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2QFY12 Results Update | Sector: Financials

South Indian Bank (SIB) reported 2QFY12 PAT of INR950m, up 23% YoY (14% higher than our estimate) led by higher
than estimated NII. Sharp improvement in NIM of 40bp QoQ led to NII growth of 31% YoY (up 26% QoQ) to INR2.6b (21%

above our estimate). Lower-than-expected non-interest income (INR531m against our estimate of INR568m) and higher-

than-expected opex of INR1.5b partially negated the impact of higher NII.

 Loans grew 5% QoQ and 30% YoY to INR230b, while deposits grew 4% QoQ and 32% YoY to INR330b. CD ratio

improved marginally to 70.7% v/s 70% in 1QFY12.

 Reported NII grew 26% QoQ to INR2.6b (higher than our estimate of INR2.1b). Margins for 1HFY12 stood at 2.97%.

Derived margins improved 40bp QoQ to 3.17%. While the cost of deposits increased marginally by 12bp QoQ to

7.72%, yield on loans improved 72bp QoQ to 12.47%, leading to higher margins.

 In absolute terms, GNPA declined 3% QoQ while in percentage terms GNPA declined by 8bp to 0.99%. Provision

coverage (excluding technical write offs) improved to ~75% v/s 73% in 1QFY12.

 CASA grew 4% QoQ and 18% YoY to INR70.4b.

 Non-interest income grew 18% YoY to INR531m against our estimate of INR568m. Fee income growth moderated to

3% YoY (up 10% QoQ) to INR350m. Income from forex increased to INR68m from INR49m in 1QFY12.

Valuation and view: With increasing presence, healthy growth and robust asset quality, SIB is well positioned to reap
the benefits of strong economic growth. We expect SIB to report EPS of INR3.3 and BV of INR17.5 in FY12, and EPS of

INR3.8 and BV of INR20.5 in FY13. We expect SIB to sustain RoA at 0.9%+ and RoE to be ~20% in FY12 and FY13.

The stock trades at P/BV 1.3x FY12E BV and 1.1x of its FY13E BV. Maintain Buy with the target price of INR27.

Alpesh Mehta (Alpesh.Mehta@MotilalOswal.com) + 91 22 3982 5415

Sohail Halai (Sohail.Halai@motilaloswal.com)+ 9122 3982 5430 / Umang R Shah (Umang.Shah@MotilalOswal.com) + 91 22 3982 5521
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Quarterly performance v/s our estimates and reasons for deviation (INR m)
Y/E March 2QFY12A 2QFY12E Var. (%) Comments

Net Interest Income 2,588 2,138 21 Margin increase of ~40bp QoQ - a

% Change (YoY) 31 8 positive surprise

Other Income 531 568 -7 Fees disappoints

Net Income 3,119 2,706 15

Operating Expenses 1,455 1,208 20 Opex significantly above est

Operating Profit 1,663 1,498 11

% Change (YoY) 33 20

Other Provisions 238 240 -1 Higher MTM leading to inline provisions

Profit before Tax 1,425 1,258 13

Tax Provisions 476 428 11

Net Profit 950 830 14 Margin expansion leading to

% Change (YoY) 23 8 positive surprise

Source: Company/MOSL

Business growth remains strong: Loans grew 5% QoQ and 30% YoY to INR230b,
while deposits grew 4% QoQ and 32% YoY to INR330b. CD ratio improved marginally to
70.7% from 70% in 1QFY12. Incremental CD ratio was 84.5%. Management has guided
for loan growth of ~27% and deposit growth of ~21% (above the industry average) for
FY12. SIB expects to maintain its CD ratio at ~72%. CASA grew 4% QoQ and 18% YoY
to INR70.4b. While SA deposits grew 18% YoY (up 5% QoQ), CA deposits grew 17%
YoY (but declined 4% QoQ). Calculated CASA fell ~17bp QoQ to 21.3%.

Strong improvement in margins (40bp QoQ) boost NII growth: NII grew 26%
QoQ to INR2.6b (higher than our estimate of INR2.1b). 1HFY12 margins stood at 2.97%.
Derived margins improved 40bp QoQ to 3.17%. While cost of deposits increased marginally
by 12bp QoQ to 7.72%, yield on loans improved 72bp to 12.47% leading to higher margins.
Since May 2011, the bank increased its base rate and PLR by ~90bp leading to a sharp
improvement in yield on loans. Yield on investments improved to 6.77% v/s 6.69% a
quarter ago. The management intends to maintain margins at 3% in FY12.

Asset quality improves QoQ: In absolute terms, GNPA declined 3% QoQ and in
percentage terms GNPA declined by 8bp to 0.99%. NNPA, in percentage terms, declined
by 4bp to 0.25% (down 8% QoQ in absolute terms). Provision coverage (excluding technical
write offs) improved to ~75% from 73% in 1QFY12. Provisions for 2QFY12 were in line
with our estimate, at INR238m. During the quarter, the bank restructured loans worth
INR810m (~0.4% of loan book) largely pertaining to micro finance segment. The
management does not foresee stress on its asset quality.

Non-interest income lower than our estimate, though up 18% YoY: Non-interest
income grew 18% YoY to INR531m against our estimate of INR568m. Fee income growth
moderated to 3% YoY (up 10% QoQ) to INR350m. Income from forex increased to
INR68m from INR49m in 1QFY12. Treasury gains declined to INR113m from INR149m
in 1QFY12 and INR62m in 2QFY11.

Other highlights: (1) SIB continues to have strong capitalization, with CAR at 13.5%
and tier-I CAR at ~10.8%; (2) Contingent liability due to disputed income tax liability was
~INR1.2b for which no provision has been made.
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We upgrade earning estimates by 5%+ to foster in higher than expected NII growth (INR b)
Old Estimates Revised Estimates Change (%)

FY12 FY13 FY12 FY13 FY12 FY13

Net Interest Income 8.9 10.9 9.9 11.7 12.1 7.3

Other Income 2.4 2.8 2.3 2.6 -6.2 -5.8

Total Income 11.3 13.6 12.2 14.3 8.2 4.6

Operating Expenses 5.0 5.8 5.4 6.2 8.7 7.0

Operating Profits 6.3 7.8 6.7 8.0 7.7 2.9

Provisions 1.1 1.4 1.2 1.5 10.3 0.7

PBT 5.2 6.4 5.6 6.6 7.1 3.4

Tax 1.8 2.2 1.9 2.2 7.1 3.4

PAT 3.4 4.2 3.7 4.3 7.1 3.4

Loans 260 325 262 328 0.8 0.8

Deposits 374 464 374 464 0.0 0.0

RoA 0.9 0.9 1.0 0.9

RoE 18.7 19.8 20.0 20.2

Source: Company/MOSL

SIB: One year forward P/E SIB: One year forward P/BV
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Valuation and view

SIB has been growing at a healthy rate with stable/improving operating parameters. Margins
improved sharply in 2QFY12. Consistent and improving performance on asset quality
increases our comfort. Recently the bank passed a resolution allowing it to raise equity of
INR10b through a QIP, which could provide further cushion to margins. However we are
not factoring in a dilution in our estimates.

With increasing presence, healthy growth and robust asset quality, we believe SIB is well
positioned to reap the benefits of strong economic growth. Key risks are: (1) lower share
of fee income, (2) higher reliance on gold loans and (3) slippages and credit cost being at
its lowest level in past three years, have an upside risk.

We expect SIB to post EPS of INR3.3 and BV of INR17.5 in FY12, EPS of INR3.8 and
BV of INR20.5 in FY13. We expect SIB to sustain RoA at 0.9%+ and RoE at ~20% in
FY12 and FY13. The stock trades at P/BV 1.3x FY12E BV and 1.1x of its FY13E BV.
Maintain Buy with a target price of INR27 (a 14% upside).
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Quaterly trends

Deposit growth remain strong

Fee income growth moderates

Asset quality remains healthy

 Deposit growth continues at above the industry average

 Fee income growth moderated in 2QFY12; Share of fee income

remains low

 Slippages and credit costs are at it lowest level in the past three

years

Strong loan growth

 In 2QFY12 loans grew 5% QoQ and 30% YoY to INR233b

Margins improve sharply QoQ

 Sharp increase in yield on loans (up 72bp QoQ) led to higher

margins

Trend in CASA deposits

 SA deposits grew 18% YoY; CA deposits grew 17% YoY
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Quarterly Snapshot
FY11                FY12 Variation (%) Cumulative Numbers

1Q 2Q 3Q 4Q 1Q 2Q QoQ YoY 1HFY11 1HFY12 YoY

Gr (%)

Profit and Loss (INR m)

Interest Income 5,401 5,795 6,227 7,037 7,687 8,773 14 51 11,196 16,460 47

Loans 4,211 4,556 4,966 5,567 6,100 7,019 15 54 8,767 13,119 50

Investment 1,096 1,164 1,232 1,324 1,440 1,515 5 30 2,260 2,956 31

Others 94 75 29 147 147 238 62 218 169 385 128

Interest Expenses 3,728 3,822 4,179 4,821 5,638 6,185 10 62 7,550 11,822 57

Net Interest Income 1,674 1,973 2,048 2,216 2,050 2,588 26 31 3,647 4,637 27

Other Income 417 449 497 605 516 531 3 18 865 1,047 21

Trading profits 92 62 97 139 149 113 -24 82 154 262 70

Forex Income 41 46 48 55 49 68 37 46 88 117 34

Fee income 283 340 352 412 318 350 10 3 623 668 7

Total Income 2,090 2,422 2,545 2,821 2,566 3,119 22 29 4,512 5,685 26

Operating Expenses 1,046 1,174 1,116 1,289 1,135 1,455 28 24 2,220 2,590 17

Employee 675 774 691 759 690 877 27 13 1,449 1,568 8

Others 372 400 426 530 444 578 30 45 771 1,022 33

Operating Profits 1,044 1,248 1,429 1,532 1,431 1,663 16 33 2,292 3,095 35

Provisions 167 68 298 264 208 238 14 250 235 447 90

PBT 877 1,180 1,130 1,268 1,223 1,425 17 21 2,057 2,648 29

Taxes 293 410 377 450 398 476 19 16 703 874 24

PAT 584 770 754 818 825 950 15 23 1,354 1,774 31

Asset Quality

GNPA 2,231 2,277 2,536 2,303 2,364 2,305 -3 1 2,277 2,305 1

NNPA 648 671 743 600 635 583 -8 -13 671 583 -13

GNPA (%) 1.3 1.3 1.3 1.1 1.1 1.0 -8 -28 1.3 1.0 -28

NNPA (%) 0.4 0.4 0.4 0.3 0.3 0.3 -4 -13 0.4 0.3 -13

PCR (Calculated, %) 71 71 71 74 73 75

Credit Cost (%) 0.27 0.03 0.42 -0.08 0.05 0.00

Ratios (%)

Non Int. to Total Income 19.9 18.5 19.5 21.4 20.1 17.0 19.2 18.4

Cost to Core Income 53.5 50.7 46.5 49.1 47.9 49.5 49.2 45.6

Tax Rate 33.4 34.7 33.3 35.5 32.6 33.4 34.2 33.0

Loan/Deposit 72.4 71.9 71.1 70.0 70.0 70.7

CASA Reported 25.1 23.9 22.4 21.5 21.5 21.3

CAR 16.0 15.9 14.9 14.0 13.5 13.5

Tier I 13.1 13.1 12.3 11.3 10.9 10.8

Cumulative Margins (%) - Reported

Yield on loans 10.8 10.6 10.7 10.9 11.8 12.1 36 150 10.69 11.93 124

Yield on Investments 6.1 6.3 6.4 6.4 6.7 6.7 4 44 6.20 6.71 52

Cost of Deposits 6.4 6.3 6.4 6.6 7.6 7.7 6 132 6.39 7.63 125

Margins 2.8 3.0 3.0 3.1 2.8 3.0 20 -3 2.92 2.87 -4

Balance Sheet (INR B)

Gross Advances 169 180 192 208 222 233 5 30

Deposits 233 251 270 297 316 330 4 32

CASA Deposits 59 60 60 64 68 70 4 18

Savings Account 47 49 50 52 55 58 5 18

Current Account 11 11 11 12 13 13 -4 17

NRE Deposits 38 37 37 39 40 40 0 7

As a % to total deposits 16.1 14.7 13.7 13.1 12.5 12.0 -54 -273

Source: Company/MOSL
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EPS: MOSL forecast v/s consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 3.3 2.9 10.4

FY13 3.8 3.6 8.0

Shareholding pattern (%)
Jun-11 Mar-11 Jun-10

Promoter 0.0 0.0 0.0

Domestic Inst 9.6 10.5 11.3

Foreign 38.8 36.2 40.3

Others 51.6 53.4 48.4

1-year Sensex rebased
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Financials and Valuation
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