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BSE Sensex: 17,909 SIB IN 15July 2010 B Uy
REUTERS CODE
S&P CNX: 5,379 SIBK.BO Previous Recommendation: Under Review Rs188
Equity Shares (m) 113.0 YEAR HET INCOME PAT  EPS EPS FIE PFIBY CAR ROAE ROAA PIABY
52-Week Range 193/93 END (REM] [REM] [RE) GR.[X]  [X] x] (%) [z [x) [x)
1,6,12 Rel.Perf.(%) 10/27/66 309, 6,572 1943 172 45 109 16 145 158 10 17
M.Cap. (Rs b) 212 M0 776G 233 207 200 91 1.4 154 168 10 15
3IM1E 9118 2E12 234 117 1 1.3 132 165 0.4 13
M.Cap. (US$ b) 0.5

3MZE 10,834 3234 286 238 6.6 11 M2 1749 0.4 1.1

South Indian Bank (SIB) posted a net profit of Rs584m for 1QFY11 (v/s our estimate of Rs548m), down 3% YoY. Adjusted

for accrued interest on deposits not accounted during 1QFY10, net profit grew 30% YoY. Earnings were better than

expected, led by higher net interest income (NII). Key highlights are:

m NIl grew 10% YoY; however, adjusting for the proportionate understatement of interest expenses in 9MFY10, NII
growth would have been higher at 29% YoY.

m  NIMimproved to 2.83% v/s 2.76% (adjusted) in 1QFY10 and 2.77% for FY10.

B Loan growth was strong at 34% YoY, while deposits grew 25% YoY. C-D ratio improved to 72.4% v/s 67.8% in
1QFY10 and 70% for FY10.

m CASA growth of 28% YoY outpaced overall deposit growth and CASA ratio improved to 25.1% v/s 24.5% for 1QFY10.

m  Gross NPAs increased 6% sequentially in absolute terms; however, on account of higher loan growth, in percentage
terms it remained stable QoQ. Net NPAs increased 5% QoQ while provision coverage was at 71%.

Maintain Buy: We expect SIB to report EPS of Rs23.1 and BV of Rs149 in FY11, and EPS of Rs28.6 and BV of Rs171

in FY12. We expect RoOA to sustain at ~1%; higher leverage would help drive RoE to ~18% by FY12. The stock trades

at 1.1x FY12E BV. Improving performance and being a strategic target for large private banks looking for inorganic growth

make SIB an attractive bet. Buy (target Rs205, 1.2x P/BV FY12E).

QUARTERLY PERFORMAHNCE (RS MILLIOH}
FY10 F¥11 FY10 FY11E
10 20 30 40 10 20E J0E 4QE

Interest Income 4653 4639 4873 5138 5,401 5873 BSOS T320 19,357 25,099
Interest Expense 3128 3037 3160 4349 3728 4133  4F55 5362 13,674 17,882
Het Interest Income 1,524 1,652 1,718 789 1,674 1,735 1,850 1,958 5,683 7,217
2% Change (Yo=Y 453 285 17.5 -4, 7 9.5 5.0 77 1458.3 8.7 27.0
Cither Income SEO B55 431 439 M7 464 490 530 2 085 1,901
Het Income 2084 2307 2149 1,227 2090 2199 2340 2488 7,768 9118
2% Change (Yo=Y 521 39.9 1.6 -36.2 2.3 -4.7 5.9 1028 15.0 17.4
Cpersting Expenses 1,015 965 957 711 1046 1070 1103 1,020 3 EE2 4,239
Operating Profit 1,069 1,339 1,182 516 1,044 1129 1,238 1,469 4,106 4,879
2% Change (Yo=Y S} 4.0 15.0 -46. 4 -2.3 -15.7 4.7 154.7 14.5 15.5
Cither Provisions 104 165 195 -3 167 0 245 300 433 922
Profit Before Tax %5 1,174 987 547 877 919 993 1,169 3,673 3,957
Tax Provisions 364 445 363 161 293 M2 337 403 1,336 1,345
Het Profit 601 726 625 386 584 606 655 766 2,338 2,612
2% Change (Yo=Y 556 405 15.2 =232 =25 -85 4.9 953 20.0 .7
Interest Expenselinterest Income [95) 672 G648 4.8 846 B0 o5 flE 73z FoG Lz
Other IncormedNet Income (%) 2649 254 204 357 19.9 249 2049 2.3 265 20.5
Cost to ncome Ratio (%) 4457 42.0 450 550 501 4587 471 4.0 471 465
Provisions' Operating Profits (%) a8 12.3 16.5 -6.0 g0 18.6 185 204 0.5 1549
Tax Rabe (%) 377 382 367 29,4 334 3.0 340 345 364 3.0

E: WMOSL Estimates
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18F TN 12F Y10 TOYGR. T  4Q2FYI0 Q08 GR. FT10 FTHE FT1ZE
Irterest Income 5401 4 B53 16 5138 5 19,357 25,099 3,941
Irterest Expense 3,728 3128 19 4 349 -4 13674 17,882 23,083
Het Interest Income (Hil} 1,674 1,524 10 789 Tr2 5,683 217 §.858
Cither Incotmne L SE0 -26 439 -5 2085 1,90 1976
- Commizsion and Fees 283 244 16 335 -6 1,100 1,266 1456
- Forex Income 41 54 =30 43 -3 204 235 270
- Trading Profits o2 256 -4 1 a2 Fan 400 250
Het Income 2,090 2,084 0 1,227 il 7,768 9,118 10,834
Total Operating Costs 1,046 1,015 3 711 47 3 EE2 4230 4018
- Staff Costs E7S E23 -1 e 104 2263 2561 2904
- Cther Opex vz 332 12 a0 -2 1,399 1E78 2014
Operating Profit 1,044 1,069 -2 516 To2 4,106 4,879 5,916
Provizions 167 104 0] -3 A 433 L 1,015
PBT LT 965 -0 547 G0 3,673 3,957 4,901
Tax 293 364 =20 161 az 1,336 1,345 1 EEE
Tax rate % 33 K] 29 36 34 34
PAT 584 601 -3 386 57 2,338 2,612 3,234
Deposits 233,30 186,500 25 230,115 ¥ 230,115 285,343 356,679
CASA Ratio % 251 24.5 231 231 227 2.5
Advances 168,360 126,420 34 161,150 5 158,229 197,786 247,233
Grosz HPA 2,21 2,309 -3 2110 6 2110 2,242 2,828
Gross HPA % 1.3 1.9 1.3 1.3 11 11
Het HPA [ H 833 =22 616 5 616 673 349
Het HPA % 0.4 0.7 0.4 0.4 0.3 0.3
Yields on Advances % 108 11.8 1141 11.0 11 .2 115
Cost of Deposits %* G4 B0 B0 B.5 B0 7.0
HIM %o* 2.8 31 2.8 2.7 2.8 2.7
Tier | CAR 9% 134 127 124 124 104 a5
Tier | CAR %* 24 1.3 3.0 3.0 23 1.7
Branches 580 535 575 575 625 LT3
Highlights

Strong loan growth; impressive CASA ratio

Loans grew 5% QoQ and 34% YoY to Rs169b, while deposits grew 1% QoQ and 25%
YoY to Rs233b. C-D ratio improved to 72.4% from 70% in 4QFY10. CASA growth of
28% YoY outpaced the overall deposit growth. Absolute increase in deposits during 1QFY11
was Rs3.2b, whereas CASA deposits increased Rs5.3b. CASA ratio improved to 25.1%
v/s 23.3% for FY10 and 24.5% for 1QFY 10.

The loan book growth has been driven by credit to SMEs and larger corporates, which
exhibited a YoY growth of nearly 57% each.

15 July 2010



MoTiLAL OSWAL

South Indian Bank

Higher than expected NIl growth

NIl growth on a reported basis improved 10% YoY. However if we adjust for the system
error on account of which the bank could not account the accrued interest on certain
deposits on a quarterly basis (for the nine months from April 2009 to December 2009), N1I
growth would have been higher at 29% YOoY.

NIM was 2.83% compared to 2.76% (adjusted) for LQFY10 and 2.77% for FY10. Yields
on advances moderated to 10.77% in 1QFY11 v/s 11.14% for FY 10 but decline in cost of
deposits was higher at 50bp to 6.43%, leading to slight improvement in margins.

Marginal deterioration in asset quality
While the coverage ratio has remained constant sequentially at 71%, provisions have been
higher at Rs109m v/s write-back of Rs35m in 4QFY11. The net addition to gross NPA
during the quarter were Rs247m. Gross NPAs increased 6% QoQ to Rs2.2b and net
NPAs were up 5% QoQ to Rs673m. Outstanding restructured loan book at the end of
1QFY11 was Rs4.3b, 2.6% of the total loans.

Branch addition plans

SIB is planning to add 60 new branches to its existing network of 580 branches. Of these,
30 would be in South India (without RBI license requirement), strengthening SIB’s presence
in that region.

Other highlight

SIB is carrying contingent liability to the tune of ~Rs600m related to a dispute under
FERA. Of this it has already provided Rs400m upto FY10. No charge was made during
the quarter under review, however it expects to provide for balance amount during the
remaining part of current fiscal.

Valuation and view

SIB continues to have excess capitalization, with CAR at 16% and tier-I capital of 13.1%.
The bank has shown consistent improvement in its operating performance. We expect
ROA to sustain at ~1%; higher leverage would help drive RoE to ~18% by FY12. We
expect SIB to report EPS of Rs23.1 and BV of Rs149 in FY11, and EPS of Rs28.6 and
BV of Rs171 in FY12. The stock trades at 1.1x FY12E BV. Improving performance and
being a strategic target for large private banks looking for inorganic growth make SIB an
attractive bet. Buy (target Rs205, 1.2x P/BV FY12E).
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LOAN GROWTH CONTINUES TO BE STRONG
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FEE INCOME GROWTH REMAINS VOLATILE
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South Indian Bank: an investment profile

Company description

South Indian bank is a private sector bank with the strong
presence in South India particularly state of Kerala (55%
of total branches). It was the first among the private sector
banks in Kerala to become a scheduled bank in 1946 under
the RBI Act. In 1964 the bank took over 12 banks, mostly
in northern Kerala to increase its presence in the region. It
has a network of 580 branches and 340+ ATMs and total
business of Rs402b. The bank is headed by Mr V A Joseph
with a team of professionals.

Key investment arguments

m Demonstrated consistent improvement in core operating
performance over the last three years, with RoA
expanding from 0.5% in FY06 to 1% in FY10.

m Stable asset quality (gross NPA of 1.3% and net NPA
of 0.4%), with lowest restructuring (~2.6% of the loan
book)

m Hightier-1 ratio of 13% is among the best in the sector,
which can effectively be used for further leverage for
dilution-free growth in coming years.

Key investment risks
m High dependence on southern states, particularly Kerala,
increases the geographical risk.

COMPARATIVE VALUATIONS

South Indian Bank

Recent developments

m SIB has approved sub-division of existing equity Shares
of face value Rs. 10/- each into 10 Equity Shares of
Re. 1/- each.

Valuation and view

m  \We expect SIB to report EPS of Rs23 and BV of Rs149
in FY11, and EPS of Rs29 and BV of Rs171 in FY12.

m The stock trades at 1.1x FY12E BV. Improving
performance and being a strategic target for large
private banks looking for inorganic growth make SIB
an attractive bet. Buy.

Sector view

m InFY10, loans and deposits grew 17%. We expect loan
growth of 20% in FY11, with an upward bias. Deposit
growth will be calibrated with loan growth.

m  \We factor in 15-20bp improvement in blended margins,
led by improving yield on assets and higher CASA ratio.

m  Our concern on asset quality is reducing, with the
improvement in economic activities.

m \We prefer banks with a strong core deposit franchise,
higher tier-1 capital and high provision coverage ratio.

EPS: MOST FORECAST VS CONSENSUS (RS)

sIB FED.BANK  J&K BANK MOST CONSENSUS VARIATION
P/E (x) FY11E 8.1 5.9 4.9 FORECAST FORECAST (%)
FY12E 6.6 4.9 4.2 FY11 23.1 25.0 -7.7
P/BV (x) FY11E 1.3 0.8 0.8 FY12 28.6 30.5 -6.1
FY12E 1.1 0.7 0.7
ROE (%) EY11E 16.5 14.1 17.8 TARGET PRICE AND RECOMMENDATION
FY12E 17.9 15.2 18.1 CURRENT TARGET UPSIDE RECO.
ROA (%) EYLE 0.9 15 1.3 PRICE (RS) PRICE (RS) (%)
FY12E 0.9 15 1.3 188 205 9.0 Buy
STOCK PERFORMANCE (1 YEAR)
South Indian Bank (Rs) - LHS Rel. to Sensex (%) - RHS
200 105
SHAREHOLDING PATTERN (%) 170 70
MAR-10 DEC-09 MAR-09 ‘
140 \ 35
Promoter 0.0 0.0 0.0 ey v
110 =~ W= 0
Domestic Inst 16.1 13.9 12.1 /
Forei 36.8 37.4 35.9 80 35
oreign ' ' ' Jul-09 Oct-09 Jan-10  Apr-10 k10
Others 47.2 48.7 52.0
6
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Financials and Valuation

South Indian Bank

15 July 2010

IHCOME STATEMEHT (R= Million)
¥E MARCH 2007 2005 2009 2010 2011E 2012E
Irterest Income 0582 12912 16,868 19,357 25,099 3,94
Irterest Expended 5,091 =R 11 640 13674 17 862 23,083
Het Interest Income 340 3,761 5,229 5,683 .27 8,858
Change (%a) 19.6 77 Ja.0 8.7 270 227
Cther Income 957 1,426 1,643 2 055 1,801 1976
Het Income 4,478 5187 6,872 7,768 9118 10,834
Change (%) 17.1 15,4 328 15.0 17.4 15.8
Operating Expenzes 2,189 2,481 3,285 3662 4,239 4915
Operating Income 2,290 2,007 3,587 4,106 4,879 5016
Change (%) 46 4 18.2 325 145 1848 2.2
Cther Provisions 1,054 389 573 433 22 1,015
PBT 1,236 2,318 3014 3,673 3,957 4,901
Tax 423 S0l 1,066 1,336 1,345 1 GGG
PAT pre exceptional 813 1,516 1,948 2,338 2,612 3.234
Change (%) 59,7 865 254 20.0 1.7 238
Exceptional Incomes (Exp.) 228 W27 ] 1] 0 1]
PAT post exceptional 1,041 1,489 1,948 2,338 2,612 3.234
Change (%) 1046 438 308 20.0 1.7 238
Proposed Dividend 176 271 339 452 535 EE3
PPP 2,202 2,391 3,233 3,326 4,479 5,666
Change (a) 557 8.6 8.2 2.9 3.7 269
BALAHCE SHEET (R= Million)
¥ E MARCH 2007 2008 2009 2010 2011E 2012E
Capital o4 04 1,130 1,130 1,130 1,430
Reszerves & Surplus B 536 10,706 11,910 13,723 15,708 18167
Het Worth 7.240 11,610 13,040 14,853 16,838 19,297
Deposits 122,392 151,561 180,923 230415 285,343 356,679
Change (%) 278 23.8 9.4 272 240 2.0
Borrowings 2061 1,526 4120 330 3972 4 7EG
Cther Liab & Provisions 4 534 5802 5,711 7 063 5,455 10,094
Total Liabilities 136,526 170,899 203,794 255340 314,611 390,836
Current Azsets 19,455 17 026 20,358 19,877 25787 3118
Irvestments 34 301 45 72 B0, 752 1 556 84 704 103 449
Change (%) 252 353 324 17.8 1858 228
Loans A58 104537 18479 158,229 197,786 247,233
Change (%) 24.5 J2.0 13,3 338 2.0 2.0
Met Fixed Aszets G956 1125 1,363 1525 1674 1,783
Cther Azsets 2 B55 2 486 2541 4 153 4 565 5,254
Total Assets 136,526 170,899 203,794 255340 314,611 390,836
KEY ASSUMPTIOHNS (%ah
¥ E MARCH 2007 2008 2009 2010 2011E 2012E
Deposit Growth 275 235 19.4 a2 240 250
Loans Growth 243 320 13.3 J36 250 250
Imvestments Growth 252 333 3248 175 165 220
Provizion Coverage 7an a1.7 47 9 T05 Ga.8 695
Dividend per =hare 25 30 3.0 4.0 47 54
LAY Exnpimrates
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Financials and Valuation

RATIOS

¥/E MARCH 2007 2008 2009 2010 20M1E 2012E
Spreads Analysis (%)

Awvg. Yield-Earning Azzets a1 91 a7 9.1 96 949
Ay Cost - Int. Bear. Liab. 55 EE 54 B.5 ] 71
Interest Spread 2B 25 28 26 27 28
Met Interest Margin 30 27 30 27 25 27

Profitability Ratios (%)

RoE 114 161 1585 16.5 16.4 1748
Ros, oy 1.0 1.0 1.0 na (IR]
Int. Expendedint. Earned B3 6 Joa E9.0 TOE 7.2 723
Cther IncomeMet Incatme 220 275 239 268 208 18.2

Efficiency Ratios (%)

Op Expiet Income* 495 048 a0.4 524 45 6 46.5
Employes Costfop Exps G604 S9.0 652 618 G0 .4 S9.0
Businezs per Empl. (Rz m) 467 542 61.4 PR g3.0 959
Met Profit per Empl. (R lac) 27 35 4.3 448 a0 =N

* gx treasury
Aszet Liability Profile (%)

Advances/Deposit Ratio 4.7 9.0 B5.5 638.8 9.3 9.3
CASA Ratio 234 244 235 234 27 2B
Invest Depost Ratio 250 302 336 314 297 290
G-Secinvestment Ratio g6 6 FEEN 67.0 5.5 g4 .1 852
Gross MPAs to Advances 3a 1.5 22 1.3 1.1 11
Met MPAs to Advances 1.0 03 1.1 0.4 0.3 03
CAR 1141 1385 145 15.4 132 11.2
Tier 8.4 2.1 13.2 12.4 10.9 4.5
VALUATION

Book Walue (Rs) 1025 1254 115.4 131.4 1430 1705
Price-BY% () 1.5 1.5 1.6 1.4 1.3 1.1
Adiusted BY (R=) 956 10035 107.7 12749 1451 16549
Price-ABY (%) 2.0 1.9 1.7 1.5 1.3 1.1
EPZ (R=) 145 165 17.2 207 231 258
EPS Growth 104 6 11.4 45 200 11.7 238
Price Earnings (x) 127 1.4 109 91 8.1 GE
OPS (R 325 299 T 36.3 432 523
CPS Growth 45 .4 -5.0 5.0 14.5 185 M2
Price-CP (%) 5.5 6.3 5.9 5.2 4.4 3.6

E: MOSL Estimates
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NOTES
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For more copies or other information, contact
Institutional: Navin Agarwal. Retail: Manish Shah
Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: reports@motilaloswal.com

Motilal Oswal Securities Ltd, 3rd Floor, Hoechst House, Nariman Point, Mumbai 400 021

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement South Indian Bank
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock Yes
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.
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