax 2,947 3,715 4,563 5,690 6,397
Provision for tax 1,059 1,293 1,597 1,707 1,919
Net profit 1,888 2,422 2,966 3,983 4,478
Core operating profit 3,859 5,623 6,392 7,643 8,698
Balance sheet data (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Share holders equity 17,090 23,309 28,304 31,629 35,368
Deposits 248,856 258,653 284,518 318,661 366,460
Borrowings 31,853 36,714 48,462 63,001 75,601
Other liabilities
& provisions 20,885 20,126 21,736 22,823 23,964
Total Liabilities 318,685 338,802 383,021 436,114 501,393
Cash & balances
with RBI 17,910 23,296 26,263 30,102 34,866
Balances with banks 4,906 6,975 7,323 7,689 8,074
Investments 104,934 104,729 104,989 117,925 124,901
Advances 167,564 185,072 224,779 259,747 311,870
Fixed assets 4,374 4,959 5,207 5,468 5,741
Other assets 18,997 13,772 14,460 15,183 15,942
Total assets 318,685 338,802 383,021 436,114 501,393
Earning assets 295,314 320,072 363,353 415,463 479,710
Avg. int. earning assets 268,295 307,693 341,713 389,408 447,587
Average loans 157,030 176,318 204,925 242,263 285,808
Avg. equity/
avg. assets (%) 5.7% 6.1% 7.2% 7.3% 7.1%
No. of shares (mn) 107 123 123 123 123
Capital Adequacy
Tier | ratio 6.9% 10.1% 10.1% 10.1% 10.0%
Tier Il ratio 4.8% 4.8% 5.0% 5.0% 5.0%
CAR 11.7% 14.9% 15.1% 15.1% 15.0%
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Per Share data and valuations

Year end March F2009 F2010 F2011E F2012E F2013E
Per Share data

EPS 17.6 19.7 24.1 324 36.4

Book Value 159.6 189.6 230.2 257.2 287.7
Core op. profit 36.0 45.7 52.0 62.2 70.7
DPS 1.9 2.4 2.9 4.9 5.5
Valuations

PE 18.5 16.6 13.5 10.1 9.0
Price to book 2.0 1.7 1.4 1.3 1.1
Op. profit 9.1 7.1 6.3 5.3 4.6
Dividend Yield 0.6 0.7 0.9 1.5 1.7
Ratio analysis

Year end March F2009 F2010 F2011E F2012E F2013E
Spread Analysis

Avg. yield on assets 11.1% 9.7% 10.5% 10.6% 10.2%
Cost of earning assets 5.9% 4.6% 5.0% 5.0% 4.8%
NIM 2.42% 2.70% 2.85% 3.00% 3.02%
Growth Ratios

Net interest income 30.3% 27.7% 17.5% 19.6% 15.7%
Non interest income 30.8% 13.2% 4.3% 8.6% 8.7%
Operating expenses 26.7% 4.6% 18.0% 12.8% 12.9%
Operating profit 38.2% 51.1% 4.2% 18.7% 13.3%
Deposits 21.6% 3.9% 10.0% 12.0% 15.0%
Advances 14.4% 10.4% 21.5% 15.6% 20.1%
Total assets

Profitabilisty Ratios

Return on equity 11.6% 12.0% 11.5% 13.3% 13.4%
Return on assets 0.7% 0.7% 0.8% 1.0% 1.0%
Efficiency Ratios

Cost income ratio 64.5% 55.7% 58.8% 57.5% 57.4%
Expenses/avg. assets 2.7% 2.5% 2.6% 2.6% 2.6%
Asset Quality

Annual LLP/ Adv. (bps.) 67.7 130.2 90.0 80.0 80.0
Gross NPL 3,132 5,572 5,123 4,845 5,145

Net NPL 2,004 2,218 1,230 1,211 1,429

Reserve Coverage 1,128 3,354 3,894 3,634 3,716

Gross NPL ratio 1.9% 3.0% 2.5% 2.0% 1.8%
Net NPL ratio 1.2% 1.2% 0.6% 0.5% 0.5%
Coverage ratio 36.0% 60.2% 76.0% 75.0% 72.2%

Source: Company Data, E= MAPE Securities Estimates
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We initiate coverage on Jammu & Kashmir Bank (J&K bank) with a “* By” rating. Our
DDM based 12 month target price is INR 1,100, which implies potential upside of
25%. We like J&K Bank for its attractive valuation, healthy core earnings growth with
a superior margin, improving other income, potential growth of loan book, best in
class CASA deposit and best-in-class asset quality.

Earnings CAGR of 26% over FY2012-14E will drive re-rating: We expect the earnings of
the bank to increase at a CAGR of 26% over FY12E-FY14E, due to better asset mix
(more loans within J&K), better cost management (economies of scale setting in) and
lower provisioning.

Best in class coverage ratio at c. 98%: As of December 2010 J&K bank had a Gross NPL
ratio of 1.95% with coverage ratio reaching 98%, which is the highest in the Indian
banking universe, and providing us comfort on asset quality. We do not expect the
Gross NPL ratio to go beyond 2% with new slippages from the restructured loans. We
are confident the bank will be maintaining its coverage ratio at more than 90% over
FY2012-14E.

Best-in-class CASA ratio of 40%: J&K Bank has CASA ratio of c.40% as on December
2010. We expect the bank to maintain the same CASA ratio over FY2012-14E, as it will
be maintaining its pole position within J&K state, which is its main source for CASA
deposits.

Infrastructure push in J&K state: As the government of India, provides further
budgetary support to J&K state, the bank will be immensely benefitted from the
ancillary industries which will be set up in the state.

Valuation - The bank is trading at 5.1x earnings and 0.9x its book on FY 2012E. Our
target price INR 1,100 is based on 20% payout ratio and 14% ROE, implies P/E of 7.4x
and P/B of 1.3x in FY 2012.

Key risks: The key risks to our target price and investment view are as follows:

- J&K Bank has 33.7% of its investment portfolio in the AFS category, which might
put pressure on profitability as MTM risk,

- Slower than expected economic growth in J&K state will lead to margin erosion.

Year end Mar (INR mn)

F2010 F2011E F2012E F2013E F2014E
PPOP 7,848 9,843 11,902 14,094 17,976
PAT 5,124 6,067 7,255 8,942 11,425
EPS 105.7 125.1 149.6 184.4 235.6
DPS 22.0 25.0 29.9 36.9 51.8
EPS growth 25.0% 18.4% 19.6% 23.3% 27.8%
Core ROE 12.0% 15.6% 18.0% 19.3% 21.3%
P/E 8.4 7.1 5.9 4.8 3.7
BVPS 620.8 716.7 831.3 972.5 1147.5
P/BV 1.4 1.2 1.1 0.9 0.8
Div. Yield 2.5% 2.8% 3.4% 4.2% 5.9%

Source: Company Data, E=MAPE Securities Estimates
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JAMMU & KASHMIR BANK

Ready to fire all cylinders.

Initiating Coverage

April 5, 2011

BBG code . J&KBKIN

Rating BUY
Price (4 Apr'11) INR 883
52 Week Range INR 938.0/ 619.7
Target Price INR 1,100
Outstanding Shares Mn 48
Mkt Cap INR Mn 42,806
Mkt Cap USS Mn 964
Daily avg. turn. INR Mn 72

Share Holding Pattern : 31-Dec-2010

Promoter and Promoter 53.17%
Group (J&K state Govt.)

Fll 22.62%
DIl 4.81%
Non-Institutions 12.41%
Bodies Corporate 6.99%
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Key Exhibits
Exhibit 55 - Valuation P/E range Exhibit 56 - Valuation P/B range
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Exhibit 57 - NIM —improving Exhibit 58 - Efficiency ratio - stable
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Exhibit 59 - Investment Dec.2010 —c. 34% in AFS poses risk if  Exhibit 60 - CASA deposit c. 40% —best in coverage universe
interest cycle turns
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Exhibit 61 - Capital ratio —generating enough internal capital  Exhibit 62 - Coverage ratio —best in coverage universe
but raising Tier Il might further boost ROE
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Investment argument

We initiate J&K Bank with a “Buy’ due to following factors:

- High CASA ratio - J&K has the best CASA ratio among our coverage universe, aggregating
to 40% of the total deposit (against a peer group ratio of 20-35%).

— Supporting NIM — We expect the bank’s average NIM to improve over FY2012-14E to
3.23% supported by its CASA ratio and increased share of advances in the J&K state from
current 48%. The NIM on advances in J&K state is c. 7.15% against an overall NIM of c. 3%.

- Initiative on non-interest income (x treasury) — We believe the bank’s initiative on non
interest income will improve NIl to total income ratio to 17.3% over FY2012-14E from an
average of 14.1% over FY2005-10.

- Best in class Cl ratio — J&K Bank’s Cl ratio is the best among our coverage universe at c.
38% against peer group average of c.40-56%.

— Best in class coverage ratio of 92%- J&K bank has best coverage ratio among our coverage
universe of c. 92% against peer group average of ¢.50-75%.

- ROA will improve to c.1.51% (x cap gain) as of FY2014E from current 1.41% - We expect
ROA to improve over better NIM and non-interest income. We have kept Capital gains out
of the equation based on its volatility and uncertainty.

- High AFS holding poses risk for MTM loss — High AFS holding c. 34% of the investment
book poses risk to earnings if the interest rate cycle turns.

Brief description: Established in 1938, Jammu & Kashmir Bank is classified by the RBI as a
private sector bank with the government of J&K shareholding at 53.17%. As of December
2010, it has 536 branches, a total Fll holding in the bank of 22.62%, loan book of INR
253,627mn, deposit base of INR 408,774mn and CASA ratio of 39.6%.

Exhibit 63- DuPont analysis

Dupont analysis F2003 F2004 F2005 F2006 F2007 F2008 F2009 F2010 F2011 E2012 E2013 E2014
Interest income 9.1% 8.0% 6.8% 6.7% 6.9% 7.9% 8.4% 7.6% 7.8% 7.8% 7.7% 7.8%
Interest expense 5.7% 4.7% 4.2% 4.1% 4.1% 5.3% 5.6% 4.8% 4.8% 4.7% 4.6% 4.6%
Net interest income 3.3% 3.3% 2.6% 2.6% 2.8% 2.6% 2.8% 2.8% 3.0% 3.1% 3.1% 3.2%
Non interest income 1.8% 1.6% 0.4% 0.4% 0.6% 0.8% 0.7% 1.0% 0.9% 0.8% 0.8% 0.7%
Total revenue 5.2% 4.9% 3.0% 3.0% 3.4% 3.4% 3.5% 3.8% 3.9% 3.9% 3.8% 3.9%
Operating expense 1.7% 1.5% 1.4% 1.4% 1.4% 1.3% 1.3% 1.4% 1.5% 1.5% 1.5% 1.5%
PPOP 3.5% 3.3% 1.6% 1.7% 2.0% 2.1% 2.2% 2.4% 2.4% 2.3% 2.3% 2.4%
Loan loss provision 0.5% 0.3% 1.0% 0.7% 0.5% 0.2% 0.4% 0.4% 0.4% 0.3% 0.3% 0.3%
Profit from operations 3.0% 3.0% 0.6% 1.0% 1.5% 1.9% 1.8% 2.0% 2.0% 2.0% 2.0% 2.2%
Pre tax profit 3.0% 3.0% 0.6% 1.0% 1.5% 1.9% 1.8% 2.0% 2.0% 2.0% 2.0% 2.2%
Tax 0.9% 0.9% 0.1% 0.3% 0.5% 0.7% 0.6% 0.7% 0.7% 0.7% 0.6% 0.6%
ROA 2.1% 2.1% 0.5% 0.7% 1.0% 1.2% 1.2% 1.3% 1.3% 1.4% 1.4% 1.5%
Avg. gearing 14.5 13.4 14.0 14.7 14.5 14.2 14.3 14.2 14.1 14.1 14.4 14.7
ROE 31.0% 28.7% 7.1% 102% 14.4% 16.7% 16.6% 18.2% 18.7% 19.3% 20.4% 22.2%

Source: Company Data, E= MAPE Securities Estimates
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Financial Summary

Profit and loss statement (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Interest income 29,717 30,569 35,611 41,433 48,462
Interest expense 19,879 19,375 21,901 24,998 29,060
Net Interest Income 9,838 11,193 13,710 16,435 19,402
Fee income 834 1,039 1,351 1,688 2,110
Forex income 147 144 173 199 228
Capital Gains 791 1,734 1,000 500 500
Misc. Income 842 1,245 1,432 1,646 1,893
Total Non Int. Income 2,615 4,162 3,955 4,033 4,732
Total operating
Income 12,453 15,356 17,665 20,469 24,134
Employee exp. 2,788 3,664 4,396 5,276 6,331
Other exp. 2,110 2,427 2,791 3,209 3,530
Total operating exp. 4,709 5,774 6,823 8,066 9,540
Operating Profit 7,745 9,582 10,843 12,402 14,594
Prov. For
investment & others 866 166 600 500 500
Loan loss provision 558 1,500 1,187 1,074 1,320
Total provisions 1,424 1,666 1,787 1,574 1,820
Profit before tax 6,321 7,916 9,055 10,828 12,774
Provision for tax 2,223 2,792 2,988 3,573 3,832
Net profit 4,098 5,124 6,067 7,255 8,942
Core operating profit 6,953 7,848 9,843 11,902 14,094
Balance sheet data (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Share holders equity 26,229 30,105 34,752 40,309 47,159
Deposits 330,041 372,372 428,227 505,308 606,370
Borrowings 9,966 11,002 12,652 14,550 16,005
Other liabilities
& provisions 10,697 11,990 12,589 13,219 13,880
Total Liabilities 376,933 425,468 488,221 573,387 683,414
Cash & balances
with RBI 23,030 27,447 31,564 37,219 44,558
Balances with banks 29,718 18,695 19,630 20,611 21,642
Investments 107,363 139,562 181,566 211,516 238,233
Advances 209,304 230,572 244,290 292,646 367,358
Fixed assets 1,994 2,041 3,879 3,956 4,035
Other assets 5,523 7,150 7,293 7,438 7,587
Total assets 376,933 425,468 488,221 573,387 683,414
Earning assets 369,415 416,277 477,050 561,992 671,791
Avg. int. earning assets 345,095 392,846 446,663 519,521 616,892
Average loans 199,065 219,938 237,431 268,468 330,002
avé. as:sets. (%) 7.0% 7.0% 7.1% 7.1% 7.0%
No. of shares (mn) 48 48 48 48 48
Capital Adequacy
Tier | ratio 13.8% 12.8% 12.9% 12.7% 12.5%
Tier Il ratio 0.7% 3.1% 2.6% 2.6% 2.6%
CAR 14.5% 15.9% 15.5% 15.3% 15.1%
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Per Share data and valuations

Year end March F2009 F2010 F2011E F2012E F2013E
Per Share data

EPS 84.5 105.7 125.1 149.6 184.4
Book Value 540.9 620.8 716.7 831.3 972.5
Core op. profit 143.4 161.8 203.0 245.4 290.7
DPS 16.9 22.0 25.0 29.9 36.9
Valuations

PE 10.4 8.4 7.1 5.9 4.8

Price to book 1.6 1.4 1.2 1.1 0.9

Op. profit 6.2 5.5 4.4 3.6 3.0

Dividend Yield 1.9 2.5 2.8 3.4 4.2

Ratio analysis

Year end March F2009 F2010 F2011E F2012E F2013E
Spread Analysis

Avg. yield on assets 8.6% 7.8% 8.0% 8.0% 7.9%
Cost of earning assets 5.8% 4.9% 4.9% 4.8% 4.7%
NIM 2.9% 2.8% 3.1% 3.2% 3.1%
Growth Ratios

Net interest income 21.4% 13.8% 22.5% 19.9% 18.1%
Non interest income 6.7% 59.2% -5.0% 2.0% 17.3%
Operating expenses

Operating profit 18.8% 23.7% 13.2% 14.4% 17.7%
Deposits 15.4% 12.8% 15.0% 18.0% 20.0%
Advances 10.8% 10.2% 5.9% 19.8% 25.5%
Total assets 15.1% 12.9% 14.7% 17.4% 19.2%
Profitabilisty Ratios

Return on equity 16.6% 18.2% 18.7% 19.3% 20.4%
Return on assets 1.2% 1.3% 1.3% 1.4% 1.4%
Efficiency Ratios

Cost income ratio 37.8% 37.6% 38.6% 39.4% 39.5%
Expenses/avg. assets 1.3% 1.4% 1.5% 1.5% 1.5%
Asset Quality

Annual LLP/ Adv. (bps.) 28.0 68.2 50.0 40.0 40.0

Gross NPL 5,593 4,623 4,511 4,832 5,940

Net NPL 2,875 643 237 268 330

Reserve Coverage 2,718 3,980 4,274 4,564 5,610

Gross NPL ratio 2.6% 2.0% 1.9% 1.8% 1.8%
Net NPL ratio 1.4% 0.3% 0.1% 0.1% 0.1%
Coverage ratio 48.6% 86.1% 94.7% 94.4% 94.4%

Source: Company Data, E= MAPE Securities Estimates
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LAKSHMI VILAS BANK

MAPE

Securities Private Limited

We initiate coverage on Lakshmi Vilas Bank (LVB) with a “ bld” rating. Our DDM
based 12 month target price is INR 90, which implies a down side of 15%. Our
meeting with the new management revealed that LVB will pursue only deposit driven
profitable growth in the market space. Although we like the bank and its small size
makes it possible for turnaround, we proceed with “ bld” rating due to execution
and valuation.

ROE to improve to c. 16% in FY2014E — We believe LVB will improve its ROE to 16.2%
in FY2014E based on a stable net interest margin, non interest income and improving
credit cost as benign asset cycle sets in.

Risk to margin from bulk deposit — Our meeting with management revealed that they
will outline their credit growth based on retail deposit funding. As of December 2010,
26% of deposits are contributed by bulk deposit; we believe management will work out
a strategy to lower dependence on the same. Management should also work out a
strategy to increase the share of CASA deposits, as it is lagging behind its peer group at
only 20%.

Strategy for FY2012E- Management would like to a) centralize all processes, b) to open
17-30 branches, depending on approval from the RBI, c) bring down NPL level, d)
outsource IT, e) introduce new fee income business, f) focus on semi urban areas and
h) to report eight consecutive quarter of profit. We remain positive that under the
management of new CEO LVB will achieve these targets.

Valuation — LVB has corrected over last three months after the announcement of new
CEO taking over and is currently trading at 8.5x of FY2012E earnings and 1.1x of
FY2012E book. We will be positive on LVB once the operational execution kicks in and
metrics start improving.

Key risks — Key risks to our investment view are as follows:

— Asset quality cycle becoming volatile due to an adverse global economic scenario

— Not getting enough branch licenses from the RBI to expand business

-~ Trends in capital flow.

Year end Mar (INR mn)

F2010 F2011E F2012E F2013E F2014E
PPOP 1,540 2,074 2,501 2,796 3,454
PAT 307 717 1,130 1,347 1,678
EPS 3.1 7.3 11.6 13.8 17.2
DPS 0.6 1.5 2.3 3.5 4.3
EPS growth -69.5% 133.7% 57.7% 19.2% 24.6%
Core ROE 3.1% 7.4% 11.7% 12.9% 14.8%
P/E 33.6 14.4 9.1 7.6 6.1
BVPS 75.8 814 90.3 100.1 112.2
P/BV 1.4 1.3 1.2 1.1 0.9
Div. Yield 0.6% 1.4% 2.2% 3.3% 4.1%

Source: Company Data, E=MAPE Securities Estimates
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Execution the key!!

Initiating Coverage

April 5, 2011

BBG code : LVBIN

Rating HOLD
Price (4 Apr'11) INR 106
52 Week Range INR 143.0/ 74.5
Target Price INR 90
Outstanding Shares Mn 98
Mkt Cap INR Mn 10,235
Mkt Cap USS Mn 230
Daily avg. turn. INR Mn 90

Share Holding Pattern : 31-Dec-2010

Promoter and Promoter 11.0%
Group
Fll 6.6%
DIl 8.7%
Non-Institutions 59.5%
Bodies Corporate 14.3%
Relative performance Bankex
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Key Exhibits
Exhibit 64 - Valuation P/E range Exhibit 65 - Valuation P/B range
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Exhibit 66 - NIM movement - improving Exhibit 67 - Efficiency ratio — still some way to go
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Exhibit 68 — Investment break up - SLR dominates Exhibit 69 - CASA deposit —need to improve
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Exhibit 70 - Capital ratio —room for Tier Il Exhibit 71 — Improving coverage ratio and GNPL
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Investment argument

- CASA ratio at 20% and over reliance on bulk deposit: As CASA ratio is low relative to
peers and over dependence on bulk deposit c. 26% of the deposit will hurt NIM going
forward. Although the management guided about deposit funded credit growth, we will
review the execution

- Strategy in FY2012E : Management would like to a) centralize all processes, b) to open 17-
30 new branches, depending on approval from the RBI, c) bring down NPL level, d)
outsource IT, e) introduce new fee income business, f) focus on semi urban areas and h) to
report eight consecutive quarter of profit.

Brief Description - Lakshmi Vilas Bank is a privately held small cap bank established in 1926
that has 274 branches across India. As of December 2010, the bank has a total Fll holding of
6.6%, loan book of INR 69,198mn, a deposit base of INR 99,547mn and a CASA ratio of 20%.

Exhibit 72 — DuPont analysis

Dupont analysis F2003 F2004 F2005 F2006 F2007 F2008 F2009 F2010 F2011E F2012E F2013E F2014E F2015E
Interest income 9.0% 8.1% 7.6% 7.2% 7.8% 8.2% 8.9% 9.7% 9.8% 9.9% 9.7% 9.6% 9.5%
Interest expense 6.7% 5.8% 4.9% 4.8% 5.6% 6.2% 6.8% 7.0% 7.0% 7.0% 6.9% 6.8% 6.8%
Net interest income 2.3% 2.4% 2.7% 2.4% 2.2% 2.0% 2.1% 2.7% 2.8% 2.9% 2.8% 2.8% 2.8%
Non interest income 2.8% 2.5% 1.0% 0.8% 1.1% 1.3% 1.4% 1.1% 1.0% 1.0% 0.9% 0.9% 0.7%
Total revenue 5.0% 4.9% 3.7% 3.1% 3.3% 3.3% 3.5% 3.8% 3.9% 3.9% 3.7% 3.7% 3.5%
Operating expense 2.4% 2.4% 2.3% 2.2% 1.9% 1.9% 2.0% 2.0% 1.9% 2.0% 1.9% 1.8% 1.7%
PPOP 2.6% 2.5% 1.4% 0.9% 1.4% 1.5% 1.5% 1.8% 1.9% 1.9% 1.8% 1.8% 1.7%
Loan loss provision 0.9% 0.9% 2.1% 0.5% 1.1% 0.7% 0.4% 1.4% 1.1% 0.8% 0.7% 0.7% 0.7%
Profit from operations 1.7% 1.6% -0.7% 0.4% 0.2% 0.8% 1.1% 0.4% 0.8% 1.1% 1.1% 1.2% 1.1%
Pre tax profit 1.7% 1.6% -0.7% 0.4% 0.2% 0.8% 1.1% 0.4% 0.8% 1.1% 1.1% 1.2% 1.1%
Tax 0.6% 0.4% -0.8% -0.1% -0.1% 0.4% 0.4% 0.1% 0.2% 0.3% 0.3% 0.3% 0.3%
ROA 1.1% 1.2% 0.1% 0.5% 0.3% 0.4% 0.7% 0.3% 0.6% 0.8% 0.8% 0.9% 0.8%
Avg. gearing 17.0 16.8 17.2 17.2 15.6 15.2 17.0 15.8 15.0 16.4 17.7 18.9 20.2
ROE 19.2% 19.6% 1.5% 8.6% 5.1% 6.2% 11.5% 5.1% 9.3% 13.5% 14.5% 16.2% 15.9%

Source: Company Data, E= MAPE Securities Estimates
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Financial Summary

Profit and loss statement (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Interest income 6,576 9,093 11,316 13,534 15,822
Interest expense 5,041 6,602 8,045 9,536 11,303
Net Interest Income 1,535 2,491 3,271 3,998 4,519
Fee income 426 546 655 786 943
Forex income 88 91 95 100 105
Capital Gains 304 122 150 150 150
Misc. Income 252 277 291 305 320
Total Non Int. Income 1,070 1,036 1,191 1,341 1,518
Total operating
Income 2,605 3,527 4,461 5,339 6,038
Employee exp. 784 925 1,156 1,445 1,662
Other exp. 940 1,081 1,243 1,430 1,644
Total operating exp. 1,517 1,865 2,237 2,688 3,091
Operating Profit 1,088 1,662 2,224 2,651 2,946
Prov. For
investment & others 199 111 90 90 90
Loan loss provision 75 1,193 1,166 1,034 1,036
Total provisions 273 1,304 1,256 1,124 1,126
Profit before tax 815 359 968 1,527 1,820
Provision for tax 312 52 252 397 473
Net profit 503 307 717 1,130 1,347
Core operating profit 785 1,540 2,074 2,501 2,796
Balance sheet data (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Share holders equity 4,537 7,390 7,939 8,805 9,757
Deposits 73,609 90,754 108,905 130,685 156,823
Borrowings 1,426 3,339 4,341 5,643 7,337
Other liabilities
& provisions 3,504 3,380 3,718 4,089 4,498
Total Liabilities 83,076 104,863 124,902 149,223 178,415
Cash & balances
with RBI 5,920 7,508 9,037 10,879 13,099
Balances with banks 2,894 830 913 1,004 1,104
Investments 18,631 29,832 32,063 38,799 45,331
Advances 52,362 62,775 78,548 93,727 113,541
Fixed assets 540 657 755 868 999
Other assets 2,730 3,261 3,587 3,946 4,340
Total assets 83,076 104,863 124,902 149,223 178,415
Earning assets 79,807 100,945 120,560 144,409 173,076
Avg. int. earning assets 70,740 90,376 110,752 132,484 158,742
Average loans 45,475 57,569 70,661 86,138 103,634
Avg. equity/
avg. assets (%) 5.9% 6.3% 6.7% 6.1% 5.7%
No. of shares (mn) 49 98 98 98 98
Capital Adequacy
Tier | ratio 8.8% 12.0% 10.9% 10.1% 9.4%
Tier Il ratio 1.5% 2.8% 5.0% 0.0% 0.0%
CAR 10.3% 14.8% 15.9% 0.0% 0.0%
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Per Share data and valuations

Year end March F2009 F2010 F2011E F2012E F2013E
Per Share data

EPS 10.3 3.1 7.3 11.6 13.8

Book Value 93.0 75.8 81.4 90.3 100.1
Core op. profit 16.1 15.8 213 25.6 28.7
DPS 2.5 0.6 1.5 2.3 3.5
Valuations

PE 10.2 33.6 14.4 9.1 7.6
Price to book 1.1 1.4 1.3 1.2 1.1
Op. profit 6.6 6.7 5.0 4.1 3.7
Dividend Yield 2.4 0.6 1.4 2.2 33
Ratio analysis

Year end March F2009 F2010 F2011E F2012E F2013E
Spread Analysis

Avg. yield on assets 11.4% 12.5% 12.6% 12.5% 12.3%
Cost of earning assets 7.1% 7.3% 7.3% 7.2% 7.1%
NIM 2.17% 2.76% 2.95% 3.02% 2.85%
Growth Ratios

Net interest income 23.7% 62.3% 31.3% 22.2% 13.0%
Non interest income 45.4% 29.7% -3.2% 0.0% 0.0%
Operating expenses 13.9% 30.3% 22.9% 0.0% 0.0%
Operating profit 20.7% 52.7% 33.8% 19.2% 11.1%
Deposits 31.0% 23.3% 20.0% 20.0% 20.0%
Advances 35.7% 19.9% 25.1% 19.3% 21.1%
Total assets

Profitabilisty Ratios

Return on equity 11.5% 5.1% 9.3% 13.5% 14.5%
Return on assets 0.7% 0.3% 0.6% 0.8% 0.8%
Efficiency Ratios

Cost income ratio 58.2% 52.9% 50.1% 50.3% 51.2%
Expenses/avg. assets 2.0% 2.0% 1.9% 2.0% 1.9%
Asset Quality

Annual LLP/ Adv. (bps.) 16.4 207.2 165.0 120.0 100.0
Gross NPL 1,441 3,252 2,120 2,412 2,798

Net NPL 649 2,578 1,441 1,120 1,244

Reserve Coverage 792 674 678 1,292 1,555

Gross NPL ratio 2.7% 5.1% 3.0% 2.8% 2.7%
Net NPL ratio 0.3% 4.1% 2.0% 1.3% 1.2%
Coverage ratio 55.0% 20.7% 32.0% 53.6% 55.6%

Source: Company Data, E= MAPE Securities Estimates
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We initiate coverage on South Indian Bank (SIB) with a “ blld” rating. Our DDM based
12 month target price is INR 26, which implies upside of 7%. Although we like the
bank’ s | owhith isgir limevwith the system, along with its steady non-
interest income, comfortable coverage and gross NPL ratio, we initiate with a “ bld”
due to risk from enhanced AFS holding, expensive valuation relative to its peer and
50% of loan book is at fixed rate.

Steady ROA generation — SIB is generating steady ROA of 1% which is one of the best
among peer group (average 0.4-1.1%), based on a stable Net interest margin, stable Cl
ratio and comfortable credit cost.

Near term risk from AFS book — SIB has 26% of its investment portfolio in AFS with
duration of less than one year, this might give rise to a large treasury gain but
alternatively may pull the profit down with MTM losses.

50% of loan book at fixed rate — Our discussion with SIB revealed that 50% of the loan
book is at a fixed rate with reset clause of 1-2 years. This may pose significant risk to
the margin, in rising interest rate cycle. Our “Hold” call on the bank is on back of this
fixed rate loan book.

Valuation — Our March 2012 target price of INR 26 is based on 1.4x of FY2012E book
due to its high ROA generation. But we remain conservative due to the risk involved in
its balance sheet for fixed rate loans.

Key risks: The key risks to our investment view are as follows:

- MTM risk from AFS portfolio

- Rising interest rates would dampen margin and ROA, due to bank’s 50% fixed
interest rate book

Year end Mar (INR mn)

F2010 F2011E F2012E F2013E F2014E
PPOP 3,326 4,343 5,025 6,167 7,303
PAT 2,338 2,684 2,977 3,567 4,090
EPS 2.1 2.4 2.6 3.1 3.6
DPS 4.0 0.5 0.5 0.6 0.7
EPS growth 19.4% 14.8% 10.9% 19.8% 14.6%
Core ROE 11.2% 13.8% 14.8% 15.9% 16.1%
P/E 11.8 10.3 9.3 7.8 6.8
BVPS 13.1 14.9 16.9 19.3 22.1
P/BV 1.9 1.6 1.4 1.3 1.1
Div. Yield 16.3% 1.9% 2.2% 2.6% 3.0%

Source: Company Data, E=MAPE Securities Estimates

© MAPE Securities Private Limited. For private circulation only. Please read important disclaimers on the last page. This document has been prepared from
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SOUTH INDIAN BANK

Risk remains...

Initiating Coverage

April 5, 2011

BBG code : SIBIN

Market Data

Rating HOLD
Price (4 Apr'11) INR 24
52 Week Range INR 29.7/13.7
Target Price INR 26
Outstanding Shares Mn 1136
Mkt Cap INR Mn 27,517
Mkt Cap USS Mn 619
Daily avg. turn. INR Mn 156

Share Holding Pattern : 31-Dec-2010

Promoter and Promoter 0.00%
Group

Fll 38.61%
DIl 10.17%
Non-Institutions 41.40%
Bodies Corporate 9.82%

Relative performance Bankex
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Key Exhibits
Exhibit 73 - Valuation P/E range Exhibit 74 - Valuation P/B range
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Exhibit 75 - NIM movement - stable Exhibit 76 - Efficiency ratio - stable
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Cost to average assets

Exhibit 77 - Investment —26% in AFS poses risk if interest

cycle turns
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Exhibit 78 - CASA deposit —needs to improve
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Exhibit 80 — Coverage and NPL both improving
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Exhibit 81 — DuPont analysis

Dupont analysis
Interest income
Interest expense
Net interest income
Non interest income
Total revenue
Operating expense
PPOP

Loan loss provision
Profit from operations
Pre tax profit

Tax

ROA

Avg. gearing

ROE

F2003

9.3%
6.8%
2.5%
2.5%
5.1%
2.0%
3.1%
1.4%
1.7%
1.7%
0.7%
1.0%
23.8
24.3%

Investment argument

We initiate coverage on SIB with a “Hold” call due to following factors:

- 50% of loan book at fixed rate — Our discussion with SIB revealed that 50% of the loan
book is at fixed rate with reset clause varying from 1-2 years. We believe this is a
significant risk for the bank with regard to its margin.

- AFS holding in excess of 25% poses risk to near-term profitability — We believe that 26%
of portfolio in AFS poses significant risk to near term profitability if interest rate cycle turns.

- ROA is at 1% but fixed rate loans poses risk — SIB generates healthy ROA of 1% but we
expect the same to be under pressure if interest rate keeps on rising, on their fixed rate
interest book.

Brief description: With a network of 641 branches, South Indian Bank is a small-cap private sector
bank incorporated in Thrissur Kerela during the Swadeshi movement. The total Fll shareholding in the
bank as of December 10 is 38.61%. As of September 2010, the bank has a loan book of INR 177,179mn
deposit base of INR 250,604mn and CASA ratio of c. 22%.

F2004 F2005 F2006 F2007 F2008 F2009 F2010 F2011E F2012E F2013E F2014E
8.1% 7.6% 7.5% 8.0% 8.4% 9.0% 8.4% 8.7% 8.8% 8.7% 8.6%
5.7% 4.8% 4.4% 5.0% 6.0% 6.2% 6.0% 6.1% 6.2% 6.1% 5.9%
2.4% 2.7% 3.1% 3.0% 2.4% 2.8% 2.5% 2.6% 2.6% 2.6% 2.6%
2.8% 1.1% 0.7% 0.8% 0.9% 0.9% 0.9% 0.7% 0.5% 0.4% 0.4%
5.2% 3.8% 3.8% 3.8% 3.4% 3.7% 3.4% 3.2% 3.1% 3.1% 3.0%
2.3% 2.0% 2.2% 1.8% 1.6% 1.8% 1.6% 1.6% 1.5% 1.5% 1.5%
2.9% 1.8% 1.5% 2.1% 1.8% 1.9% 1.8% 1.7% 1.5% 1.6% 1.5%
1.3% 1.7% 0.9% 0.9% 0.3% 0.3% 0.2% 0.3% 0.3% 0.3% 0.4%
1.6% 0.1% 0.7% 1.2% 1.5% 1.6% 1.6% 1.4% 1.2% 1.2% 1.2%
1.6% 0.1% 0.7% 1.2% 1.5% 1.6% 1.6% 1.4% 1.2% 1.2% 1.2%
0.6% 0.1% 0.2% 0.3% 0.5% 0.6% 0.6% 0.5% 0.4% 0.4% 0.4%
1.0% 0.1% 0.5% 0.9% 1.0% 1.0% 1.0% 0.9% 0.9% 0.9% 0.8%
23.6 22.0 18.5 17.9 16.3 15.2 16.5 18.0 19.2 20.1 21.0

23.6% 2.0% 9.3% 153% 16.1% 158% 16.8% 16.9% 16.5% 17.4% 17.4%

Source: Company Data, E= MAPE Securities Estimates
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Financial Summary

Profit and loss statement (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Interest income 16,869 19,357 24,874 30,412 36,072
Interest expense 11,640 13,674 17,463 21,581 25,214
Net Interest Income 5,229 5,683 7,411 8,831 10,858
Fee income 282 301 316 332 348
Forex income 245 204 214 225 236
Capital Gains 354 780 500 300 300
Misc. Income 762 799 839 881 925
Total Non Int. Income 1,643 2,085 1,870 1,738 1,810
Total operating
Income 6,872 7,768 9,281 10,569 12,668
Employee exp. 2,142 2,263 2,829 3,395 4,074
Other exp. 1,399 1,608 1,850 2,127 2,446
Total operating exp. 3,285 3,662 4,437 5,244 6,201
Operating Profit 3,587 4,106 4,843 5,325 6,467
Prov. For
investment & others 353 61 300 300 300
Loan loss provision 220 371 537 772 1,071
Total provisions 573 433 837 1,072 1,371
Profit before tax 3,014 3,673 4,006 4,253 5,096
Provision for tax 1,066 1,336 1,322 1,276 1,529
Net profit 1,948 2,338 2,684 2,977 3,567
Core operating profit 3,233 3,326 4,343 5,025 6,167
Balance sheet data (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Share holders equity 13,040 14,853 16,909 19,190 21,922
Deposits 180,923 230,115 287,644 345,173 414,207
Borrowings 4,120 3,310 3,475 3,649 3,831
Other liabilities
& provisions 5,711 7,063 7,769 8,546 9,400
Total Liabilities 203,794 255,340 315,797 376,557 449,361
Cash & balances
with RBI 9,977 13,909 17,347 20,786 24,910
Balances with banks 10,381 5,967 6,266 6,579 6,908
Investments 60,752 71,556 85,984 101,394 115,543
Advances 118,479 158,229 199,954 240,928 294,442
Fixed assets 1,363 1,525 1,678 1,846 2,030
Other assets 2,841 4,153 4,568 5,025 5,528
Total assets 203,794 255,340 315,797 376,557 449,361
Earning assets 199,590 249,662 309,551 369,686 441,803
Avg. int. earning assets 183,438 224,626 279,606 339,618 405,745
Average loans 111,508 138,354 179,092 220,441 267,685
Avg. equity/
avg. assets (%) 6.6% 6.1% 5.6% 5.2% 5.0%
No. of shares (mn) 1130 1136 1136 1136 1136
Capital Adequacy
Tier | ratio 13.2% 12.4% 11.5% 11.0% 10.6%
Tier Il ratio 1.5% 3.0% 2.5% 2.5% 2.5%
CAR 14.8% 15.4% 14.0% 13.5% 13.1%
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Per Share data and valuations

Year end March F2009 F2010 F2011E
Per Share data

EPS 1.7 2.1 2.4
Book Value 11.5 13.1 14.9
Core op. profit 2.9 2.9 3.8
DPS 3.0 4.0 0.5
Valuations

PE 14.1 11.8 10.3
Price to book 2.1 1.9 1.6
Op. profit 8.5 8.3 6.4
Dividend Yield 12.3 16.3 1.9
Ratio analysis

Year end March F2009 F2010 F2011E
Spread Analysis

Avg. yield on assets 11.4% 11.0% 11.2%
Cost of earning assets 6.3% 6.1% 6.2%
NIM 2.85% 2.53% 2.65%
Growth Ratios

Net interest income 39.0% 8.7% 30.4%
Non interest income 38.2% 15.2% 26.9%
Operating expenses 13.3% 32.4% 11.5%
Operating profit 32.5% 14.5% 18.0%
Deposits 19.4% 27.2% 25.0%
Advances 13.3% 33.6% 26.4%
Total assets 19.2% 25.3% 23.7%
Profitabilisty Ratios

Return on equity 15.8% 16.8% 16.9%
Return on assets 1.0% 1.0% 0.9%
Efficiency Ratios

Cost income ratio 47.8% 47.1% 47.8%
Expenses/avg. assets 1.8% 1.6% 1.6%
Asset Quality

Annual LLP/ Adv. (bps.) 19.7 26.8 30.0
Gross NPL 2,606 2,110 2,507
Net NPL 1,343 616 716
Reserve Coverage 1,263 1,494 1,791
Gross NPL ratio 2.2% 1.3% 1.4%
Net NPL ratio 1.1% 0.4% 0.4%
Coverage ratio 48.5% 70.8% 71.4%

Source: Company Data, E= MAPE Securities Estimates
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We initiate coverage on UCO Bank with a “ &I” rating. Our DDM based 12 month
target price is INR 75, which implies potential downside of 34%. Our concerns are
expensive valuation relative to peer, margin pressure, over reliance on bulk-deposit
and dipping CASA deposit.

Core ROE below peer group — UCO Bank’s core ROE of c. 15% is lower compared to its
peer group, which we believe indicates over-dependence on the capital gain stream. In
addition, we believe the margin will be under pressure due to over-reliance on bulk
deposit and a sliding CASA deposit.

Asset quality stress to continue — Slippage during the first nine months of FY2011 has
gone up by 38%, making the bank vulnerable to having more NPL in what is likely to be
a benign asset environment. We expect the need to bring provision coverage up to
70% level will keep profitability under pressure.

Higher near termrisk fromt h e  bbaml kooksand restructured portfolio increases
potential downside — We believe near term risk on profitability from MTM risks and
slippages from restructured portfolio is relatively high which is at 5.9% of the
outstanding loan book. We remain conservative on high restructured portfolio and high
AFS portfolio (c. 30%) and initiate the stock with a “Sell”.

Valuation - The bank is trading at 15.3x on earnings and 2.2x its book of FY 2012E. Our
target price INR 75 is based on 20% payout ratio and 13% ROE, implies P/E of 15.2x and
P/B of 1.6x in FY 2012E. UCO bank is expensive within our coverage universe, and we
expect it to correct from its current level.

Key upside risks: The key upside risks to our target price and investment view are as
follows:

- Slippages stay within control,

— Better than expected NII

- Interest rate going down, as a result bulk deposit becomes cheaper option

Year end Mar (INR mn)

F2010 F2011E F2012E F2013E F2014E
PPOP 14,629 26,559 30,239 31,603 37,605
PAT 10,122 8,208 10,794 11,797 16,929
EPS 6.0 4.8 6.3 6.9 9.9
DPS 0.7 0.1 0.1 0.1 0.1
EPS growth 33.4% -19.3% 31.5% 9.3% 43.5%
Core ROE 16.8% 11.8% 13.7% 13.1% 16.4%
P/E 18.5 22.9 17.4 15.9 11.1
BVPS 30.7 40.8 47.0 53.8 63.6
P/BV 3.6 2.7 2.3 2.0 1.7
Div. Yield 0.7% 0.1% 0.1% 0.1% 0.1%

Source: Company Data, E=MAPE Securities Estimates
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UCO BANK

Over reliance on bulk deposit!!

Initiating Coverage

April 5, 2011

BBG code : UCOIN

Rating SELL
Price (4 Apr'11) INR 110
52 Week Range INR 152.4/56.5
Target Price INR 75
Outstanding Shares Mn 1,699
Mkt Cap INR Mn 60,430
Mkt Cap USS Mn 1,360
Daily avg. turn. INR Mn 568

Share Holding Pattern : 31-Dec-2010

Promoter and Promoter 63.59%

Group (GOI)

Fll 7.59%

DIl 10.96%

Non-Institutions 14.60%

Bodies Corporate 3.26%
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Key Exhibits
Exhibit 82 - Valuation P/E range Exhibit 83 - Valuation P/B range
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Exhibit 84 - NIM movement Exhibit 85 - Efficiency ratio - improving
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Exhibit 86 - Investment Mar. 2010— 44% in AFS poses risk if Exhibit 87 - CASA deposit — losing market share

interest cycle turns
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Exhibit 88 - Capital ratio — equity infusion by GOI Exhibit 89 — Coverage ratio - yet to reach RBI comfort level
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Investment argument

We initiate coverage on UCO Bank with a “Sell” due to following factors:

- Losing market share in CASA — UCO bank had been struggling to maintain its CASA ratio,
and its loan growth is backed by dependence on bulk deposit. As of 3Q December 2010,
the loan book has grown by 8%, whereas the deposit has gone down by 1%.

- NIM to be under pressure — As bulk deposit grows as a percentage of deposit, the current
ratio of 23% will put NIM under pressure during FY2012-14E.

— High AFS holding c. 31% as on December 10 posing risk for MTM loss — High AFS holding
at c. 31% of the investment book poses risk to earnings if the interest rate cycle turns.

- Restructured loan along with Gross NPL is 5.9% of outstanding loan book — UCOQO’s
restructured loan book stands at 3.3% as of March 2010, its gross NPL ratio is at 2.6% as of
December 2010, and its coverage ratio stands at 66%. All of this makes us uncomfortable
in a slightly stressed asset scenario.

Brief description: UCO Bank is a mid-size public sector bank established in 1943, with GOI
shareholding of 63.5%. As of March 2010, UCO has a network of 2,148 branches. As of
December 2010, the total Fll shareholding in the bank is 7.5%, its loan book stands at INR
894,860mn and its deposit base is at INR 1,207,580mn.

Exhibit 90 - DuPont analysis

Dupont analysis F2003 F2004 F2005 F2006 F2007 F2008 F2009 F2010 F2011E F2012E F2013E F2014E

Interest income 8.4% 7.9% 7.2% 7.5% 7.6% 7.9% 8.1% 7.7% 8.2% 8.1% 7.8% 7.8%
Interest expense 5.8% 4.8% 4.4% 4.8% 5.3% 6.1% 6.4% 5.8% 5.6% 5.5% 5.4% 5.4%
Net interest income 2.7% 3.0% 2.9% 2.7% 2.3% 1.8% 1.6% 1.9% 2.6% 2.6% 2.4% 2.4%
Non interest income 1.8% 1.6% 1.0% 0.6% 0.8% 0.9% 1.0% 0.8% 0.6% 0.4% 0.4% 0.3%
Total revenue 4.5% 4.6% 3.9% 3.3% 3.1% 2.7% 2.6% 2.6% 3.2% 3.0% 2.8% 2.8%
Operating expense 2.6% 2.6% 2.2% 2.0% 1.7% 1.6% 1.5% 1.3% 1.4% 1.3% 1.3% 1.3%
PPOP 1.9% 2.0% 1.7% 1.3% 1.4% 1.2% 1.2% 1.4% 1.8% 1.7% 1.5% 1.5%
Loan loss provision 1.2% 0.8% 0.9% 0.9% 0.9% 0.7% 0.6% 0.3% 1.2% 1.0% 0.7% 0.6%
Profit from operations 0.7% 1.2% 0.8% 0.4% 0.5% 0.5% 0.6% 1.0% 0.7% 0.7% 0.8% 1.0%
Pre tax profit 0.7% 1.2% 0.8% 0.4% 0.5% 0.5% 0.6% 1.0% 0.7% 0.7% 0.8% 1.0%
Tax 0.1% 0.1% 0.1% 0.0% 0.1% 0.1% 0.1% 0.2% 0.1% 0.1% 0.2% 0.3%
ROA 0.6% 1.1% 0.7% 0.3% 0.5% 0.4% 0.6% 0.8% 0.5% 0.6% 0.6% 0.7%
Avg. gearing 16.7 26.2 25.4 25.7 26.7 29.5 293 27.2 24.9 24.0 24.6 24.9
ROE 10.5% 29.0% 17.9% 87% 123% 11.5% 16.2% 22.1% 13.5% 14.4% 13.7% 16.9%

Source: Company Data, E= MAPE Securities Estimates
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Financial Summary

Profit and loss statement (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Interest income 81,214 95,263 124,356 145,241 165,466
Interest expense 64,767 72,022 84,540 98,815 114,415
Net Interest Income 16,447 23,241 39,816 46,426 51,051
Fee income 2,630 2,491 2,541 2,591 2,643
Forex income 872 662 696 730 767
Capital Gains 3,145 2,428 1,000 500 500
Misc. Income 3,553 4,078 4,160 4,243 4,455
Total Non Int. Income 10,199 9,659 8,396 8,065 8,365
Total operating
Income 26,646 32,901 48,212 54,491 59,417
Employee exp. 9,975 10,576 14,595 16,784 19,302
Other exp. 5,268 6,058 6,967 8,012 9,214
Total operating exp. 14,630 15,844 20,653 23,751 27,314
Operating Profit 12,016 17,056 27,559 30,739 32,103
Prov. For
investment & others 2,886 683 6,500 6,500 3,500
Loan loss provision 2,684 3,538 11,050 11,076 11,750
Total provisions 5,570 4,221 17,550 17,576 15,250
Profit before tax 6,446 12,836 10,009 13,163 16,853
Provision for tax 869 2,714 1,802 2,369 5,056
Net profit 5,577 10,122 8,208 10,794 11,797
Core operating profit 8,872 14,629 26,559 30,239 31,603
Balance sheet data (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Share holders equity 39,570 52,105 69,588 80,218 91,835
Deposits 1,002,216 1,224,156 1,468,987 1,733,404 2,045,417
Borrowings 51,374 62,638 68,902 75,792 83,372
Other liabilities
& provisions 23,481 34,296 44,584 57,960 72,449
Total Liabilities 1,116,642 1,373,195 1,652,061 1,947,374 2,293,073
Cash & balances
with RBI 65,889 72,427 86,560 101,831 119,819
Balances with banks 42,646 8,616 9,908 11,395 13,104
Investments 293,848 435,214 503,284 595,236 704,143
Advances 688,039 825,045 1,016,557 1,198,739 1,412,407
Fixed assets 7,191 7,100 7,242 7,387 7,535
Other assets 19,029 24,792 28,510 32,787 36,065
Total assets 1,116,642 1,373,195 1,652,061 1,947,374 2,293,073
Earning assets 1,090,421 1,341,303 1,616,309 1,907,200 2,249,473
Avg. int. earning assets 982,386 1,215,862 1,478,806 1,761,754 2,078,336
Average loans 619,429 756,542 920,801 1,107,648 1,305,573
Avg. equity/
avg. assets (%) 3.4% 3.7% 4.0% 4.2% 4.1%
No. of shares (mn) 1249 1699 1707 1707 1707
Capital Adequacy
Tier | ratio 5.3% 6.1% 6.8% 6.7% 6.5%
Tier Il ratio 4.5% 5.3% 5.3% 5.3% 5.3%
CAR 9.8% 11.4% 12.1% 12.0% 11.8%
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Per Share data and valuations

Year end March F2009 F2010
Per Share data

EPS 4.5 6.0

Book Value 31.7 30.7
Core op. profit 7.1 8.6
DPS 0.5 0.7
Valuations

PE 24.6 18.5
Price to book 3.5 3.6
Op. profit 15.5 12.8
Dividend Yield 0.4 0.7
Ratio analysis

Year end March F2009 F2010
Spread Analysis

Avg. yield on assets 10.0% 9.4%
Cost of earning assets 6.6% 5.9%
NIM 1.67% 1.91%
Growth Ratios

Net interest income 10.6% 41.3%
Non interest income 32.1% -5.3%
Operating expenses 12.0% 8.3%
Operating profit 26.0% 41.9%
Deposits 25.4% 22.1%
Advances 24.9% 19.9%
Total assets

Profitabilisty Ratios

Return on equity 16.2% 22.1%
Return on assets 0.6% 0.8%
Efficiency Ratios

Cost income ratio 54.9% 48.2%
Expenses/avg. assets 1.5% 1.3%
Asset Quality

Annual LLP/ Adv. (bps.) 433 46.8
Gross NPL 15,395 16,664

Net NPL 8,127 9,663

Reserve Coverage 7,268 7,002

Gross NPL ratio 2.2% 2.0%
Net NPL ratio 1.2% 1.2%
Coverage ratio 47.2% 42.0%

Source: Company Data, E= MAPE Securities Estimates
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We initiate coverage on Vijaya Bank with a “ &l" rating. Our DDM based 12 month
target price is INR 55, which implies potential downside of 32%. Our concerns are
expensive valuation relative to peer, margin pressure, volatile other income, below
industry loan growth and dipping CASA deposit.

13% EPS CAGR over FY2012-14E: We expect the earnings of the bank to be below
industry (average EPS CAGR 16-20%) and peer group (average EPS CAGR 15-30%), due
to margin compression resulting from over-reliance on bulk deposit and volatile non-
interest income. This will affect both ROE and ROA over FY2012-14E, which remain the
poorest in our coverage universe.

Coverage ratio remains a concern with high restructured loan book of 4.2%: As of
December 2010, Vijaya Bank has a Gross NPL ratio of 2.46% and a poor coverage ratio
of 44%. The restructured loan book of 4.2% as of March 2010 remains the second
highest among our coverage universe, making us believe the risk in case of slippage is
much higher for this bank.

Expensive relative valuation: The bank is trading at 24.4x on earnings and 1.8x its book
on FY 2012E. Our target price INR 55 is based on 25% payout ratio and 14% ROE,
implies P/E of 17.9x and P/B of 1.3x in FY2012E. Vijaya bank remains the most
expensive stock in our coverage universe.

Key upside risks: The key upside risks to our target price and investment view are as
follows:

- Slippages stay within control,

- Certainty emerges over non interest income,

- Do not follow system growth and focus on retail funding led loan growth.

Year end Mar (INR mn)

F2010 F2011E F2012E F2013E F2014E
PPOP 7,735 8,522 9,530 10,200 12,140
PAT 5,073 2,995 2,867 2,962 3,692
EPS 5.4 3.2 3.1 3.2 4.0
DPS 1.7 0.8 0.8 0.8 1.0
EPS growth 93.3% -41.0% -4.3% 3.3% 24.6%
Core ROE 6.8% 4.2% 6.2% 6.1% 7.5%
P/E 15.2 25.8 26.9 26.1 20.9
BVPS 37.2 39.5 41.8 44.2 47.1
P/BV 2.2 2.1 2.0 19 1.8
Div. Yield 2.1% 1.0% 0.9% 1.0% 1.2%

Source: Company Data, E=MAPE Securities Estimates
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VIJAYA BANK

Expensive!!

Initiating Coverage

April 5, 2011

BBG code : VIJYBKIN

Market Data

Rating SELL
Price (4 Apr'11) INR 82.8
52 Week Range INR 115.4/ 47.6
Target Price INR 55
Outstanding Shares Mn 934
Mkt. Cap INR Mn 35,874
Mkt. Cap USS Mn 808
Daily avg. turn. INR Mn 393

Share Holding Pattern : 31-Dec-2010

Promoter and Promoter 53.87%
Group (GOI)

Fll 8.66%
DIl 13.07%
21.14%

3.26%

Non-Institutions

Bodies Corporate

Source: Company Data
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Key Exhibits
Exhibit 91 - Valuation P/E range Exhibit 92 - Valuation P/B range
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Exhibit 93 - NIM — will remain under pressure Exhibit 94 - Efficiency ratio — high compared to peers
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Exhibit 95 — Investment break up - SLR dominates Exhibit 96 - CASA deposit —under pressure
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Exhibit 97 - Capital ratio —comfortable Exhibit 98 - Coverage ratio still below peers and an uptick in
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Investment argument

We initiate coverage on Vijaya Bank with a “Sell” due to following factors:

- Losing market share in CASA deposit — — Vijaya Bank has been losing market share in its
CASA ratio to competition, down to c. 25% in FY2010 from 33% in FY2005.

- NIM will be affected — As the CASA ratio dips, the bank will be relying more and more on
bulk deposit to maintain credit growth, which is evidenced from the bank’s deposit growth
as well.

- Cl ratio —Cl ratio have increased from ¢.40% in FY2005 to 50% in FY2010.

- Loan growth outstripping deposit growth — The loan book has grown by 5% YTD whereas
the deposit growth is 3% YTD. To meet targets in fourth quarter the bank will be
depending on bulk deposit at the cost of its NIM.

- Poor coverage ratio with high restructured book at 4.2% — As of December 2010, the
bank’s coverage ratio is 44%, still very much below the 70% comfort level of the RBI.
Slippage from its restructured book which is high at 4.2%, the second highest in our
coverage universe will put further pressure on profitability.

- Capital gain remained the main driver for NIl — Capital gain is still the main driver for NiIl,
as c. 50% of NIl is derived from capital gains. This flow remains volatile as it is dependent
on the slope of the 10 year G-Sec yield. Fee and forex income has remained volatile as well,
creating uncertainty for the top line.

-~ ROA is poor compared to peer group and will remain under pressure due to pressure on
NIM and volatile noninterest income— Vijaya Bank’s ROA is poor and we do not estimate
any major improvement over FY2012-14E, as margin pressure persists and volatility in NIl
continues.

Brief description: Vijaya Bank is a mid-size public sector bank established in 1931 with GOI
shareholding of 53.8%. As of December 2010, the bank has 1,190 branches, a total FlI
shareholding in the bank of 8.6%, a loan book of INR 435,700mn and deposit base of INR

637,020mn.
Exhibit 99 — DuPont analysis
Dupont analysis F2003 F2004 F2005 F2006 F2007 F2008 F2009 F2010 F2011E F2012E F2013E F2014E
Interest income 9.5% 9.0% 7.9% 7.6% 7.6% 7.9% 8.8% 7.8% 8.1% 8.2% 8.1% 8.0%
Interest expense 5.8% 5.1% 4.2% 4.4% 4.7% 6.2% 6.9% 5.7% 5.8% 5.8% 5.7% 5.6%
Net interest income 3.7% 3.9% 3.7% 3.2% 2.9% 1.7% 1.9% 2.2% 2.3% 2.4% 2.3% 2.4%
Non interest income 2.0% 2.4% 1.3% 0.9% 0.7% 1.1% 1.2% 1.0% 0.8% 0.6% 0.6% 0.6%
Total revenue 5.6% 6.3% 5.0% 4.1% 3.6% 2.8% 3.1% 3.2% 3.1% 3.0% 2.9% 2.9%
Operating expense 3.2% 2.3% 2.0% 2.0% 1.8% 1.4% 1.6% 1.6% 1.8% 1.8% 1.8% 1.8%
PPOP 2.5% 4.0% 3.0% 2.1% 1.9% 1.3% 1.5% 1.6% 1.3% 1.2% 1.1% 1.2%
Loan loss provision 1.1% 1.4% 1.6% 1.5% 0.9% 0.7% 0.6% 0.5% 0.7% 0.7% 0.7% 0.7%
Profit from operations 1.3% 2.6% 1.4% 0.6% 0.9% 0.6% 0.9% 1.1% 0.6% 0.5% 0.4% 0.5%
Pre tax profit 1.3% 2.6% 1.4% 0.6% 0.9% 0.6% 0.9% 1.1% 0.6% 0.5% 0.4% 0.5%
Tax 0.2% 0.7% 0.0% 0.2% 0.0% -0.1% 0.5% 0.3% 0.2% 0.2% 0.1% 0.1%
ROA 1.1% 1.9% 1.4% 0.4% 0.9% 0.7% 0.4% 0.8% 0.4% 0.3% 0.3% 0.3%
Avg. gearing 23.9 20.1 18.3 18.7 20.7 22.6 21.1 20.0 20.7 21.9 23.5 25.4
ROE 26.7% 38.3% 26.0% 7.8% 18.6% 16.6% 9.4% 15.3% 8.4% 7.6% 7.4% 8.7%

Source: Company Data, E= MAPE Securities Estimates
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Financial Summary

Profit and loss statement (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Interest income 52,378 52,006 60,254 67,973 76,072
Interest expense 41,130 37,516 42,826 48,121 53,920
Net Interest Income 11,248 14,491 17,428 19,852 22,152
Fee income 1,288 852 895 939 986
Forex income 409 422 443 465 488
Capital Gains 3,042 2,834 1,500 500 500
Misc. Income 2,249 2,687 2,955 3,251 3,576
Total Non Int. Income 6,988 6,795 5,793 5,155 5,550
Total operating
Income 18,236 21,285 23,220 25,007 27,702
Employee exp. 5,975 7,056 9,173 10,549 12,131
Other exp. 3,660 4,025 4,428 4,871 5,358
Total operating exp. 9,247 10,716 13,198 14,977 17,002
Operating Profit 8,989 10,570 10,022 10,030 10,700
Prov. For
investment & others 2,232 (1,185) 1,000 1,000 1,000
Loan loss provision 1,342 4,744 4,552 4,751 5,468
Total provisions 3,574 3,558 5,552 5,751 6,468
Profit before tax 5,415 7,012 4,470 4,279 4,231
Provision for tax 2,790 1,939 1,475 1,412 1,269
Net profit 2,625 5,073 2,995 2,867 2,962
Core operating profit 5,947 7,735 8,522 9,530 10,200
Balance sheet data (INR mn)
(Year end March) F2009 F2010 F2011E F2012E F2013E
Share holders equity 31,493 34,752 36,870 39,021 41,242
Deposits 545,354 619,317 693,636 783,808 901,379
Borrowings 22,692 19,386 21,324 23,457 25,802
Other liabilities
& provisions 24,282 28,766 31,643 34,807 38,288
Total Liabilities 623,822 702,221 783,473 881,093 1,006,712
Cash & balances
with RBI 57,304 40,996 45,890 51,815 59,512
Balances with banks 19,418 14,497 15,222 15,983 16,782
Investments 173,877 211,074 205,194 228,927 250,095
Advances 354,677 415,217 495,131 560,576 654,605
Fixed assets 4,932 4,932 4,981 5,031 5,081
Other assets 13,614 15,505 17,056 18,761 20,637
Total assets 623,822 702,221 783,473 881,093 1,006,712
Earning assets 605,276 681,784 761,437 857,301 980,994
Avg. int. earning assets 574,657 643,530 721,610 809,369 919,147
Average loans 335,784 384,947 455,174 527,853 607,590
Avg. equity/
avg. assets (%) 4.7% 5.0% 4.8% 4.6% 4.3%
No. of shares (mn) 934 934 934 934 934
Capital Adequacy
Tier | ratio 7.7% 7.7% 7.4% 7.0% 6.6%
Tier Il ratio 5.4% 4.8% 5.0% 5.0% 5.0%
CAR 13.2% 12.5% 12.4% 12.0% 11.6%
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Per Share data and valuations

Year end March F2009 F2010 F2011E F2012E F2013E
Per Share data

EPS 2.8 5.4 3.2 3.1 3.2

Book Value 33.7 37.2 39.5 41.8 44.2
Core op. profit 6.4 8.3 9.1 10.2 10.9
DPS 0.5 1.7 0.8 0.8 0.8
Valuations

PE 29.4 15.2 25.8 26.9 26.1
Price to book 2.5 2.2 2.1 2.0 1.9
Op. profit 13.0 10.0 9.1 8.1 7.6
Dividend Yield 0.7 2.1 1.0 0.9 1.0
Ratio analysis

Year end March F2009 F2010 F2011E F2012E F2013E
Spread Analysis

Avg. yield on assets 11.4% 10.0% 10.0% 10.0% 9.8%
Cost of earning assets 7.2% 5.8% 5.9% 5.9% 5.9%
NIM 2.0% 2.3% 2.4% 2.5% 2.4%
Growth Ratios

Net interest income 35.5% 28.8% 20.3% 13.9% 11.6%
Non interest income 93.6% 31.3% -2.8% -14.7% -11.0%
Operating expenses 7.8% 31.9% 15.9% 0.0% 0.0%
Operating profit 36.0% 17.6% -5.2% 0.1% 6.7%
Deposits 13.7% 13.6% 12.0% 13.0% 15.0%
Advances 11.9% 17.1% 19.2% 13.2% 16.8%
Total assets

Profitabilisty Ratios

Return on equity 9.4% 15.3% 8.4% 7.6% 7.4%
Return on assets 0.4% 0.8% 0.4% 0.3% 0.3%
Efficiency Ratios

Cost income ratio 50.7% 50.3% 56.8% 59.9% 61.4%
Expenses/avg. assets 1.6% 1.6% 1.8% 1.8% 1.8%
Asset Quality

Annual LLP/ Adv. (bps.) 40.0 123.2 100.0 90.0 90.0
Gross NPL 6,988 9,945 11,379 13,724 15,797

Net NPL 2,923 5,818 4,552 4,223 4,861

Reserve Coverage 4,065 4,126 6,828 9,501 10,937

Gross NPL ratio 1.9% 2.4% 2.5% 2.6% 2.6%
Net NPL ratio 0.8% 1.4% 1.0% 0.8% 0.8%
Coverage ratio 58.2% 41.5% 60.0% 69.2% 69.2%

Source: Company Data, E= MAPE Securities Estimates
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