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Postcard from Chennai 

We met the Chairman and Managing Director, Mr. M S 
Sundararajan and General Manager – Treasury, Mr. S K 
Bandyopadhyay of Indian Bank to get an update on any 
significant events in the bank. We retain our estimates 
and reiterate Buy on the stock. We believe greater 
clarity on asset quality could propel the stock beyond 
our target price of Rs173.  

 Clarity on asset quality: The management clarified 
that of the Rs45bn restructured assets (on borrower-
wise classification) at the end Q1FY10, Rs39bn 
represented rescheduled (the interest servicing was 
regular) principal repayments. Merely Rs6bn 
represented core restructuring, where the bank has 
made principal sacrifices.  

 Credit growth expected to increase in H2FY10: 
Credit growth is likely to remain tepid in H1FY10 with 
the management indicating advances of ~Rs530bn by 
end H1FY10, implying 8% growth YTD. The bank 
expects significant incremental credit expansion in 
H2FY10 (almost ~Rs80bn, 19.6% YoY growth), which 
has led it to adopt a relatively liquid balance sheet and 
deploy funds at the shorter end of the yield curve.  

 Pressure on margins likely: The management expects 
to face some margin pressure owing to delayed credit 
expansion. It hinted at likely 10bp margin contraction 
from Q1FY10 levels of 3.5% by the year end.  

 Treasury update: The management indicated that 
roughly 60% of the bank’s treasury is classified as held-
to-maturity (HTM), which accounts for around 22% of 
net demand and time liabilities (NDTL). The maximum 
permitted by RBI is 25%. The available-for-sale (AFS) 
book is estimated to have a duration of 2.5 years.  

 Maintain estimates; reiterate Buy: The stock has 
lately re-rated to 1.23x FY10E P/BV. We believe greater 
clarity on asset quality could propel the stock beyond 
our target price of Rs173.  

 Key Data 

Bloomberg Code INBK IN

Reuters Code INBA.BO

Current Shares O/S (mn) 429.8
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Price Performance (%) 

 1M 6M 1Yr

Indian Bank 24.1 112.0 20.0 

NIFTY 9.9 77.3 17.2 

Source: Bloomberg, Centrum Research                     
*as on 22 September 2009 

 
 
 
Y/E March (Rsmn) NII Non Int.  Inc. PAT YoY Gr (%) EPS (Rs) P/E (x) Adj BV (Rs) P/Adj BV (x) RoA (%) RoE (%) 

FY07 17,822 8,231 7,598 74.2 17.7 9.0 80 2.0 1.5 25.6 

FY08 19,917 10,679 10,087 32.8 23.5 6.8 103 1.5 1.6 25.3 

FY09 26,085 10,355 12,459 23.5 29.0 5.5 125 1.3 1.6 24.9 

FY10E 30,491 10,765 11,650 (6.5) 27.1 5.9 130 1.2 1.3 20.0 

FY11E 33,949 11,107 11,581 (0.6) 26.9 5.9 140 1.1 1.1 17.6 

Source: Company, Centrum Research Estimates
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Clarity on asset quality  
The management clarified that of the Rs45bn restructured assets (on borrower-wise 
classification), Rs39bn represented rescheduled principal payments, where the interest 
servicing was regular and only Rs6bn represented core restructuring, where the bank had to 
reschedule repayment of principal amount and in some cases, take a hit. Further, the bank 
indicated that nearly 70% of the re-scheduled principal payments were for periods ranging 
from six months to a year, which in our opinion allures to possibility of lower additions to NPAs. 
We believe if 50% of re-scheduled assets exceed 24 months and 100% of the core restructured 
assets were to be categorized as NPAs, the gross NPA ratio in FY10E could shoot up to 2.7%, 
marginally higher than the 2.4% budgeted by us in our estimates. We are holding a conference 
call on Wednesday, 23 September 2009, with the CMD wherein we hope to get greater clarity on this 
issue.  
 

Exhibit 1: Restructured assets Exhibit 2: Asset quality 

2.1%
1.6%

5.1%

8.5%

5,000

10,000

15,000

20,000

25,000

30,000

35,000

40,000

45,000

50,000

FY07 FY08 FY09 Q1FY10

(Rsmn)

0.5%

1.5%

2.5%

3.5%

4.5%

5.5%

6.5%

7.5%

8.5%

9.5%

Restructured Assets Restructured Assets/Total Advances
 

2.9

1.9

1.2
0.9

2.4

3.0

0.48
0.63

0.99
1.15 1.27

0.06
0

5

10

15

20

25

FY06 FY07 FY08 FY09 FY10E FY11E

(Rsbn)

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

(%)

Gross NPLs (LHS) Gross NPL (RHS) Credit Charge (RHS)

Source: Company, Centrum Research Source: Company, Centrum Research Estimates 
 
Credit growth expected to increase in H2FY10 
Indian Bank’s credit growth is likely to remain sedate in H1FY10 and come closer to the trend 
seen in the banking industry. The management indicated that the bank may close H1FY10 with 
advances of ~Rs530bn, implying 8% growth YTD. That stated, the management expects 
significant incremental expansion in credit in H2FY10 (almost ~Rs80bn, implying 19.6% YoY 
growth). This predicates the bank’s stance to remain relatively liquid with the management 
preferring to deploy money at the shorter end of the yield curve. The management indicated 
that the bank currently has sanctions worth Rs170bn, predominantly in the infrastructure 
(power and ports) and commodity (cement and sugar) sectors.  
 
Exhibit 3: Movement in credit growth  
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Margins to face pressure 
The management expects margin pressure to arise owing to delayed credit expansion. Margin 
is expected to contract 10bp by the end of FY10 from Q1 levels of 3.5%.  
 
Exhibit 4: Quarterly movement in NIMs 
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Treasury update 
The bank indicated that about 60% of its treasury was classified as HTM (accounts for about 
22% of NDTL. Maximum permitted by RBI is 25%). The AFS book is estimated to have duration 
of 2.5 years. The management indicated that the bank was protected to a level of 7.57% on its 
bond portfolios and currently held unrealized gains of ~Rs1.53bn on its AFS book.  
 
Poor growth in non-interest income 
Contrary to our expectation of better performance in non-recovery related other income, the 
management indicated that retail cross-selling related fees is unlikely to show superior traction. 
However, the bank believes some of this disappointment would be made up by higher fees 
from non-fund based services – bank guarantees, letters of credit, etc. wherein the bank has 
historically maintained a lower profile. While this strategy would take a toll on its capital in the 
medium-term, we believe it may be a sound strategy for the bank, given its comfortable tier I 
capital position.  
 
No plans to venture into insurance  
In response to our query on deployment of excess capital, the bank categorically rejected the 
possibility of deploying capital into capital-guzzling joint ventures, primarily life insurance 
business. The bank is carefully awaiting IRDA guidelines on changes in the bancasurrance 
model, which may permit it to operate more inline with a corporate broker. We believe this may 
not mean much for revenues in the medium term, especially given its patchy track-record in 
cross-selling.  

 
Maintain estimates, reiterate Buy 
We maintain our estimates and reiterate Buy on the stock, which has lately re-rated to 1.23x 
FY10E P/BV. We believe greater clarity on asset quality could propel the stock beyond our 
target price of Rs173.  
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Financials  
Exhibit 5: Income Statement 
Y/E Mar (Rsmn) FY07 FY08 FY09 FY10E FY11E

Interest Income 41,948 51,508 68,303 76,343 86,811

Interest Expense 24,126 31,591 42,218 45,852 52,862

Net Interest Income 17,822 19,917 26,085 30,491 33,949

YoY Growth (%) 18.0 11.8 31.0 16.9 11.3

Non Interest Income 8,231 10,679 10,355 10,765 11,107

YoY Growth (%) 77.7 29.7 (3.0) 4.0 3.2

Fee & Other Income 7,738 8,267 8,407 9,304 10,011

Gains / (Losses) on Securities 493 2,412 1,948 1,461 1,096

Total Net Income 26,052 30,596 36,440 41,256 45,055

Total Operating Expenses 12,467 14,003 14,151 16,599 18,122

YoY Growth (%) 8.6 12.3 1.1 17.3 9.2

Employee Expenses 8,787 9,674 9,798 11,203 12,045

Other Operating Expenses 3,680 4,329 4,354 5,397 6,076

Pre-provision Profit 13,586 16,593 22,289 24,656 26,934

NPAProvisions 1,625 3,399 285 6,433 8,502

Provisions for Depn on Invest 2,052 1,242 1,878 0 0

Other Provisions 1,066 (397) 2,264 835 1,146

Provisions 4,744 4,243 4,428 7,268 9,648

Profit Before Tax 8,842 12,350 17,861 17,389 17,286

Taxes 1,244 2,262 5,403 5,738 5,704

Net Profit 7,598 10,087 12,459 11,650 11,581

Source: Company, Centrum Research Estimates 

Exhibit 6: Balance Sheet 
Y/E Mar (Rsmn) FY07 FY08 FY09 FY10E FY11E

Cash and balance with RBI 37,295 64,329 62,116 62,794 63,480

Inter-bank borrowings 10,883 3,399 4,722 3,247 3,300

Loans & Advances 290,581 398,387 514,653 607,290 728,748

Investments 208,777 219,151 228,006 250,258 284,525

Interest Earning Assets 547,536 685,266 809,497 923,589 1,080,054

Fixed Assets 5,512 5,393 15,942 16,312 16,749

Other Assets 8,438 14,418 15,779 44,480 49,171

Total Assets 561,486 705,077 841,218 984,381 1,145,973

Customer Deposits 470,909 610,459 725,818 852,946 1,007,359

o/w CASA 166,770 197,456 229,594 268,779 319,489

Borrowings 19,365 12,832 5,308 13,242 13,452

Interest Bearing Liabilties 490,273 623,292 731,126 866,188 1,020,812

Other Liab / Pref Capital 36,805 34,180 42,732 46,234 48,019

Equity Capital 4,298 4,298 4,298 4,298 4,298

Reserves 30,110 43,307 63,061 67,661 72,845

Total Liabilities 561,486 705,077 841,217 984,381 1,145,973

Source: Company, Centrum Research Estimates 

Exhibit 7: Key Ratios 
Y/E Mar FY07 FY08 FY09 FY10E FY11E

Balance Sheet Structure Ratios (%)   

Loans/Deposits 61.7 65.3 70.9 71.2 72.3

Investments / Deposits 44.3 35.9 31.4 29.3 28.2

CASA Ratio 35.4 32.3 31.6 31.5 31.7

Loan Growth 29.2 37.1 29.2 18.0 20.0

Deposit Growth 15.4 29.6 18.9 17.5 18.1

   

Operating Ratios (%)   

NIM 3.4 3.1 3.4 3.3 3.2

Interest Spread 3.1 2.7 3.0 3.2 3.1

Non-interest income/Net income 31.6 34.9 28.4 26.1 24.7

Employee Costs as % of Total Op Costs 70.5 69.1 69.2 67.5 66.5

Cost/Income 47.9 45.8 38.8 40.2 40.2

Operating cost growth 8.6 12.3 1.1 17.3 9.2

Total prov as % of avg. loans 1.8 1.2 1.0 1.3 1.4

Tax Rate (%) 14.1 18.3 30.3 33.0 33.0

   

Credit Quality Ratios (%)   

Gross NPA 1.9 1.2 0.9 2.4 3.0

Net NPA 0.4 0.2 0.2 1.0 1.3

Slippage 0.7 1.3 0.5 0.4 0.4

NPA Provisions / Avg loans 0.6 1.0 0.1 1.1 1.3

NPA coverage ratio 81.0 79.9 79.5 59.4 56.3

   

Capital Adequacy Ratios (%)   

Total CAR 14.0 12.9 14.0 14.1 12.6

Tier 1 CAR 12.0 11.8 11.9 12.2 11.1

   

Profitability Ratios (%)   

RoAE 25.6 25.3 24.9 20.0 17.6

RoAA 1.5 1.6 1.6 1.3 1.1

   

Valuations Ratios   

BVPS (Rs) 80 106 128 144 162

Price/BV (x) 2.0 1.5 1.2 1.1 1.0

Adjusted BVPS (Rs) 80.1 103.5 125.3 130.4 140.0

Price/Adj. BV (x) 2.0 1.5 1.3 1.2 1.1

EPS (Rs) 17.7 23.5 29.0 27.1 26.9

P/E (x) 9.0 6.8 5.5 5.9 5.9

Dividend Yield 2.3 3.0 3.8 4.5 4.9

Source: Company, Centrum Research Estimates 
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Disclaimer 
Centrum Broking Pvt. Ltd.(“Centrum”) is a full-service, Stock Broking Company and a member of The Stock Exchange, Mumbai (BSE) and National Stock Exchange of India Ltd. (NSE). Our 
holding company, Centrum Capital Ltd, is an investment banker and an underwriter of securities. As a group Centrum has Investment Banking, Advisory and other business relationships 
with a significant percentage of the companies covered by our Research Group.  Our research professionals provide important inputs into the Group's Investment Banking and other 
business selection processes. 

Recipients of this report should assume that our Group is seeking or may seek or will seek Investment Banking, advisory, project finance or other businesses and may receive commission, 
brokerage, fees or other compensation from the company or companies that are the subject of this material/report.   Our Company and Group companies and their officers, directors and 
employees, including the analysts and others involved in the preparation or issuance of this material and their dependants, may on the date of this report or from, time to time have 
"long" or "short" positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. Centrum or its affiliates may be owning 1% or more in 
the equity of this company Our sales people, dealers, traders and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect 
opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the 
recommendations expressed herein. We may have earlier issued or may issue in future reports on the companies covered herein with recommendations/ information inconsistent or 
different those made in this report.   In reviewing this document, you should be aware that any or all of the foregoing, among other things, may give rise to or potential conflicts of 
interest. We and our Group may rely on information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within us, or other areas, units, 
groups or affiliates of Centrum.    

This report is for information purposes only and this document/material should not be construed as an offer to sell or the solicitation of an offer to buy, purchase or subscribe to any 
securities, and neither this document nor anything contained herein shall form the basis of or be relied upon in connection with any contract or commitment whatsoever. This document 
does not solicit any action based on the material contained herein. It is for the general information of the clients of Centrum. Though disseminated to clients simultaneously, not all clients 
may receive this report at the same time.  Centrum will not treat recipients as clients by virtue of their receiving this report. It does not constitute a personal recommendation or take into 
account the particular investment objectives, financial situations, or needs of individual clients. Similarly, this document does not have regard to the specific investment objectives, 
financial situation/circumstances and the particular needs of any specific person who may receive this document. The securities discussed in this report may not be suitable for all 
investors. The securities described herein may not be eligible for sale in all jurisdictions or to all categories of investors. The countries in which the companies mentioned in this report are 
organized may have restrictions on investments, voting rights or dealings in securities by nationals of other countries.   The appropriateness of a particular investment or strategy will 
depend on an investor's individual circumstances and objectives. Persons who may receive this document should consider and independently evaluate whether it is suitable for his/ 
her/their particular circumstances and, if necessary, seek professional/financial advice. Any such person shall be responsible for conducting his/her/their own investigation and analysis of 
the information contained or referred to in this document and of evaluating the merits and risks involved in the securities forming the subject matter of this document.  

The projections and forecasts described in this report were based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and contingencies. 
Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates on which the projections and forecasts were based will not 
materialize or will vary significantly from actual results, and such variances will likely increase over time. All projections and forecasts described in this report have been prepared solely by 
the authors of this report independently of the Company. These projections and forecasts were not prepared with a view toward compliance with published guidelines or generally 
accented accounting principles. No independent accountants have expressed an opinion or any other form of assurance on these projections or forecasts. You should not regard the 
inclusion of the projections and forecasts described herein as a representation or warranty by or on behalf of the Company, Centrum, the authors of this report or any other person that 
these projections or forecasts or their underlying assumptions will be achieved. For these reasons, you should only consider the projections and forecasts described in this report after 
carefully evaluating all of the information in this report, including the assumptions underlying such projections and forecasts. 

The price and value of the investments referred to in this document/material and the income from them may go down as well as up, and investors may realize losses on any investments. 
Past performance is not a guide for future performance. Future returns are not guaranteed and a loss of original capital may occur. Actual results may differ materially from those set forth 
in projections. Forward-looking statements are not predictions and may be subject to change without notice. Centrum does not provide tax advice to its clients, and all investors are 
strongly advised to consult regarding any potential investment.  Centrum and its affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report.  
Foreign currencies denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from the investment. 
In addition, investors in securities such as ADRs, the value of which are influenced by foreign currencies effectively assume currency risk. Certain transactions including those involving 
futures, options, and other derivatives as well as non-investment-grade securities give rise to substantial risk and are not suitable for all investors. Please ensure that you have read and 
understood the current risk disclosure documents before entering into any derivative transactions.  

This report/document has been prepared by Centrum, based upon information available to the public and sources, believed to be reliable. No representation or warranty, express or 
implied is made that it is accurate or complete.  Centrum has reviewed the report and, in so far as it includes current or historical information, it is believed to be reliable, although its 
accuracy and completeness cannot be guaranteed.  The opinions expressed in this document/material are subject to change without notice and have no obligation to tell you when 
opinions or information in this report change. 

This report or recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible media and should not be 
reproduced, transmitted or published by the recipient. The report is for the use and consumption of the recipient only. This publication may not be distributed to the public used by the 
public media without the express written consent of Centrum. This report or any portion hereof may not be printed, sold or distributed without the written consent of Centrum. 

This report has not been prepared by Centrum Securities LLC. However, Centrum Securities LLC has reviewed the report and, in so far as it includes current or historical information, it is 
believed to be reliable, although its accuracy and completeness cannot be guaranteed.   

 The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves about, and observe, 
any such restrictions.  Neither Centrum nor its directors, employees, agents or 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.   

This document does not constitute an offer or invitation to subscribe for or purchase or deal in any securities and neither this document nor anything contained herein shall form the 
basis of any contract or commitment whatsoever. This document is strictly confidential and is being furnished to you solely for your information, may not be distributed to the press or 
other media and may not be reproduced or redistributed to any other person. The distribution of this report in other jurisdictions may be restricted by law and persons into whose 
possession this report comes should inform themselves about, and observe any such restrictions. By accepting this report, you agree to be bound by the fore going limitations. No 
representation is made that this report is accurate or complete. 

The opinions and projections expressed herein are entirely those of the author and are given as part of the normal research activity of Centrum Broking and are given as of this date and 
are subject to change without notice. Any opinion estimate or projection herein constitutes a view as of the date of this report and there can be no assurance that future results or events 
will be consistent with any such opinions, estimate or projection.    

This document has not been prepared by or in conjunction with or on behalf of or at the instigation of, or by arrangement with the company or any of its directors or any other person. 
Information in this document must not be relied upon as having been authorized or approved by the company or its directors or any other person. Any opinions and projections 
contained herein are entirely those of the authors. None of the company or its directors or any other person accepts any liability whatsoever for any loss arising from any use of this 
document or its contents or otherwise arising in connection therewith. 

Centrum and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months.  Centrum and affiliates might have received 
compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for service in respect of public offerings, corporate 
finance, debt restructuring,  investment banking or other advisory services in a merger/acquisition  or some other sort of  specific transaction.  Centrum and affiliates may expect to 
receive compensation from the companies mentioned in the report. 

As per the declarations given by them,   Mr  Rajagopal Ramanathan and Ms Shweta Mane research analysts and the authors of this report and/or any of their family members do not serve 
as an officer, director or any way connected to the company/companies mentioned in this report.  Further, as declared by them, they have not received any compensation from the above 
companies in the preceding twelve months.  Our entire research professionals are our employees and are paid a salary.  

While we would endeavor to update the information herein on a reasonable basis, Centrum, it's associated companies, their directors and employees are under no obligation to update or 
keep the information current.   Also, there may be regulatory, compliance or other reasons that may prevent Centrum from doing so. 

 Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or Centrum 
policies, in circumstances where Centrum is acting in an advisory capacity to this company, or any certain other circumstances. 
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