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SECTOR: BANKING

Rs342 BuyBSE SENSEX S&P CNX

19,092 5,724

Bloomberg VYSB IN

Equity Shares (m) 120.0

52-Week Range 444/235

1,6,12 Rel.Perf.(%) -3/-7/10

M.Cap. (Rs b) 45.1

M.Cap. (US$ b) 0.9

ING Vysya Bank's PAT grew 37% YoY to Rs8.3b in 3QFY11, led by strong growth in net interest income and fall in

provisions. PAT was ~10% higher than we had expected due to higher than estimated non interest income.

Positives: (1) Continued momentum in loan growth (+6% QoQ and +23% YoY), (2) QoQ decline of ~7% in GNPA in

absolute terms and QoQ improvement in PCR to 76% v/s 73%, and (3) Fee income growth of 21% YoY and ~6% QoQ.

Negatives: (1) Reported margins declined 24bp QoQ, led by 59bp increase in cost of deposits; however, adjusted for

income from MF, NIM declined to 3.26% v/s 3.39% in 2QFY11 and 3.37% in 1HFY11, (2) Fall in core CASA ratio to

33.5% v/s 34.8% a quarter ago, and (3) Continued high cost to income ratio of 60%+.

Valuation and view

Over FY11-13, we expect operating profit to grow at a CAGR of 19% and PAT to grow at a CAGR of 28% on the back of

(1) strong loan growth, (2) improving fee income growth, and (3) lower credit cost. RoA is likely to improve from 0.7% in

FY10 to ~1% by FY13, and RoE from 11.6% in FY10 to ~18% by FY13.

ING Vysya Bank (IVB) is a play on increasing return ratios backed by improvement in core operating performance and

improving balance sheet profile. IVB trades at 10.7x FY12E EPS of Rs32 and 8.2x FY13E EPS of Rs41.6, and at 1.5x

FY12E BV of Rs235.1 and 1.3x FY13E BV of Rs272. Strong growth coupled with improving return ratios could result in

a re-rating. We reiterate Buy with a target price of Rs475 (2x FY12E BV).
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Margins decline sharply QoQ - a negative surprise

Adjusted for income from MF, margins declined 13bp QoQ to 3.26%. Income from MF
during the quarter stood at Rs120m v/s Rs25m a quarter ago. In 9MFY11, adjusted NIM
was 3.33% v/s 3.21% in 9MFY10. Reported NIM declined 24bp QoQ and 31bp YoY to
3.1%, led by sharp increase in cost of deposits. Rising interest rate and fall in proportion of
CASA led to 59bp QoQ increase in cost of deposits whereas YoL improved 35bp QoQ.

NII grew 12% YoY and 3% QoQ to Rs2.46b (6% lower than our expectation of Rs2.6b).
Adjusted for income from MF, NII grew 18% YoY. With increase in bulk deposit rates and
retail term deposit rates over the last six months, pressure on cost of deposits is likely to
increase further. However, banks' strong pricing power will provide a cushion to margins.

Loan growth in line with industry

Loan book grew 23% YoY and 6% QoQ to ~Rs215b. Composition of loans remained
stable QoQ. On a sequential basis, home loans grew ~9% while SME loans were up 10%.
However, decline in unsecured retail loans (15% QoQ) led to some drag on overall loan
growth. Going ahead, SME and secured retail loans would continue to be the key growth
drivers.
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Deposits grew 5% QoQ and 16% YoY to ~Rs273b. CASA deposits declined 2.5% QoQ
(up ~21%YoY) to Rs91b, lagging overall deposit growth. Current account deposits declined
4% QoQ (up ~18% YoY) and savings deposits remained flat on a sequential basis, leading
to 240bp decline (calculated) in CASA ratio. However, core CASA ratio declined 130bp
QoQ. CD ratio stood at 78.7% v/s 77.6% a quarter ago and 74.7% a year ago.

Fee income grew 20%+; C/I ratio up QoQ

Core fee-based income grew ~6% QoQ and 21% YoY to Rs1.3b. Recoveries during the
quarter were stable at Rs70m QoQ (Rs100m in 3QFY10). Treasury income was lower at
Rs120m v/s Rs630m in 2QFY11 (the bank had booked profit on stake sale of CARE).
During the quarter bank booked Rs120m on account of sale of property. We expect fee
income growth to be in line with loan growth on the back of expanding geographical
coverage, customer base, product portfolio and increased focus on cross-selling.

Operating expenses grew 24% YoY but declined 4% QoQ. Core cost to income ratio
remains high at 60%+, as the bank continues to expand its presence. During the quarter,
IVB expanded its branch network by 16 to 491. While it has not disclosed its liability
arising out of enhancement in gratuity limit, it is providing adequately to cover this amount.
IBA has sought approval from RBI to amortize this liability over a period of five years or
set off against reserves.

Asset quality improves QoQ

GNPA ratio improved QoQ to 2.66% in 3QFY11 (down 15bp QoQ, and stable YoY).
Even in absolute terms, GNPA declined 7% QoQ to Rs5.6b. NNPA ratio declined to
0.64% (down 17bp QoQ and 103bp YoY). NNPA in absolute terms declined 53% YoY
and 16% QoQ to Rs1.4b. Provision coverage ratio improved to 76%, up from 73% in
2QFY11 and 38% in 3QFY10.

Provisions remained high in 1HFY11, as the management made accelerated provisions to
increase the PCR to 70%+. With conservative approach adopted for NPA recognition in
FY10 and PCR at 76%, we expect credit cost to be significantly lower in FY12, giving a
fillip to profitability. During the quarter, the bank made additional provision of Rs174m for
dual rate housing loan scheme, which translates into dual rate loan proportion of ~Rs10b
(~22% of the outstanding mortgage loans). For making this provision, the bank has reversed
Rs141m of excess standard asset provision made earlier.
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Trend in deposit growth (YoY, %)

Trend in loan growth (YoY, %)

Trend in CASA ratio (%)

Trend in CASA per branch (Rs m)

Source: Company/MOSL
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Trend in NPA

Quarterly trend in margins (%)

Trend in C/I ratio (%)

Source: Company/MOSL
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Comparative valuations
ING Vysya Yes Bank Federal Bank

P/E (x) FY11E 13.5 12.3 11.2

FY12E 10.7 9.5 9.6

P/BV (x) FY11E 1.7 2.4 1.2

FY12E 1.5 1.9 1.1

RoE (%) FY11E 12.9 21.0 11.5

FY12E 14.5 22.3 12.3

RoA (%) FY11E 0.8 1.6 1.2

FY12E 0.9 1.4 1.2

Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 43.4 43.5 44.8

Domestic Inst 12.2 11.1 15.5

Foreign 27.8 28.2 24.5

Others 16.6 17.1 15.3

ING Vysya Bank: an investment profile

Stock performance (1 year)

EPS: MOSt forecast v/s Consensus (Rs)
MOSt Consensus Variation

Forecast Forecast (%)

FY11 25.4 26.2 -2.9

FY12 32.0 32.9 -2.6

Target price and recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

342 475 38.9 Buy

Company description

ING Vysya Bank (IVB, earlier known as Vysya Bank) is
one of India's oldest private sector banks with operating
history of 80 years. As of December 2010, it had a branch
network of 491 and customer base of 2m. ~75% of its
branches are in South India, which accounts for ~50% of
its total business. SME and Indian trading community has
been the traditional strength of the bank. In 2002, ING
acquired 43.8% stake in the bank and took over
management control.

Key investment arguments

 With systems and processes in place and increasing
risk appetite, IVB should grow faster than industry.

 IVB's focus on raising branch and employee
productivity is leading to improvement in cost to core
income (C/I) ratio and RoA.

 With strong improvement in economic environment and
seasoned loan book, we believe NPAs have peaked
and credit cost will fall, driving strong earnings growth.

Key risks

 If due to some unforeseeable circumstances, there is a
delay in opening of branches, it could limit the bank's
ability to expand its low-cost deposit base.

 Increasing exposure to high yielding segment may result
in higher credit cost, impacting profitability.

Recent developments

 ING Vysya Bank and Angel Broking have entered into
a strategic tie-up to offer customers a savings account,
a demat account and an Angel trading account on a
single platform.

 Mr Arun Thiagarajan has been appointed as part-time
Chairman for a period of three years (with effect from
9 August 2010).

Valuation and view

 IVB trades at 10.7x FY12E EPS of Rs32 and 8.2x
FY13E EPS of Rs41.6, and at 1.5x FY12E BV of
Rs235.1 and 1.3x FY13E BV of Rs272. Strong growth
coupled with improving return ratios could result in a
re-rating. Buy with a target price of Rs475.

Sector view

 Loan growth remains strong. However, rising inflation
and increasing interest rates are the near-term
headwinds for the sector.

 Our economist expects current tightness in liquidity to
start easing in 4QFY11, allaying the pressure of
significant NIM compression.

 We believe that margins would start compressing, but
gradually. With strong loan growth and high CD ratio,
there is strong pricing power with banks.

 Banks with high CASA deposits and lower proportion
of bulk deposits will be preferred bets.
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement ING Vysya Bank
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.
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