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Industrial Development Bank of India (IDBI)

BUY  
Market Data 

Current Market Price (INR) 161

Target Price (INR) 215

Upside Potential 33%

52 Week High / Low (INR) 202/106

We rate IDBI bank a BUY. The Industrial Development Bank of India Limited (IDBI) is
one of India's leading public sector banks and 4th largest Bank in overall ratings. It is
currently 10th largest development bank in the world in terms of reach with 1228
ATMs, 750 branches and 490 centers. Established in 1964 as a development financial
Institution, IDBI’s role was facilitating the industrial and economic development of the
country through project finance. It also pioneered the capital market development by

52 Week High /  Low (INR) 202/106

Market Capitalization (In INR Mn) 165720

y g j y
setting up agencies like NSE, NSDL, CARE and SHCIL and equity holding in these
institutions form a part of banks strategic investments. Post the recent capital infusion of
more than INR 3000 cr (at INR 120 per share) through preferential capital, the stake of
Govt has increased from 52.7% to 65.2%.

Investment Rationale

 Restructuring of the asset profile to improve fundamentals

STOCK SCAN

BSE C d 500116

g p p

 Growth in CASA & strong branch expansion plans to boost deposit growth

 Net Interest Margin is expected to improve

 Capital adequacy well above prudential norms

 Asset Quality can put up negative surprises in near term – however may peak out in
BSE Code 500116

NSE Code IDBI

Bloomberg Ticker IDBI IN

Reuters Ticker IDBI.BO

Face Value (INR) 10

Equity Share Capital (INR. Mn.) 7248.1

Average P/E/PBV 8.1/0.94

FY11

Key Risks

More than expected increase in slippages due to interest rate hike

 Less than anticipated CASA share improvement

ve age / / V

Beta vs Sensex 1.31

Average Daily Volmes (6 M) 4878660

Dividend Yield (%) 1.65

Stock Return (1 Yr) 59.7

More than anticipated increase in wholesale funding cost

160.0

180.0

Particulars (in INR Mn) 2009 2010 2011E 2012E 2013E

Total Income 27158.0 45584.0 60491.9 71948.2 85068.4

Growth% 20.3% 67.8% 32.7% 18.9% 18.2%

NII 12394.0 22674.0 43247.9 52117.6 62263.2

Growth% 83% 82 9% 90 7% 20 5% 19 5%

20.0

40.0

60.0

80.0

100.0

120.0

140.0

9 0 0 0 0 0 0 0 0 0 0 0

Growth% 83% 82.9% 90.7% 20.5% 19.5%

Net Profit 8585.0 10212.0 14792.8 23267.5 27301.5

Growth% 10.3% 19.0% 44.9% 57.3% 17.3%

EPS 11.8 14.1 15.0 23.6 27.7

P/E * 14.41 12.06 11.31 7.19 6.13 

NIM% 0.8% 1.1% 1.75% 1.80% 1.93%

ROE 9.1% 10.0% 12.7% 17.4% 15.6%

Microsec Research

* All prices as on 3rd December’10                                              Source: Company, Microsec Research
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NNPA% 0.9 1 1.05 0.95 0.8

BV 95.8 103.3 118.5 133.5 170.6

Adj.BV 85.8 93.3 103.5 118.5 155.6

P/Adj. BV * 1.98 1.82 1.64 1.43 1.09



Name Designation Previous Organization Experience (Years)

Mr. R. M. Malla Chairman & MD IFCI, SIDBI 35

Mr. P. Sitaram CFO NA 30

Management

Company Background

Strategic Investments

The entire process of
amalgamation of IDBI
Gilts and IDBI Home
Finance, the two wholly
owned subsidiaries of
IDBI Bank into theIDBI Bank, into the
parent is expected to be
completed by this fiscal-
end. The amalgamation of
Home Finance will help
IDBI Bank increase its
retail portfolio on the
housing loans side

Microsec Research
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Investment rationale

Restructuring of the asset profile to improve fundamentals going forward

The bank’s loan book has grown at a CAGR of 27.2% over the last 5 years, which is well above the
average industry growth rate. However the new management is more focused on reducing the
share of low yielding, high volume industrial assets from its books, which may impact their loany g g y p
book growth in the next 9-12 months (19.6% CAGR over FY10-13 V/S 27.2% CAGR over FY06-
10). We believe this would act as a positive for the bank as it is expected to increase its RoE from
10% in FY10 to 15.6% by FY13 and RoA from 0.44% to 0.71% by FY13. With a CAR of 14.2% (as
on Sep’10) post INR 30 Bn capital infusion from government and additional room to raise INR 60
Bn of Tier-1 and Tier-2 capital gives the bank sufficient headroom for loan growth in future.
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Lowering dependence on the corporate book….
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Source: Company, Microsec Research

Growth in CASA & strong branch expansion  plans to boost deposit growth

0%

FY09 FY10 H1'FY11

Corporate Agri Retail SME

The bank’s deposits have also grown at a scorching pace , 59.4% (CAGR for last 5 years), but most
of the growth has been led by term deposits. Through the merger with IDBI, IDBI bank has got
some legacy book which is much similar to a DFI. Although bulk borrowing were replaced by
bulk deposits which are usually high cost deposits, it effects banks NIMs quite hard (one of the
lowest among PSBs). With more focus on augmenting retail base (adding over 300 branches in next
12 to 18 months), rolling off term deposits, we expect CASA to grow at a CAGR of 31.2% over
FY10-13.

With more focus on
augmenting retail base
(adding over 300
branches in next 12 to
18 months), rolling off
term deposits , we
expect CASA to grow atexpect CASA to grow at
a CAGR of 31.2% over
FY10-13.
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Margin is expected to improve

Net interest margin is expected to improve by 83bps by FY13. However, the management is confident
of maintaining margins at 1.75-2% on the back of re-pricing of high cost deposits and pick up in
business growth. We expect 300 retail branch addition to boost the retail base and augment the low
cost CASA base from the current 14.6% to 19.5% by FY13, which would impact the NIMs positively.

INR 233 Bn deposits are
coming for repricing by

2008 2009 2010 2011E 2012E 2013E

Yield on advances% 9 9.8 8.9 9.1 9.3 9.6

Yield on Investments% 4.7 5.3 6.8 6.9 7 7.1

Cost of deposits% 6.5 7.1 6.6 6.3 6.4 6.4

cost of funds% 6.5 6.6 6 6.2 6.5 6.6
co g o ep c g by
March’11. Reduction in
bulk deposits and repricing
are expected to boost NIMs

NIM 0.6% 0.8% 1.1% 1.75% 1.80% 1.93%

Maturity Profile (INR Mn) As on Sep'10 Amount % share

Upto 6 months 233450 17.9%

6 months - 1 year 84600 6.5%

1-3 year 463510 35.6%

3 5 195320 15 0%

Source: Company, Microsec Research

Asset Quality can put up negative surprises in near term – however may peak out in FY11.

h fl d l d l h h b k h

3-5 year 195320 15.0%

> 5 years 325250 25.0%

Total 1302130

With recent negative news flows regarding MFIs, telecom sector and real estate, where the bank has
on an average 2-4% exposure, we may see some negative surprises in one or two quarters going
forward. However we believe the asset quality concerns will peak out in FY11 on the back of strong
focus on recoveries and shedding off its legacy loan book .
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restructured assets where 40

45

1 4

1.6

1.8

20% slippage rate can
make the asset quality
under pressure in the
remaining parts of FY11.

20

25

30

35

0 2

0.4

0.6

0.8

1

1.2

1.4

Microsec Research

6 Source: Company, Microsec Research

200.2

2009 2010 2011E 2012E 2013E

Gross NPA Ratio% Net NPA Ratio% Coverage Ratio% (RHS)

7th December’ 2010



1.11

1.42

0.62

1.06

0.8

1

1.2

1.4

1.6

NPA%

Source: Company, Microsec Research

0

0.2

0.4

0.6

Agri & Allied activities Industry (MSME) Services Personal Loans

Capital adequacy well above prudential norms

The capital adequacy at 14.2% is more than adequate for a 18%+ credit growth for the bank. The Tier-1 
capital ratio stood at 9% at the end of FY10. Additional room to raise INR 60 Bn of Tier-1 and Tier-2 
capital gives the bank  sufficient headroom from loan growth in future.

CAR at 14% is more than
adequate for a 18%+ credit
growth for the bank.

Items FY06 FY07 FY08 FY09 FY10

Operational productivity is on the rise

No. of offices 173 442 509 520 705

No. of employees 4548 7482 8253 10201 12213

Business per employee (in INR lakh) 1718.24 1387.16 1809.17 2030.33 2417.42

Profit per employee (in INR. lakh) 12.45 8.44 8.86 8.42 8.44

Wages as % to total expenses 5 44 4 38 4 62 4 89 5 10Wages as % to total expenses 5.44 4.38 4.62 4.89 5.10

Source: Company, Microsec Research
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Fee Income growth encouraging

The fee income of the bank grew by 22% YoY almost in line with growth in advances. For the
half year the growth was as high as 34% and the bank expects that it will maintain this growth for
FY11E. This has also helped in absorbing cost pressure and has maintained the Cost to Income
Ratio to less than 40%. At present the bank’s CMS penetration is just 30% and leaves a lot to be
explored. Another positive observation is that the share of trading income (market driven) to

h i i h d liother income is on the decline.
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that the share of trading
income (market driven)
to other income is on
the decline.

Investment book

IDBI Bank’s investment book is less volatile as almost 75% of the book as on Sep’10, is HTM(held till
maturity) and 85% of this is in Government securities. The AFS portfolio in Govt securities stood at
7.5% of the total Govt. Securities held, which makes the investment book less volatile in case of
increasing bond yield scenario.

Source: Company, Microsec Research

(INR Crs)
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Valuation & Recommendation

At CMP, the stock is trading at 1.1x of its FY13E ABV. We value the standalone business at 1.25x of its
FY13E Adjusted Book Value (ABV) at INR 195 while we ascribe per share value of 19.56 for its
investments thus arriving at a SOTP based target price of 215 per share. We recommend a BUY on this
stock with a time horizon of 12 months.

A new management team, re-structuring of the asset profile, improving CASA and improving asset
quality are expected to help the bank in improving its financial going forward.

Our target price has revised lower from INR 235 earlier to INR 215 on the back of increase in equity
base due to the recent capital infusion from government. All other valuation parameters are same as
before. More than INR 3000 cr (at INR 120 per share) got infused through preferential capital, the stake
of Govt has increased from 52.7% to 65.2%.

IDBI - Valuation of unlisted investments % stake Valuation  (INR Mn) Value of IDBI's stake No of shares of IDBI Value per share

Asset Reconstruction Corporation (ARCIL) 19.2 12000 2304 984 2.34

Credit Analysis & Rating (CARE) 25.8 15000 3870 984 3.93

Clearing Corporation of India (CCIL) 6.5 5413 351.845 984 0.36

National Securities Depository (NSDL) 30 7020 2106 984 2.14

National Stock Exchange (NSE) 5 135000 6750 984 6.86

Securities Trading Corporation (STCI) 6.6 10000 660 984 0.67

Small Industries Development Bank of India (SIDBI) 19.2 8500 1632 984 1.66

Stock Holding Corporation (SHCIL) 19 7500 1425 984 1.45

United Stock Exchange of India Limited 1.2 12000 144 984 0.15

Total INR 19.56

Source: Microsec Research, Google

Microsec Research
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Financials & Projections

Income Statement

in Mn 2009 2010 2011E 2012E 2013E

Interest earned 115451.0 152726.0 188746.7 228119.2 274020.5

Interest expense 103057.0 130052.0 145498.8 176001.6 211757.3

NII 12394.0 22674.0 43247.9 52117.6 62263.2

Other Income 14764.0 22910.0 17244.0 19830.6 22805.2

Total Income 27158.0 45584.0 60491.9 71948.2 85068.4

Operational expense 13379.0 18314.0 24196.8 28059.8 33176.7

Gross Profit (ppp- Pre Provision Profit) 13779.0 27270.0 36295.2 43888.4 51891.7

Provisions 3923.0 13595.0 16031.0 14804.0 17764.8

PBT 9856.0 13675.0 20264.2 29084.4 34126.9

Tax 1271.0 3463.0 5471.3 5816.9 6825.4

PAT 8585 0 10212 0 14792 8 23267 5 27301 5PAT 8585.0 10212.0 14792.8 23267.5 27301.5

EPS 11.8 14.1 15.0 23.6 27.7

Balance Sheet

in Mn 2009 2010 2011E 2012E 2013E

Liabilities

Equity Capital 7248 7248 9843 9843 9843

Reserve & Surplus 86974 94384 106737 124187 164663

Networth 94222 101632 116580 134030 174506

Deposits 1124010 1676671 2005965 2407158 2840446.44

Borrowings 444170 477095 568215 653,447.3 751,464.3

Other Liabilities 61604 80306 81606 78585 74566

Total 1724006 2335704 2772365 3273220 3840983

AssetsAssets

Fixed Asset 28241 29970 32014.5 36817 38658

Cash & balances with RBI 85915 139035 146672 220674 231707

Balances with banks & Call money 26278 6794 78085 103131 108287

Investments 500476 733455 802986.8 868514 1079824

Advances 1034445 1382019 1666726.4 1973869.56 2368643.5

Other Assets 48651 44431 45881 70216 13863

Total 1724006 2335704 2772366 3273220 3840983

Source: Company, Microsec Research

Microsec Research
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Financials & Projections…

Spread Analysis 2009 2010 2011E 2012E 2013E

Yield on advances% 9.8 8.9 9.1 9.3 9.6

Yield on Investments% 5.3 6.8 6.9 7 7.1

Cost of deposits% 7.1 6.6 6.3 6.4 6.4

cost of funds% 6 6 6 6 2 6 5 6 6cost of funds% 6.6 6 6.2 6.5 6.6

NIM 0.8% 1.1% 1.75% 1.80% 1.93%

Growth% 2009 2010 2011E 2012E 2013E

Advances 25.83% 33.60% 20.60% 18.43% 20.00%

NII 83.2% 82.9% 90.7% 20.5% 19.5%

PAT 17.7% 19.0% 44.9% 57.3% 17.3%

Operating Metrices 2009 2010 2011E 2012E 2013E

Cost to Income 49.3% 40.2% 40.0% 39.0% 39.0%

ROE 9.1% 10.0% 12.7% 17.4% 15.6%

ROA 0.50% 0.44% 0.53% 0.71% 0.71%

Asset Quality 2009 2010 2011E 2012E 2013E

Gross NPA Ratio 1.4 1.5 1.58 1.51 1.4

Net NPA Ratio 0.9 1 1.05 0.95 0.8

Coverage Ratio 33.9 34 34 36 43.2

CRAR Ratio 2009 2010 2011E 2012E 2013E

Tier1 Ratio 6.8 6.2 10 10 10

Tier2 Ratio 4.8 5.1 4 3 3

CAR% 11.6 11.3 14 13 13

Source: Company, Microsec Research

Valuation Ratios 2009 2010 2011E 2012E 2013E

PE 14.41 12.06 11.31 7.19 6.13 

P/BV 1.75 1.63 1.42 1.23 0.95

P/ABV 1.98 1.82 1.64 1.43 1.09

Key Risks to our call

More than expected increase in slippages due to interest rate hike.

 Less than anticipated CASA improvement.

Microsec Research
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More than anticipated increase in wholesale funding cost.
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Ajay Jaiswal: President, Investment Strategies, Head of Research: ajaiswal@microsec.in 

Fundamental Research                                                                                                         

Name Sectors Designation Email ID

Nitin Prakash Daga IT, Telecom & Entertainment AVP-Research npdaga@microsec.in

Naveen Vyas Midcaps,Market Strategies
AVP-Research nvyas@microsec.in

y p , g

Harsh Jain Oil & Gas, Energy & Power Sr. Research Analyst hjain@microsec.in

Nitesh Goenka BFSI Sr. Research Analyst ngoenka@microsec.in

Abhisek Sasmal BFSI Research Analyst asasmal@microsec.in
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Disclaimer

This document is prepared by the research team of Microsec Capital Ltd. (hereinafter referred as “MCL”) circulated for purely
information purpose to the authorized recipient and should not be replicated or quoted or circulated to any person in any form.
This document should not be interpreted as an Investment / taxation/ legal advice. While the information contained in the
report has been procured in good faith, from sources considered to be reliable, no statement in the report should be considered
to be complete or accurate. Therefore, it should only be relied upon at one’s own risk. MCL is not soliciting any action based on
h i di i i i d d f h h h i d k b d h i f i i d i hithe report. No indication is intended from the report that the transaction undertaken based on the information contained in this

report will be profitable or that they will not result in losses. Investors must make their own investment decisions based on their
specific investment objectives and financial position and using such independent advisors, as they believe necessary. We and our
affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material may: (a)
from time to time, have long or short positions in, and buy or sell the securities thereof, of company (ies) mentioned herein or
(b) be engaged in any other transaction involving such securities and earn brokerage or other compensation discussed herein or
act as advisor or lender I borrower to such company (ies) or have other potential conflict of interest with respect to any
recommendation and related information and opinions. The same persons may have acted upon the information contained here.
N i h h Fi i di l i h ll b li bl f d h h di
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Neither the Firm, nor its directors, employees, agents, representatives shall be liable for any damages whether direct or
indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the
use of the information.
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