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Weak Net profit; Asset quality improves

Net Interest Income stood at Rs. 3,950 crores in Q2FY?24, showing a growth of 5.5% QoQ / up 31.6%
YoY. Pre-provision operating profit (PPOP) stood at Rs. 1,501 crores in Q2FY24, marginally up by
0.1% QoQ / up 28.5% YoY. Provisions grew to Rs. 528 crores in Q2FY24 from Rs. 476 crores in
Q1FY24 and Rs. 424 crores in Q2FY23. The bank’s quarterly net profit declined to Rs. 751 crores in
Q2FY24, down 1.8% QoQ / up 35.2% YoY. NIM stood marginally lower at 6.32% in Q2FY24, down
1bps QoQ / up 49bps YoY. Gross NPA stood at 2.11% in Q2FY24, down 6bps QoQ / down 107bps
YoY, mainly due to healthy retail, rural and SME business portfolio. Net NPA stood at 0.68% in
Q2FY24, down 2bps QoQ / down 41bps YoY. Capital Adequacy Ratio stood at 16.54% in Q2FY24
compared to 16.96% in Q1FY24 and 14.63% in Q2FY23. Gross Deposits showed healthy growth and
stood at Rs. 1,64,726 crores in Q2FY24, up 11.0% QoQ / up 44.5% YoY, driven by retail deposits,
which were utilised for the growth of assets and repayment of the legacy borrowings. Gross Advances
stood at Rs. 1,83,236 crores in Q2FY24, up 6.8% QoQ / up 26.1% YoY. CASA declined to 46.4% in
Q2FY24 from 46.5% in Q1FY24 and 51.3% in Q2FY23. This decline was due to the bank raising
more fixed deposits than CASA deposits. It is worth mentioning that the bank’s legacy high-cost bor-
rowings reduced from Rs. 20,449 crores as of September 30, 2022, to Rs. 15,002 crores as of Sep-
tember 30, 2023.

Key Highlights

Particulars (Rs. crores) Q2FY23 Q1FY24 Q2FY24 YoY (%) QoQ (%)
Net Interest Income 3,002 3,745 3,950 31.6 5.5
PPOP 1,169 1,500 1,501 28.5 0.1
Net Profit 556 765 751 35.2 (1.8)
NIM (%) 5.83 6.33 6.32 49bps (1bps)
RoA (%) 1.16 1.26 1.07 (9bps) (19bps)
GNPA (%) 3.18 2.17 2.11 (107bps) (6bps)
NNPA (%) 1.09 0.70 0.68 (41bps) (2bps)
CASA (%) 51.28 46.50 46.41 (487bps) (9bps)

Source: Company, BP Equities Research
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Valuation and Outlook

IDFC First Bank reported stable Q2FY24 results across all key parameters, showing some weakness
in net profit. This was on account of a faster increase in the cost of funds in comparison to yield on
advances. It is worth noting that the bank’s retail, rural and SME business has low NPA levels due to
its high-quality underwriting, credit bureaus, technology, and cash-flow-based lending capabilities. As
the bank takes into consideration stringent cash flow assessment while disbursing loans, we believe
that the bank will continue to have lower levels of NPAs in the coming quarters, which in turn will help
to maintain better asset quality. We believe that the bank’s focus on fee-based products will help the
bank to grow its non-interest income and profitability in the coming quarters as well. Thus, this accred-
ited income will help to set off the NIM compression which the bank may face due to a peak in the
interest rate cycle. Also, with its high-cost legacy borrowing reduced, the bank can deliver healthy
growth across all the key financial metrics in the medium to long term. Thus, we believe the bank is
well-poised for growth, and our outlook remains positive.

Key Concall Highlights

e The significant and growing part of the book, i.e. the retail, rural and SME business, has low NPA
levels because of high-quality underwriting, credit bureaus, technology, and cash-flow-based
lending capabilities.

e The bank’s other income saw healthy growth due to the bank’s strategy of launching and scaling
up many fee-based products in the last four years. Many of these products are in the early stage
of their life cycle and have the potential to grow significantly going forward.

e IDFC First's ability to raise deposits is strong enough to fund the 25% growth of the loan book and
also be able to repay the high-cost bonds as and when they are maturing. In FY24, the bank
plans to repay around Rs. 3,000 crores, thus reducing its high-cost bonds and improving NIMs.

e The bank continues to see faster growth in term deposits, which grew by 68% on a YoY basis and
11% sequentially, as customers are looking to lock in higher interest rates in the system. The
growth in term deposits is predominantly driven by retail.

e IDFC First had a healthy advance growth driven by the issuance of 1.9 million credit cards, and
the gross spending on credit cards increased by 64% in H1FY24. Rural books also registered a
strong growth of 51% on a yearly basis, whereas funding for SME for business purposes and cor-
porate segment increased by 22% on a YoY basis

e The operating expenses remained elevated due to an increase in business volumes, branch ex-

pansion, and an increase in some tech expenses.

e The bank’s management reiterates that its cost to income will remain elevated for some time as it
aggressively focuses on increasing its deposits with a target of Rs. 50,000 crores addition in FY24
and Rs. 60,000-65,000 crores in FY25.

e On the deposit front, the bank’s large part of the catch-up cost has already come in, and the bank

expects the cost could marginally rise by another 10-15bps in H2FY24.

“The bank has reduced its corporate
(non-infra) book from 29% in March
2019 to 16% in September 2023.
Similarly, the bank has reduced its
infrastructure financing portfolio from
19% in March 2019 to 1.8% in Sep-
tember 2023.”

“The bank’s exposure to the top 20
single borrowers reduced from 16%
in March 2019 to 6% in September
2023. Further, the exposure to the
top five industries also reduced from
41% in March 2019 to 20% in Sep-
tember 2023.”
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Key Financials
YE March (Rs. crores) FY18 FY19 FY20 FY21 FY22 FY23 H1FY24
Net Interest Income 1,798 3,199 6,076 7,380 9,706 12,635 7,695
Growth % 77.9% 89.9% 21.5% 31.5% 30.2% 21.8%
PPOP 2,361 1,546 2,376 3,113 3,284 4,932 3,011
Growth% -34.5% 53.7% 31.0% 5.5% 50.2% 22.1%
Net Profit 859 -1,944 -2,864 452 145 2,437 1,516
Growth % -326.2% 47.3% -115.8% -67.9% 1580.7% 24.4%
EPS 2.52 -4.75 -5.98 0.82 0.23 3.68 4.24

Profitability & Valuation

NIM (%) 1.70% 2.37% 3.91% 5.03% 5.96% 6.05% 6.32%
RoA (%) 0.72% -1.33% -1.75% 0.29% 0.08% 1.13% 1.07%
RoE (%) 5.70% -11.64% -17.10% 2.73% 0.75% 10.95% 12.20%
BV per Share (INR.) 38.43 37.98 31.9 31.37 33.78 38.86 43.9
P/E (x) 35.1 -18.6 -14.8 107.9 384.8 24.0 19.8
P/BV (x) 23 23 2.8 2.8 2.6 23 1.9
Cost to Income Ratio 78.75% 79.45% 76.86% 78.79% 77.79% 72.54% 71.40%

Source: Company, BP Equities Research

Institutional Research BP Equities Pvt. Limited (www.bpwealth.com) 08/11/2023 4

BP Equities reports are also available on Bloomberg [BPEQ <GO>] | Thomson Reuters | Capital 1Q |



B

BP WEALTH

Research Desk Tel: +91 22 61596138

Institutional Sales Desk Tel: +91 22 61596403/04/05

Disclaimer Appendix

Analyst (s) holding in the Stock : Nil

Analyst (s) Certification:

We analysts and the authors of this report, hereby certify that all of the views expressed in this research report accurately reflect our
personal views about any and all of the subject issuer (s) or securities. We also certify that no part of our compensation was, is, or will
be directly or indirectly related to the specific recommendation (s) or view (s) in this report. Analysts aren't registered as research ana-
lysts by FINRA and might not be an associated person of the BP Equities Pvt. Ltd. (Institutional Equities).

General Disclaimer

This report has been prepared by the research department of BP EQUITIES Pvt. Ltd, is for information purposes only. This report is not
construed as an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an offer or solicitation
would be illegal.

BP EQUITIES Pvt. Ltd have exercised due diligence in checking the correctness and authenticity of the information contained herein, so
far as it relates to current and historical information, but do not guarantee its accuracy or completeness. The opinions expressed are our
current opinions as of the date appearing in the material and may be subject to change from time to time. Prospective investors are cau-
tioned that any forward looking statement are not predictions and are subject to change without prior notice.

Recipients of this material should rely on their own investigations and take their own professional advice. BP EQUITIES Pvt. Ltd 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 inadvert-
ent error in the information contained in this report. BP EQUITIES Pvt. Ltd. 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.

BP EQUITIES Pvt. Ltd and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities men-
tioned in this report. Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to
update on a reasonable basis the information discussed in this material, there may be regulatory, compliance, or other reasons that pre-
vent us from doing so.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person in any
locality, state and country or other jurisdiction where such distribution, publication or use would be contrary to the law or regulation or
would subject to BP EQUITIES Pvt. Ltd or any of its affiliates to any registration or licensing requirement within such jurisdiction.

Corporate Office: Registered Office:

4th floor, 24/26, 1st Floor, Cama Building,
Rustom Bldg, Dalal street, Fort,

29, Veer Nariman Road, Fort, Mumbai-400001

Mumbai-400001

Phone- +91 22 6159 6464
Fax-+91 22 6159 6160
Website- www.bpwealth.com BP Equities Pvt. Ltd.

CIN No: U67120MH1997PTC107392

BP Wealth Management Pvt. Ltd.
CIN No: U67190MH2005PTC154591




