
 

     

abc
Global Research

Share price outperformance: IIB shares have seen a sharp spurt in the past 45 days from 

a low of INR226 to INR316, implying a 40% run up and 7% and 20% outperformance 

compared with the Bankex and Sensex indices, respectively. Over the past 12 months IIB 

has been one of the top performing banking stocks, outperforming both the Bankex and 

Sensex by 40% each. This is despite the foreign holding in the bank remaining close to the 

permissible holding levels at c70-71%, (the allowable limit is 74% and RBI’s caution 

limit is 72%), implying substantial investor interest in the stock. 

Exclusion from MSCI to weigh on stock’s performance: IIB will be excluded from the 

MSCI Index from 29 February 2012 due to low foreign room. As per our Equity 

Quantitative Analysis Team, IIB could see cUSD31m outflow over the next few trading 

sessions, which could lead to share price pressure. The stock saw a total volume of 

cUSD7m today (16 February), roughly twice its past six-month average volume and may 

see such volumes over the next week, until the MSCI linked investor portfolios get 

rebalanced. The stock is currently trading at 12-month forward multiples 13.8x PE and 

2.8x PB, the latter approaching all-time high levels.  

Fundamentals and earnings outlook still intact: Fundamentally, our view on the bank’s 

ability to deliver robust performance over the medium term remains intact. We expect IIB 

to continue to grow its loan book at a CAGR of c30% over FY11-14e along with 

improving margins and stable credit costs. We also expect RoA to improve from 1.4% in 

FY11 to c1.7% by FY14e and RoE to improve from 19% in FY11 to c24% in FY14e 

(assuming no dilution). 

Valuation: With our fundamental outlook unchanged, we retain our target price at 

INR326. We continue to see a structural growth story unfolding with yet undiscovered 

drivers emerging over the next few years. Retain OW. Key risks: 1) Macro headwinds (2) 

higher-than-expected loan slippages and credit costs.

Overweight 
Target price (INR) 326.00 
Share price (INR) 316.10 
Forecast dividend yield (%) 0.9 
Potential return (%) 4.0 
Note: Potential return equals the percentage difference between 
the current share price and the target price, plus the forecast 
dividend yield 

Performance 1M 3M 12M 
Absolute (%) 14.9 25.3 41.0 
Relative^ (%) 2.2 15.5 41.8 

Index^ BOMBAY SE IDX 

RIC INBK.BO 
Bloomberg IIB IN 
 
Market cap (USDm) 2,992 
Market cap (INRm) 147,768 
 
Free float (%) 83 

 

Indusind Bank (IIB IN) 

OW: MSCI rebalancing is a minor hiccup 

 A sharp rally of c40% since January 2012 fully prices in 
fundamentals at current valuations 

 Exclusion from MSCI Index likely to put selling pressure on 
the shares over the next week  

 Our view on IIB’s fundamentals and earnings outlook is 
unchanged; retain OW with a target price of INR326 
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Year to  3/2011a 3/2012e 3/2013e 3/2014e

P&L summary(INR m) 

Net Interest Income 13,765 17,016 22,842 29,484
Non-interest Income 7,137 10,061 13,529 17,326
Net fees/commission 4,111 5,978 8,360 10,845
Trading profits 404 646 711 782
Other 2,621 3,436 4,459 5,699
Total Operating income 20,902 27,077 36,372 46,811
Operating expense 10,085 13,279 17,239 21,861
Staff costs 3,826 4,971 6,461 8,139
Other oper expenes 6,258 8,309 10,778 13,722
PPOP 10,817 13,797 19,133 24,949
Provisions 2,019 1,795 2,879 3,572
Bad debt 1,612 1,454 2,270 2,970
Other 407 341 609 601
Other non-oper profit(loss)   
HSBC PBT 8,798 12,002 16,254 21,378
Exceptionals - - - -
Profit-before tax 8,798 12,002 16,254 21,378
Taxation 3,025 3,961 5,364 7,055
PAT 5,773 8,042 10,890 14,323
Minorities + pref dividend - - - -
Attributable profit 5,773 8,042 10,890 14,323
HSBC attributable profit 5,773 8,042 10,890 14,323
 
Balance sheet summary (INRm) 

Total assets 456,358 573,182 726,607 919,201
Customer loans (net) 261,656 340,103 435,013 556,800
Investment assets 135,508 165,755 210,084 264,360
Other_assets 59,194 67,323 81,510 98,041
Total Liabilities 418,110 528,498 673,104 854,101
Customer deposits 343,654 428,097 559,246 722,257
Borrowings 55,254 66,305 79,566 94,225
Other liabilities 19,202 34,096 34,292 37,620
Total capital 38,249 44,684 53,503 65,100
Ordinary equity 38,169 44,684 53,503 65,100
Minorities + other capital 80 - - -
IEA (avg) 385,637 493,889 626,494 796,792
IBL (avg) 357,676 446,655 566,607 727,647
 
Capital adequacy (%) 

RWA (INRm) 307,160 409,022 535,553 706,963
Core tier 1 12.3% 10.9% 10.0% 9.2%
Total tier 1 12.3% 10.9% 10.0% 9.2%
Total capital 15.9% 14.4% 13.1% 12.1%
 

ROAA deconstruction 

Net interest income 3.40 3.31 3.51 3.58
Total interest income 8.86 10.35 10.07 9.55
Total interest expense 5.46 7.05 6.55 5.97
Net fees & commission 1.02 1.16 1.29 1.32
Other income 0.75 0.79 0.80 0.79
Operating income 5.16 5.26 5.60 5.69
Operating expenses 2.49 2.58 2.65 2.66
Staff costs 0.94 0.97 0.99 0.99
Other oper exp 1.55 1.61 1.66 1.67
PPOP 2.67 2.68 2.94 3.03
Provisions 0.50 0.35 0.44 0.43
Non-op items - - - -
PBT 2.17 2.33 2.50 2.60
Taxation 0.75 0.77 0.83 0.86
PAT 1.43 1.56 1.68 1.74

 
Year to 3/2011a 3/2012e 3/2013e 3/2014e

Growth (YoY %) 

Net interest income 55.3 23.6 34.2 29.1
Non-interest income 28.9 41.0 34.5 28.1
Operating expense 37.0 31.7 29.8 26.8
PPOP 53.7 27.6 38.7 30.4
Provisions 18.2 (11.1) 60.4 24.1
PBT 65.0 36.4 35.4 31.5
PAT 64.8 39.3 35.4 31.5
   
Customer loans (net) 27.3 30.0 27.9 28.0
Total Assets 29.0 25.6 26.8 26.5
RWA 38.5 33.2 30.9 32.0
Customer deposits 28.7 24.6 30.6 29.1

Ratios (%) 

NIM 3.57 3.45 3.65 3.70
Gross yield 9.31 10.79 10.44 9.87
Cost of funds 6.19 8.12 7.52 6.75
Spread 3.12 2.67 2.93 3.11
   
NPL/gross loans 1.0 1.0 1.1 1.1
Credit cost 0.69 0.48 0.59 0.60
Coverage 72.6 72.0 73.0 74.0
NPL/RWA 0.9 0.9 0.9 0.9
Provsion/RWA 0.6 0.6 0.7 0.7
Net write-off/RWA - - -
NPL/NTE 7.0 8.0 9.2 9.6
Net loans/total assets 57.3 59.3 59.9 60.6
RWA/total assets 67.3 71.4 73.7 76.9
Loans/deposits 76.1 79.4 77.8 77.1
Avg IEA/avg total assets 95.2 95.9 96.4 96.8
Avg IBL/avg total liab 88.3 86.8 87.2 88.4
   
Cost/income 48.2 49.0 47.4 46.7
Non-int income/total income 34.1 37.2 37.2 37.0
ROAA (including goodwill) 1.43 1.56 1.68 1.74
ROAE (including goodwill) 19.3 19.4 22.2 24.2
Return on avg tier 1 19.5 19.5 22.2 24.2
Leverage (x) 13.5 12.4 13.2 13.9

Valuation data 

PE (diluted EPS) 24.0 18.3 13.5 10.3
P/PPOP 13.6 10.7 7.7 5.9
P/BVPS 3.9 3.3 2.8 2.3
P/NTE 3.9 3.3 2.8 2.3
Dividend yield (x) 0.6 0.9 1.2 1.6
P/Deposit 0.4 0.3 0.3 0.2
P/Asset 0.3 0.3 0.2 0.2

Note: * = Based on HSBC EPS (fully diluted) 
 

Price relative   

112

162

212

262

312

362

2010 2011 2012 2013

112

162

212

262

312

362

Indusind Bank Rel to BOMBAY SE SENSITIVE INDEX
 

Source: HSBC 
 
Note: price at close of 16 Feb 2012  
 

Financials & valuation 

Per share data (INR) 

EPS reported (fully diluted) 13.2 17.3 23.4 30.7
HSBC EPS (fully diluted) 13.2 17.3 23.4 30.7
DPS 2.0 2.8 3.8 5.0
NAV 81.9 95.9 114.8 139.7
NAV (including goodwill) 81.9 95.9 114.8 139.7
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Chart 1 Foreign holding Limit (%)  Chart 2: Relative out performance of Indusind vs Sensex & 
Bankex 
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Chart 3: 12-month Rolling PE  Chart 4:12-month Rolling PB 
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Valuation and risks 
Maintain Overweight and target price at INR326 

We continue to value IndusInd bank using a weighted average combination of PE, PB, and economic 

profit model (EPM) methodologies. We assign a 50%, 20% and 30% weight each to the PE, PB and EPM 

components respectively. 

The three-stage EPM uses explicit forecasts until FY14e, followed by 10 years of semi-explicit forecasts. 

The final stage of 12 years (fade period) assumes convergence of ROE and COE. EPM is based on the 

assumptions in the following table: 

IndusInd: EPM assumptions 

Semi-explicit forecasts for 10 yrs  
Loan CAGR 8% 
Dividend payout 20% 
Fade period of 12 yrs  

Risk free rate 8% 
Beta                1.0 
Equity risk premium 6% 
Cost of Equity 14% 
EPM value 186 

Source: HSBC  

  

We maintain our 12-month target price at INR326; see also the tables below. 

Under our research model, for stocks without a volatility indicator, the Neutral band is 5ppts above and 

below the hurdle rate for Indian stocks of 11%. At the time we set our target price, it implied a potential 

return that was above the Neutral band; therefore, we rate the stock Overweight. Potential return equals 

the percentage difference between the current share price and the target price, including the forecast 

dividend yield when indicated. 
 
IndusInd: Valuations and risks summary (INR) 

 PE 
multiple 

Weight 50% 
PE-based TP 

PB 
multiple 

Weight 20% 
PB-based TP 

Weight 30%
DCF value

Weighted
Target Price

Downside risks 

Current 15x 433 2.0x 267 186 326 Macro headwinds; Higher-than-expected 
loan slippages and credit costs 

Source: HSBC 
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Disclosure appendix 
Analyst Certification 
The following analyst(s), economist(s), and/or strategist(s) who is(are) primarily responsible for this report, certifies(y) that the 
opinion(s) on the subject security(ies) or issuer(s) and/or any other views or forecasts expressed herein accurately reflect their 
personal view(s) and that no part of their compensation was, is or will be directly or indirectly related to the specific 
recommendation(s) or views contained in this research report: Tejas Mehta, Sachin Sheth and Todd Dunivant 

Important disclosures 

Stock ratings and basis for financial analysis 
HSBC believes that investors utilise various disciplines and investment horizons when making investment decisions, which 
depend largely on individual circumstances such as the investor's existing holdings, risk tolerance and other considerations. 
Given these differences, HSBC has two principal aims in its equity research: 1) to identify long-term investment opportunities 
based on particular themes or ideas that may affect the future earnings or cash flows of companies on a 12 month time horizon; 
and 2) from time to time to identify short-term investment opportunities that are derived from fundamental, quantitative, 
technical or event-driven techniques on a 0-3 month time horizon and which may differ from our long-term investment rating. 
HSBC has assigned ratings for its long-term investment opportunities as described below. 

This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when 
HSBC publishes a short-term trading idea the stocks to which these relate are identified on the website at 
www.hsbcnet.com/research. Details of these short-term investment opportunities can be found under the Reports section of this 
website. 

HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's 
existing holdings and other considerations. Different securities firms use a variety of ratings terms as well as different rating 
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research 
report. In addition, because research reports contain more complete information concerning the analysts' views, investors 
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not 
be used or relied on in isolation as investment advice. 

Rating definitions for long-term investment opportunities 

Stock ratings 
HSBC assigns ratings to its stocks in this sector on the following basis: 

For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate, 
regional market established by our strategy team. The price target for a stock represents the value the analyst expects the stock 
to reach over our performance horizon. The performance horizon is 12 months. For a stock to be classified as Overweight, the 
potential return, which equals the percentage difference between the current share price and the target price, including the 
forecast dividend yield when indicated, must exceed the required return by at least 5 percentage points over the next 12 months 
(or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight, the stock must be 
expected to underperform its required return by at least 5 percentage points over the next 12 months (or 10 percentage points 
for a stock classified as Volatile*).  Stocks between these bands are classified as Neutral. 

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation of coverage, change of volatility 
status or change in price target). Notwithstanding this, and although ratings are subject to ongoing management review, 
expected returns will be permitted to move outside the bands as a result of normal share price fluctuations without necessarily 
triggering a rating change. 
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*A stock will be classified as volatile if its historical volatility has exceeded 40%, if the stock has been listed for less than 12 
months (unless it is in an industry or sector where volatility is low) or if the analyst expects significant volatility.  However, 
stocks which we do not consider volatile may in fact also behave in such a way.  Historical volatility is defined as the past 
month's average of the daily 365-day moving average volatilities.  In order to avoid misleadingly frequent changes in rating, 
however, volatility has to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to change. 

Rating distribution for long-term investment opportunities 

As of 16 February 2012, the distribution of all ratings published is as follows: 
Overweight (Buy) 52% (26% of these provided with Investment Banking Services) 

Neutral (Hold) 35% (21% of these provided with Investment Banking Services) 

Underweight (Sell) 13% (14% of these provided with Investment Banking Services) 

   

Share price and rating changes for long-term investment opportunities 

Indusind Bank (INBK.BO) Share Price performance INR Vs HSBC rating 

history 

 

 

Source: HSBC 

 

  

Recommendation & price target history 

From To Date 

N/A Overweight 08 October 2010 
Target Price Value Date 

Price 1 400.00 08 October 2010 
Price 2 362.00 18 October 2011 
Price 3 326.00 10 January 2012 

Source: HSBC 
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HSBC & Analyst disclosures 
Disclosure checklist 

Company Ticker Recent price Price Date Disclosure

INDUSIND BANK INBK.BO 331.90 15-Feb-2012 4,7
Source: HSBC 

1 HSBC* has managed or co-managed a public offering of securities for this company within the past 12 months. 
2 HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next 

3 months. 
3 At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this 

company. 
4 As of 31 January 2012 HSBC beneficially owned 1% or more of a class of common equity securities of this company. 
5 As of 31 December 2011, this company was a client of HSBC or had during the preceding 12 month period been a client 

of and/or paid compensation to HSBC in respect of investment banking services. 
6 As of 31 December 2011, this company was a client of HSBC or had during the preceding 12 month period been a client 

of and/or paid compensation to HSBC in respect of non-investment banking-securities related services. 
7 As of 31 December 2011, this company was a client of HSBC or had during the preceding 12 month period been a client 

of and/or paid compensation to HSBC in respect of non-securities services. 
8 A covering analyst/s has received compensation from this company in the past 12 months. 
9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as 

detailed below. 
10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this 

company, as detailed below. 
11 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in 

securities in respect of this company 
  
Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment 
banking revenues. 

For disclosures in respect of any company mentioned in this report, please see the most recently published report on that 
company available at www.hsbcnet.com/research. 

* HSBC Legal Entities are listed in the Disclaimer below. 

Additional disclosures 
1 This report is dated as at 16 February 2012. 
2 All market data included in this report are dated as at close 16 February 2012, unless otherwise indicated in the report. 
3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its 

Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research 
operate and have a management reporting line independent of HSBC's Investment Banking business. Information Barrier 
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or 
price sensitive information is handled in an appropriate manner. 

4 As of 31 January 2012, HSBC and/or its affiliates (including the funds, portfolios and investment clubs in securities 
managed by such entities) either, directly or indirectly, own or are involved in the acquisition, sale or intermediation of, 
1% or more of the total capital of the subject companies securities in the market for the following Company(ies)  
:INDUSIND BANK 
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Disclaimer 
* Legal entities as at 04 March 2011 
‘UAE’ HSBC Bank Middle East Limited, Dubai; ‘HK’ The Hongkong and Shanghai Banking Corporation 
Limited, Hong Kong; ‘TW’ HSBC Securities (Taiwan) Corporation Limited; ‘CA’ HSBC Securities 
(Canada) Inc, Toronto; HSBC Bank, Paris Branch; HSBC France; ‘DE’ HSBC Trinkaus & Burkhardt AG, 
Düsseldorf; 000 HSBC Bank (RR), Moscow; ‘IN’ HSBC Securities and Capital Markets (India) Private 
Limited, Mumbai; ‘JP’ HSBC Securities (Japan) Limited, Tokyo; ‘EG’ HSBC Securities Egypt SAE, Cairo; 
‘CN’ HSBC Investment Bank Asia Limited, Beijing Representative Office; The Hongkong and Shanghai 
Banking Corporation Limited, Singapore Branch; The Hongkong and Shanghai Banking Corporation 
Limited, Seoul Securities Branch; The Hongkong and Shanghai Banking Corporation Limited, Seoul 
Branch; HSBC Securities (South Africa) (Pty) Ltd, Johannesburg; ‘GR’ HSBC Securities SA, Athens; HSBC 
Bank plc, London, Madrid, Milan, Stockholm, Tel Aviv; ‘US’ HSBC Securities (USA) Inc, New York; HSBC 
Yatirim Menkul Degerler AS, Istanbul; HSBC México, SA, Institución de Banca Múltiple, Grupo Financiero 
HSBC; HSBC Bank Brasil SA – Banco Múltiplo; HSBC Bank Australia Limited; HSBC Bank Argentina SA; 
HSBC Saudi Arabia Limited; The Hongkong and Shanghai Banking Corporation Limited, New Zealand 
Branch 

Issuer of report 
HSBC Securities and Capital Markets 
(India) Private Limited 
Registered Office 
52/60 Mahatma Gandhi Road 

Fort, Mumbai 400 001, India 

Telephone: +91 22 2267 4921 
Fax: +91 22 2263 1983 

Website: www.research.hsbc.com 
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