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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:

NII grew 10% YoY; however, adjusting for the proportionate understatement of interest expenses in 9MFY10, NII
growth would have been higher at 29% YoY.
NIM improved to 2.83% v/s 2.76% (adjusted) in 1QFY10 and 2.77% for FY10.
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.
CASA growth of 28% YoY outpaced overall deposit growth and CASA ratio improved to 25.1% v/s 24.5% for 1QFY10.
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 RoA 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).

Equity Shares (m) 113.0
52-Week Range 193/93
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M.Cap. (Rs b) 21.2
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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 1QFY10.

The loan book growth has been driven by credit to SMEs and larger corporates, which
exhibited a YoY growth of nearly 57% each.
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Higher than expected NII growth
NII 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), NII
growth would have been higher at 29% YoY.

NIM was 2.83% compared to 2.76% (adjusted) for 1QFY10 and 2.77% for FY10. Yields
on advances moderated to 10.77% in 1QFY11 v/s 11.14% for FY10 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

CASA DEPOSIT GROWTH OUTPACING GROWTH IN TOTAL DEPOSITS

COST OF DEPOSITS (%) DECLINED 50BP OVER FY10 …

 … WHICH LED TO 6BP INCREASE IN NIM IN 1QFY11 (%)

Source: Company/MOSL
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Improvement in core income
kept CI ratio under check

Gross NPAs increased 6%
QoQ in absolute terms
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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
Demonstrated consistent improvement in core operating
performance over the last three years, with RoA
expanding from 0.5% in FY06 to 1% in FY10.
Stable asset quality (gross NPA of 1.3% and net NPA
of 0.4%), with lowest restructuring (~2.6% of the loan
book)
High tier-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
High dependence on southern states, particularly Kerala,
increases the geographical risk.

COMPARATIVE VALUATIONS

SIB FED.BANK J&K BANK

P/E (x) FY11E 8.1 5.9 4.9
FY12E 6.6 4.9 4.2

P/BV (x) FY11E 1.3 0.8 0.8
FY12E 1.1 0.7 0.7

RoE (%) FY11E 16.5 14.1 17.8
FY12E 17.9 15.2 18.1

RoA (%) FY11E 0.9 1.5 1.3
FY12E 0.9 1.5 1.3

SHAREHOLDING PATTERN (%)

MAR-10 DEC-09 MAR-09

Promoter 0.0 0.0 0.0

Domestic Inst 16.1 13.9 12.1

Foreign 36.8 37.4 35.9

Others 47.2 48.7 52.0

South Indian Bank: an investment profile

STOCK PERFORMANCE (1 YEAR)

EPS: MOST FORECAST VS CONSENSUS (RS)

MOST CONSENSUS VARIATION

FORECAST FORECAST (%)

FY11 23.1 25.0 -7.7
FY12 28.6 30.5 -6.1

TARGET PRICE AND RECOMMENDATION

CURRENT TARGET  UPSIDE RECO.

PRICE (RS) PRICE (RS)  (%)

188 205 9.0 Buy
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Recent developments
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
We expect SIB to report EPS of Rs23 and BV of Rs149
in FY11, and EPS of Rs29 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.

Sector view
In FY10, 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.
We factor in 15-20bp improvement in blended margins,
led by improving yield on assets and higher CASA ratio.
Our concern on asset quality is reducing, with the
improvement in economic activities.
We prefer banks with a strong core deposit franchise,
higher tier-I capital and high provision coverage ratio.
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Financials and Valuation
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Financials and Valuation
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N O T E S
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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.

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
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