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Q3 Preview: No respite from asset quality woes

We expect 10% YoY PAT growth for our banking coverage in
Q3FY16, with private banks leading the pack. Loan growth is
likely to be weak at 11-12% YoY though mid-size private banks
are expected to grow by +20%. We expect NIMs to contract by
~5bps on average and credit costs to stay high due to asset
stress. Loan growth and margins could expand for NBFCs due to
lower bank borrowing cost, but chinks in asset quality remain.

REPORT AUTHORS

Parag Jariwala, CFA
+91 22 6766 3442
parag.jariwala@religare.com

Vikesh Mehta
+91 22 6766 3474

®» Asset deterioration to continue: We expect the stress on banks’ asset vikesh.mehta@religare.com

quality to remain high, especially for corporate lenders and PSU banks.
Slippages are likely to remain elevated due to a string of failed
restructured loans. The RBI has been prodding banks to recognise
troubled assets and clean up their balance sheets, creating uncertainty

over the quantum of slippages that may emerge. Banks may RCML Universe: Recommendation summary
accelerate provisions for their troubled assets which coupled TICKER CMP (Rs) TP (Rs) REC
with ageing NPAs would keep credit costs high. Management bt Banke
commentary regarding recognition of troubled assets will be a key
AXSB 431 415 SELL
element to watch.
HDFCB 1,067 1,325 BUY
®» Loan growth tepid: With no visible signs of improvement in corporate ICICIBC 250 230 SELL
demand and fresh investments, we expect overall credit growth of B 944 1,125 BUY
11-12% in FY16. As per the latest available data, loan growth for the YES 704 870 BUY
banking sector was weak at 11% YoY, only a tad better than the KMB 704 900 BUY
previous quarter. The corporate portfolio of lenders like ICICIBC and TR
AXSB should grow sub-10% with a strong performance expected from
. . . . . . BOB 149 145 SELL
their retail books. Private banks would clearly outstrip public banks in SELL
credit growth, especially mid-tier names like 1B and YES, which we BOI 114 100
expect to grow even better than their private peers. CBK 228 220 SELL
PNB 110 110 SELL
®» Margins under pressure: We expect margins to come under pressure SBIN 217 210 SELL
given the impact of a sharp 30-40bps cut in base rate that most banks UNBK 144 130 SELL
took at the beginning of Q3. NIMs across the sector are likely to come
. . . . NBFCs
off by ~5bps QoQ. Reductions in deposit rates are likely to make for a
drop in lending yields, thereby limiting margin compression. MMFS 237 270 HOLD
SHTF 873 1,250 BUY
®» NBFCs should fare relatively better: NBFCs under our coverage are SCUF 1,553 2,260 BUY
expected to post 17% YoY PAT growth, since Q3 is a seasonally strong CIFC 648 850 BUY
quarter for most of them. Margins could improve for CIFC, SHTF and POWE 201 265 HOLD
MMFS, which have high bank borrowings as the impact of lower bank
. . RECL 228 290 HOLD
base rates begins to flow in. Management commentary on
SKSM 521 320 SELL

south-based NBFCs with regard to the Chennai flood impact will be a
key parameter to monitor. Credit costs will continue to stay high for
NBFCs that have migrated to 120-150dpd NPA recognition norms.

Source: Bloomberg, Company, RCML Research
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Particulars (Rs mn)

Net interest income

PPP

PAT

Q3FY16E YoY (%) QoQ (%)i Q3FY16E YoY (%) QoQ (%)i Q3FY16E YoY (%) QoQ (%)
PSU Banks
State Bank of India 1,44,147 4.6 1.1 1,00,081 7.7 (2.5) 31,544 8.4 (18.7)
Bank of Baroda 33,739 2.7 4.0 24,544 4.9 5.0 3,951 18.3 217.4
Punjab National Bank 43,889 3.7 15 28,195 25 (4.1) 5,491 (29.1) (11.6)
Bank of India 30,857 11.0 2.2 17,629 (5.5) 20.9 1,173 (32.4) (110.4)
Canara Bank 26,529 114 0.2 20,350 13.2 4.7 4,312 (34.3) (18.5)
Union Bank 21,484 1.3 2.2 15,321 4.6 2.8 6,077 101.0 (7.7)
Total PSU Banks 3,00,646 5.2 1.6 2,06,119 5.6 0.9 52,548 2.0 12.2
Private Banks
Axis Bank 41,497 15.6 2.2 38,527 16.2 6.2 20,319 7.0 6.1
HDFC Bank 68,416 20.0 2.4 57,014 19.3 13.1 33,392 19.5 16.4
ICICI Bank 53,995 12.2 2.8 55,040 9.3 6.7 30,653 6.1 1.2
Kotak Mahindra Bank 22,261 41.0 (2.3) 15,640 39.6 0.4 9,207 28.5 (2.2)
Indusind Bank 11,121 29.1 1.6 10,158 31.3 0.9 5,582 24.8 (0.3)
Yes Bank 11,639 28.0 5.0 10,500 21.7 3.0 6,486 20.1 6.2
Total Private Banks 2,08,929 19.7 2.0 1,86,880 17.6 7.3 1,05,640 13.7 6.4
Total Banking 5,09,574 10.7 1.8 3,92,999 11.0 3.8 1,58,188 9.6 8.3
NBFCs
Mahindra & Mahindra Fin Secs 9,045 9.7 4.0 5,755 10.4 5.6 1,732 10.5 10.3
Shriram Transport Finance 12,378 17.6 3.7 9,278 211 6.0 3,607 155 6.7
Shriram City Union Finance 6,274 10.6 4.4 3,677 9.0 5.1 1,626 13.8 6.8
Chola Finance 5,406 16.3 6.8 3,167 18.0 6.3 1,282 15.2 6.4
Power Finance Corp 29,600 16.3 0.6 27,612 19.6 (2.9) 18,152 17.7 7.1
Rural Electrification 23,693 9.7 (0.3) 23,251 8.2 0.0 16,061 16.4 (0.8)
SKS Microfinance 1,575 85.8 5.4 1,131 162.8 29 786 91.5 1.0
Total NBFCs 87,972 14.3 1.8 73,872 15.6 0.6 43,247 17.3 4.0

Source: Company, RCML Research
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Fig 2 - Valuation snapshot

barticulars P/E (x) P/BV (x) ROA (%) ROE (%)

FY15 FY16E FY17E{ FY15 FY16E FY17E! FY15 FY16E FY17Ei FY15 FY16E FY17E
Private sector banks
Axis Bank 13.8 12.3 10.4 2.3 2.0 1.7 1.7 1.6 1.6 17.8 17.2 17.7
HDFC Bank 25.6 21.3 17.8 4.3 3.7 3.2 1.9 1.9 1.9 19.4 18.7 19.3
ICICI Bank 13.0 11.9 10.2 1.8 1.6 14 1.8 1.8 1.8 145 14.2 14.8
Indusind Bank 27.8 225 18.3 4.9 3.6 3.1 1.8 1.9 2.0 182 17.7 17.6
YES Bank 13.7 11.9 9.5 25 21 1.8 2.0 1.8 19 213 19.5 20.6
Kotak Bank 34.7 33.8 24.9 4.3 3.9 34 2.2 1.9 1.8; 151 13.9 14.7
Public sector banks
Bank of Baroda 9.6 10.0 7.3 0.9 0.8 0.7 0.5 0.4 0.6 9.0 8.0 10.3
Bank of India 4.4 -37.4 5.4 0.3 0.3 0.3 0.3 -0.0 0.2 5.6 -0.7 4.9
Canara Bank 3.9 5.1 4.1 0.4 0.4 0.4 0.5 0.4 0.4 8.8 6.7 8.2
PNB 6.6 6.3 5.1 0.5 0.5 0.5 0.5 0.5 0.6 8.2 8.1 9.5
SBI - Consolidated 9.2 8.4 7.1 1.0 0.9 0.8 0.7 0.7 0.7 11.3 11.3 12.1
Union Bank 5.1 4.8 4.4 0.5 0.5 0.5 0.5 0.5 0.5 9.3 9.6 10.4
NBFCs
Mahindra & Mahindra Fin Secs 14.6 14.8 11.9 2.2 2.0 1.8 25 2.3 2.7; 16.2 14.4 15.8
Shriram Transport Finance 15.5 14.4 11.3 2.1 1.9 1.7 2.4 2.2 25 146 14.0 15.8
Shriram City Union Finance 17.4 15.2 12.8 25 2.2 1.9 3.2 34 3.5/ 159 15.3 15.8
Chola Finance 21.4 18.9 14.7 35 2.8 24 1.9 21 25 175 16.9 17.5
Power Finance Corp 4.4 4.0 3.5 0.8 0.7 0.6 2.8 2.7 2.7; 20.0 19.1 18.7
Rural Electrification 4.3 3.8 3.4 0.9 0.8 0.7 3.4 3.0 3.00 251 21.8 21.1
SKS Microfinance 35.0 27.6 22.0 6.3 5.1 4.2 5.2 4.5 4.2 24.9 20.4 20.9

Source: Bloomberg, Company, RCML Research
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RESEARCH DISCLAIMER

Important Disclosures

This report was prepared, approved, published and distributed by a Religare Capital Markets (“RCM")
group company located outside of the United States (a “non-US Group Company”). This report is
distributed in the U.S. by Enclave Capital LLC (“Enclave Capital”), a U.S. registered broker dealer, on
behalf of RCM only to major U.S. institutional investors (as defined in Rule 15a-6 under the U.S.
Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in Rule 15a-6 and
any transaction effected by a U.S. customer in the securities described in this report must be effected
through Enclave Capital. Neither the report nor any analyst who prepared or approved the report is
subject to U.S. legal requirements or the Financial Industry Regulatory Authority, Inc. (‘FINRA”) or
other regulatory requirements pertaining to research reports or research analysts. No non-US Group
Company is registered as a broker-dealer under the Exchange Act or is a member of the Financial
Industry Regulatory Authority, Inc. or any other U.S. self-regulatory organization.

Subject to any applicable laws and regulations at any given time, non-US Group Companies, their
affiliates or companies or individuals connected with RCM (together, “Connected Companies”) may
make investment decisions that are inconsistent with the recommendations or views expressed in this
report and may have long or short positions in, may from time to time purchase or sell (as principal or
agent) or have a material interest in any of the securities mentioned or related securities or may have
or have had a business or financial relationship with, or may provide or have provided investment
banking, capital markets and/or other services to, the entities referred to herein, their advisors and/or
any other connected parties. As a result, recipients of this report should be aware that Connected
Companies may have a conflict of interest that could affect the objectivity of this report.

This report is only for distribution to investment professionals and institutional investors.

Analyst Certification

Each of the analysts identified in this report certifies, with respect to the companies or securities that
the individual analyses, that (1) the views expressed in this report reflect his or her personal views
about all of the subject companies and securities and (2) no part of his or her compensation was, is
or will be directly or indirectly dependent on the specific recommendations or views expressed in this
report.

Analysts and strategists are paid in part by reference to the profitability of RCM.

Stock Ratings are defined as follows

Recommendation Interpretation (Recommendation structure changed with effect from March 1, 2009)

Recommendation Expected absolute returns (%) over 12 months
Buy More than 15%

Hold Between 15% and -5%

Sell Less than -5%

Expected absolute returns are based on the share price at market close unless otherwise stated.
Stock recommendations are based on absolute upside (downside) and have a 12-month horizon. Our
target price represents the fair value of the stock based upon the analyst's discretion. We note that
future price fluctuations could lead to a temporary mismatch between upside/downside for a stock
and our recommendation.

Stock Ratings Distribution

As of 1 January 2016, out of 176 rated stocks in the RCM coverage universe, 107 have BUY ratings
(including 5 that have been investment banking clients in the last 12 months), 54 are rated HOLD and
15 are rated SELL.

Research Conflict Management Policy

RCM research has been published in accordance with our conflict management policy, which is
available here.

Disclaimers

This report is not directed to, or intended for distribution to or use by, any person or entity who is a
citizen or resident of or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or which would
subject RCM to any registration or licensing requirement within such jurisdiction(s). This report is
strictly confidential and is being furnished to you solely for your information. All material presented in
this report, unless specifically indicated otherwise, is under copyright to RCM. None of the material,
its content, or any copy of such material or content, may be altered in any way, transmitted, copied or
reproduced (in whole or in part) or redistributed in any form to any other party, without the prior
express written permission of RCM. All trademarks, service marks and logos used in this report are
trademarks or service marks or registered trademarks or service marks of RCM or its affiliates, unless
specifically mentioned otherwise.

The information, tools and material presented in this report are provided to you for information
purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or
to buy or subscribe for securities or other financial instruments. RCM has not taken any steps to
ensure that the securities referred to in this report are suitable for any particular investor. RCM will
not treat recipients as its customers by virtue of their receiving the report. The investments or
services contained or referred to in this report may not be suitable for you and it is recommended that
you consult an independent investment advisor if you are in doubt about such investments or
investment services. In addition, nothing in this report constitutes investment, legal, accounting or tax
advice or a representation that any investment or strategy is suitable or appropriate to your individual
circumstances or otherwise constitutes a personal recommendation to you.
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Information and opinions presented in this report were obtained or derived from sources that RCM
believes to be reliable, but RCM makes no representations or warranty, express or implied, as to their
accuracy or completeness or correctness. RCM accepts no liability for loss arising from the use of the
material presented in this report, except that this exclusion of liability does not apply to the extent that
liability arises under specific statutes or regulations applicable to RCM. This report is not to be relied
upon in substitution for the exercise of independent judgment. RCM may have issued, and may in the
future issue, a trading call regarding this security. Trading calls are short term trading opportunities
based on market events and catalysts, while stock ratings reflect investment recommendations based
on expected absolute return over a 12-month period as defined in the disclosure section. Because
trading calls and stock ratings reflect different assumptions and analytical methods, trading calls may
differ directionally from the stock rating.

Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied, is made regarding future performance. Information,
opinions and estimates contained in this report reflect a judgment of its original date of publication by
RCM and are subject to change without notice. The price, value of and income from any of the
securities or financial instruments mentioned in this report can fall as well as rise. The value of
securities and financial instruments is subject to exchange rate fluctuation that may have a positive or
adverse effect on the price or income of such securities or financial instruments. Investors in
securities such as ADR's, the values of which are influenced by currency volatility, effectively assume
this risk.

This report is distributed in India by Religare Capital Markets Limited, which is a registered
intermediary regulated by the Securities and Exchange Board of India. In Singapore, it is being
distributed (i) by Religare Capital Markets (Singapore) Pte. Limited (‘RCMS”) (Co. Reg. No.
200902065N) which is a holder of a capital markets services licence and an exempt financial adviser
in Singapore and (ii) solely to persons who qualify as “institutional investors” or “accredited investors”
as defined in section 4A(1) of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”).
Pursuant to regulations 33, 34, 35 and 36 of the Financial Advisers Regulations (the “FAR”), sections
25, 27 and 36 of the Financial Advisers Act, Chapter 110 of Singapore shall not apply to RCMS when
providing any financial advisory service to an accredited investor, or “overseas investor” (as defined
in regulation 36 of the FAR). Persons in Singapore should contact RCMS in respect of any matters
arising from, or in connection with this publication/communication. In Hong Kong, it is being
distributed by Religare Capital Markets (Hong Kong) Limited (‘RCM HK"), which is licensed and
regulated by the Securities and Futures Commission, Hong Kong. In Australia, it is being distributed
by RCMHK which is approved under ASIC Class Orders. In Sri Lanka, it is being distributed by
Bartleet Religare Securities, which is licensed under Securities and Exchange Commission of Sri
Lanka. If you wish to enter into a transaction please contact the RCM entity in your home jurisdiction
unless governing law provides otherwise. In jurisdictions where RCM is not registered or licensed to
trade in securities, transactions will only be effected in accordance with applicable securities
legislation which may vary from one jurisdiction to another and may require that the trade be made in
accordance with applicable exemptions from registration or licensing requirements.

Religare Capital Markets does and seeks to do business with companies covered in our research
report. As a result, investors should be aware that the firm may have a conflict of interest that could
affect the objectivity of research produced by Religare Capital Markets. Investors should consider our
research as only a single factor in making their investment decision.

Any reference to a third party research material or any other report contained in this report represents
the respective research organization's estimates and views and does not represent the views of RCM
and RCM, its officers, employees do not accept any liability or responsibility whatsoever with respect
to its accuracy or correctness and RCM has included such reports or made reference to such reports
in good faith. This report may provide the addresses of, or contain hyperlinks to websites. Except to
the extent to which the report refers to material on RCM’s own website, RCM takes no responsibility
whatsoever for the contents therein. Such addresses or hyperlinks (including addresses or hyperlinks
to RCM's own website material) is provided solely for your convenience and information and the
content of the linked site does not in any way form part of this report. Accessing such website or
following such link through this report or RCM's website shall be at your own risk.

Other Disclosures by Religare Capital Markets Limited under SEBI (Research Analysts)
Regulations, 2014 with reference to the subject companies(s) covered in this report:

Religare Capital Markets Limited (“RCML") is engaged in the business of Institutional Stock Broking
and Investment Banking. RCML is a member of the National Stock Exchange of India Limited and
BSE Limited and is also a SEBI-registered Merchant Banker. RCML is a subsidiary of Religare
Enterprises Limited which has its various subsidiaries engaged in the businesses of commodity
broking, stock broking, lending, asset management, life insurance, health insurance, wealth
management, portfolio management, etc. RCML has set up subsidiaries in Singapore, Hong Kong
and Sri Lanka to render stock broking and investment banking services in respective jurisdictions.

RCML'’s activities were neither suspended nor has it defaulted with any stock exchange authority with
whom it has been registered in the last five years. RCML has not been debarred from doing business
by any Stock Exchange / SEBI or any other authority. No disciplinary action has been taken by any
regulatory authority against RCML impacting its equity research analysis activities.

RCML or its research analyst or his/her relatives do not have any financial interest in the subject
company.

RCML or its research analyst or his/her relatives do not have actual/beneficial ownership of one per

cent or more securities in the subject company at the end of the month immediately preceding the
date of publication of this research report.
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Research analyst or his/her relatives do not have any material conflict of interest at the time of RCML may from time to time solicit or perform investment banking services for the company(ies)
publication of this report. mentioned in this report.

Research analyst has not received any compensation from the subject company in the past 12 RCML or its associates may have material conflict of interest at the time of publication of this
months. research report.

RCML may have managed or co-managed a public offering of securities for the subject company in  RCML'’s associates may have financial interest in the subject company. RCML'’s associates may have

the past 12 months. received compensation from the subject company in the past 12 months. RCML's associates may
hold actual / beneficial ownership of one per cent or more securities in the subject company at the

RCML may have received compensation from the subject company in the past 12 months. end of the month immediately preceding the date of publication of this research report.

Research analyst has not served as an officer, director or employee of the subject company. RCM has obtained registration as Research Entity under SEBI (Research Analysts) Regulations,
2014.

RCML or its research analyst is not engaged in any market making activities for the subject company.
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