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About the Company:

IDFC First Bank has walked a long path of transformation starting
from infrastructure finance NBFC to universal bank. To strengthen
retail franchise, IDFC Bank & Capital First Ltd engaged into a
merger to form IDFC First Bank in December 2018. The merged
entity is the eighth largest private bank with funded asset at 103188
crore (retail: wholesale — 45:55) as of Sept 2019 and wide customer
base of 7 million. It is being headed by V Vaidyanathan, who has a
proven track record at Capital First. IDFC First Bank has a pan India
presence with 351 branches. In summary, under our stated strategy
for the combined entity, IDFC FIRST Bank, the same successful
model of Capital First lending business is now being built on a Bank
platform from IDFC Bank, thus the business becomes more
profitable, robust and sustaining because of availability of low cost
and more abundant funding.

Investment Thesis

Stable asset quality

Banks GNPA/NPA has declined to 2.62%/1.17% and PCR improved
by 610bps YoY to 55.3%. At the same time retail GNPA/NPA also
withessed improvement. The bank has identified exposures as
watch-list accounts under stressed around Rs Rs 3,277 Cr has
reported watch list and has taken provision of 55.55% this book has
reduced in Q2FY20 marginally and now stand at Rs 2,990 Cr(for
HFC & Financial Cos. -75% PCR).The high provision on risky asset
would provide stability to PAT.

Operating expenses have gone up due to expanding
branches

Opening new branches, brand improvement and business
sourcing has led to operating expenses abiding to be higher with
cost to assets at 3.1% in the quarter and we continue to keep tab
on same.However, Cost to Income declined QoQ 29%9bps to 75.6%.
Cost to income ratfio has improved from 78.60% for Q1FY20 to
75.61% in Q2FY20, despite the heavy investments in branches as
the Bank added 72 branches in Q2FY20.

Robust growth Guidance for next 5 to é years Plan

The management had initially guided that the retail mix will fouch
70% of the loan book (retail loan assets to over Rs 100,000 to reach
a 70% of loan mix) within 5 to 6 years, however, it is now confident
to achieve the target before schedule. At the same time reducing
the infrastructure exposure to NIL in the coming 5 years. The bank
plans to reduce the wholesale loan book to Rs 40,000cr by March
2020
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The bank expects the gross yield of the loan book to increase to
13.5% in the next five years. On CASA front, the bank strives to
reach a CASA ratio of 30% within five years, and gradually take it
to 40-50% from thereon. The bank also plans to set up 600-700
branches in the next 5 years, which would be suitably supported
by the attractive product propositions and other associated
services as well as cross -seling opportunities. The Net Interest
Margin (NIM) is estimated to reach an aftractive level of 5.0% -
5.5% in the coming five years by the bank. Over next 5 to 6 years,
the bank expects the RoA & RoE to reach to the tune of 1.4% -
1.6% and 13% - 15% respectively.

Financials
During the past 5 years,NIl of IDFCFIRSTB grew at a CAGR of 32%

while PPOP grew at a CAGR of 18% in the same period.
Particulars (Rs Cr) FY17A FY18A FY19A FY20E FY21E
NI 2017.32 | 1798.10 | 3199.09 | 4419.69 | 6217.32
PPoP 1753.46 | 1263.40 | -1749.08 743.87 | 3347.60
PAT 1019.74 859.30 | -1944.18 | -1154.42 609.68
EPS (Rs) 3.00 2.52 -4.07 -2.41 1.28
Adjus BVPS (Rs) 41.48 42.20 35.66 33.69 35.12
P/BV (x) 1.11 1.09 1.29 1.37 1.31

Key Business Highlights

IDFC First bank’s fund book was at Rs 1,07,656 cr in September
2019 (Rs 1,12,558 crore as of Q1FY20) with share of retail pegged at
45% and wholesale at 55%. Under the new management, while
the merged entity is to retain its strength in retail lending (proven in
erstwhile NBFC), focus will be on building a retail liability franchise
to boost earnings and return ratios ahead. The management has
indicated that, going ahead, the bank focus will be on retail book
majorly on home loans, auto loans (including two- wheelers) and
consumer durable financing. We expect funded book to grow at
CAGR of 30% to Rs 145109cr by FY21E.(FY17A TO FY21E)

Risk & Concern

Delay in the rundown NPAs therein could affect business and
profitability.

Any regulatory changes coming from RBI Significant slowdown in
consumer demand.

Operations may be affected during merger/integration process.
Competition from small finance banks, with respect to building
CASA deposits

Valuation

We strongly believe that the merger and the enhanced focus on
retail segment along with a clear growth strategy will act positively
for the bank on a longer-term. However, we expect the operating
costs as well as the cost of funds to remain elevated on a shorter
to medium term. Hence, we value the bank at 1.7x BVPS of FY21E
arrive at target price of Rs 63
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Disclosure:
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subject to companies/securities. Bonanza Portfolio Ltd is responsible for the preparation of this research report and
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publication of this research report.
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not be relied upon as such. If this report is inadvertently send or has reached to any individual, same may be
ignored and brought to the attention of the sender. Preparation of this research report does not constitute a
personal recommendation or take into account the particular investment objectives, financial situations, or needs
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the basis of publicly available information, internally developed data and other sources believed by Bonanza
portfolio Ltd to be reliable. This report should not be taken as the only base for any market fransaction; however
this data is representation of one of the support document among other market risk criterion. The market
partficipant can have an idea of risk involved to use this information as the only source for any market related
activity. The distribution of this report in definite jurisdictions may be restricted by law, and persons in whose
custody this report comes, should observe, any such restrictions. The revelation of interest statements integrated in
this analysis are provided exclusively to improve & enhance the fransparency and should not be treated as
endorsement of the views expressed in the analysis. The price and value of the investments referred to in this
report and the income from them may go down as well as up. Bonanza portfolio Ltd or its directors, employees,
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RAs and other companies on account of differences in, personal judgment and difference in time horizons for
which recommendations are made. Research entity has not been engaged in market making activity for the
subject company. Research analyst has not served as an officer, director or employee of the subject company.
Research analyst have not received any compensation/benefits from the subject company or third party in
connection with the research report
Bonanza Portfolio Ltd. Bonanza House, Plot No. M-2, Cama Industrial Estate. Walbhat Road, Goregaon (E),
Mumbai — 400063 Web site: https://www.bonanzaonline.com
SEBI Regn. No.: INZ000212137
BSE CM:INB 011110237 | BSE F&O: INF 011110237 | MSEI: INE 260637836
| CDSL: a) 120 33500 |
NSDL: a) IN 301477 | b) IN 301688 (Delhi) | PMS: INP 000000985 | AMFI: ARN -0186


https://www.bonanzaonline.com/

