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“Consistency in performance to continue;
Upgrade target price”

Management Meet Update

We met with one of the key personnel in the management of ING Vysya
Bank. The key takeaways from the discussion are given hereunder.

Strong credit growth to continue above industry average

ING Vysya Bank has reported strong credit growth led by Business
Banking portfolio (SME) which is the key focus area for the bank. As a
result business banking segment % of total advances inched up from 28%
as of end of FY11 to 32.5% as of Q2 FY13. Credit growth for the bank
remains largely in the range of 22% - 23% in previous five quarters as
against slowdown in industry average (from 21% in Q2 FY12 to 16% in Q2
FY13). Management is quite confident in maintaining credit growth above
industry average with key driver would be retail assets including Personal
loans, Gold loans, CV loans along with continuing focus on Business
banking and Corporate loan book. We estimated loan book to grow at
22.5% CAGR (FY12 — FY14E).

Margins to improve in FY13

Bank reported improvement in margins in H1 FY13 as compared to H1
FY12 as well as whole of FY12. Margin improvement was led by increase
in yield on advances (which offset the increase in cost of deposits), stable
CASA ratio and improvement in credit deposit ratio. Management guided
at the beginning of the year NIMs to be in the range of 3.3% (+/-)
10bps/15bps in FY13E. Also, for the last 2 years average NIMs had been
in the range of 3.3%. In H1 FY13, NIMs improved to 3.37% as against
3.19% in H1 FY12 and 3.30% in FY12. We expect NIMs to be in the
higher side of the guided range in FY13E. Also, RBI is expected to cut
repo rate by 25 — 50 bps by the end of FY13E which would support
margins at current levels.

Asset quality to remain robust

Asset quality for the bank improved significantly over the years although
macro environment has produced challenges. Management’s decision to
avoid sectors such as Airline (no exposure), Real estate (no exposure),
Power (not significant exposure) etc for the growth has worked well for the
bank. Also, if these high lending sectors are avoided, bank is left with little
room (less sectors to focus on) to grow. Although bank has grew above
industry average with robust asset quality shows bank’s capability to grow
under tough macro environment. SME portfolio (key driver) which is the
key concern for the large nationalized bank has behaved well during the
recent economic downturn, aided by experienced underwriting and a
largely collateralized portfolio. We expect asset quality to remain robust
with economy seems to bottoming out. GNPA % declined to 1.9% in Q2
FY13 from 4.09% in FY06. PCR at 93% (second best in the Indian
Banking industry) bodes well for any adverse situation of NPA in future.

CASA ratio to remain stable

CASA ratio remains stable in the range of 33% - 34% in spite of no
change in interest rate on SA deposits with slight shift in weight-age
towards CA from SA. In Q2 FY13 CA % of total CASA increased to 18%
from 16% in Q2 FY12 while SA % declined to 15% in Q2 FY13 from 17%
in Q2 FY12. However, new salary accounts increased to 67,000 in Q2
FY13 from 59,000 QoQ and 45,000 YoY which would bode well for bank in
the longer run. We expect CASA ratio to remain stable at current levels in
FY13E.
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Operating leverage to boost RoA further

Operating efficiency (productivity) resulted improvement in cost to income
ratio from more than 80% in FY06 to around 57% in Q2 FY13. Thus
boosted RoA to all time high at 1.26% in Q2 FY13. RoA for H1 FY13
improved to 1.19% as against 1.04% YoY. Branch expansion to resume in
2013 which stopped in Q2 FY12 could put pressure on pace of decline in
cost to income. However, this is likely to be partially offset by the
improving productivity. The declining trend in cost to income ratio
expected to continue and reach early 50s in next 3 — 4 years. We expect
improvement in productivity to boost RoA to newer levels in future ahead.

Outlook & Valuation

We expect RoA to improve further in future led by above industry average
credit growth supported by robust asset quality along with operating
leverage or improvement in productivity.

We observed that improvement in RoA led to re-rating of the bank.

Market Price Rs. Quarterly update P/BV (FY14E)
360 Year end FY12 Result Update 1.1X
383 Q1 FY13 Result Update 1.2X
448 Q2 FY13 Result Update 1.4X
500 Currently 1.5X

We expect re-rating to continue in quarters ahead with improvement in
operating performance.

At CMP Rs.500 ING Vysya Bank is trading at P/B multiple of 1.7x its
FY13E BV of Rs.294 and 1.5x its FY14E BV of Rs.329. We value the bank
at its P/BV multiple of 1.8x (earlier 1.5X) on its FY14E BV of Rs.329 and
raise our target price to Rs.593 (earlier Rs.490). We reiterate BUY on
ING Vysya Bank with an upside potential of 19%.

2|Page



IS0 9001 : 2008 Certified

shah investor's X home Iid” ING Vysya Bank

SERVICES THAT SECURE SMILES 19 December 2012

Exhibit 1: Improvement in RoA continues (@ all time high)
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Exhibit 2: NIMs (%)
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Exhibit 3: Cost to Income (%)

—— Cost Income Ratio
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Exhibit 4: CASA (%)
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Exhibit 5: Credit-Deposit (%)
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Exhibit 6: GNPA (%) and NNPA (%)
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Exhibit 7: RoE (%)
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Exhibit 8: PCR (%)
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Exhibit 9: Advances Growth (%)
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Exhibit 10: Advances Portfolio (%)
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Exhibit 11: Deposits Growth (%)
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Exhibit 12: Standalone Income Statement
Particulars Rs. Cr FY10 Fyi11 FY12 FY13E FY14E

Interest Earned 2,233 2,694 3,857 4,627 5,335
Interest Expended 1,403 1,688 2,648 3,063 3,518
Net Interest Income (NII) 830 1,007 1,208 1,564 1,817
Other Income 620 655 670 842 978
Total Income 1,450 1,661 1,878 2,406 2,795
Operating Expenses 808 1,026 1,110 1,383 1,593
Provisions and Contingencies 270 152 114 140 194
Profit Before Tax 372 484 654 882 1,008
Taxes 129 165 198 282 333
Profit After Tax 242 319 456 600 675
EPS 20.2 26.3 304 40.0 45.0

Source: Company, Shah Investor’s Research

Exhibit 13: Standalone Balance Sheet Statement

Particulars Rs. Cr FY10 FY1l FY12E FY13E FY14E

SOURCES OF FUNDS:

Share Capital 120 121 150 150 150
Share Warrants & Outstanding 3 2 2 2 2
Total Reserves 2,208 2,501 3,828 4,337 4,909
Deposits 25,865 30,194 35,195 40,827 47,359
Borrowings 3,671 4,147 5,243 6,005 7,443
Other Liabilities & Provisions 2,013 2,049 2,582 2,957 3,666
Total Liabilities 33,880 39,014 47,001 54,277 63,529

APPLICATION OF FUNDS :

Cash and balance with Banks 3,027 2,521 3,231 2,284 1,028
Investments 10,473 11,021 12,716 14,496 16,525
Advances 18,507 23,602 28,737 35,059 43,122
Other Assets 1,377 1,367 2,318 2,439 2,853
Total Assets 33,880 39,014 47,001 54,277 63,529

Source: Company, Shah Investor’s Research
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Exhibit 14: Ratio Analysis
FY10 FY11 FY12 FY13E FY14E

Spread Analysis

Yield on Earning Assets 7.3% 7.8% 9.4% 9.6% 9.5%
Cost of funds 4.5% 5.0% 6.7% 6.6% 6.5%
Interest Spread 2.7% 2.8% 2.8% 3.0% 3.0%
Net Interest margin 2.7% 2.9% 3.0% 3.2% 3.2%

Profitability Ratios

RoE 12.7% 13.5% 14.1% 14.4% 14.4%
RoA 0.7% 0.9% 1.1% 1.2% 1.1%
Interest Expense/Interest Income 62.8% 62.6% 68.7% 66.2% 65.9%
Non-Interest Income/Total Income 42.8% 39.4% 357% 35.0% 35.0%

Efficiency Ratios
Cost/Income 55.7% 61.8% 59.1% 57.5% 57.0%
Employee cost/Operating Expenses 53.1% 59.0% 58.6% 60.0% 60.0%

Asset-Liability Ratios

Credit/Deposit 71.6% 78.2% 81.6% 85.9% 91.1%
CASA/Deposit 32.6% 34.6% 342% 345% 35.0%
Investment/Deposit 405% 365% 36.1% 355% 34.9%

Valuation Ratios

Book Value (Rs.) 185.0 208.1 261.6 293.6 329.2
P/BV (x) 2.7 2.4 1.9 1.7 15
EPS (Rs.) 20.2 26.3 30.4 40.0 45.0
P/E (X) 24.8 19.0 16.4 12.5 111
Dividend (Rs.) 2.5 3.0 4.0 5.2 5.8
Yield 0.5% 0.6% 0.8% 1.0% 1.2%
Source: Company, Shah Investor’s Research
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Contact Details

Shah Investor’s Home Ltd
105/B, 1* Floor, Sahayog Tower,
Above Central Bank of India,
SV Road, Kandivali (W)

Mumbai 400 067

www.sihl.in

Contact: research@sihl.in, +91-2801 6715/16
You can also access our reports on Bloomberg (ERH SIH<GO>)

Disclaimer:-

The Information provided by SMS or in newsletter or in any document has been prepared by Shah Investor's Home
Ltd (SIHL). The Information provided by SMS or in newsletter does not constitute an offer or solicitation for the purchase or
sale of any financial instrument or as an official confirmation of any transaction. The information contained herein is from
publicly available data or other sources believed to be reliable, but we do not represent that it is accurate or complete and it
should not be relied on as such. SIHL or any of its affiliates/ group companies 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 or SMS. This
Information provided by SMS, reports or in newsletter is provided for assistance only and is not intended to be and must not
alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information.
Each recipient of this Information provided by SMS, report or in newsletter should make such investigation as it deems
necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this information
provided by SMS, report or in newsletter (including the merits and risks involved), and should consult his own advisors to
determine the merits and risks of such investment. The investment discussed or views expressed may not be suitable for all
investors. This information is strictly confidential and is being furnished toyou solely for your information.

The information should not be reproduced or redistributed or passed on directly or indirectly in any form to any other
person or published, copied, in whole or in part, for any purpose. The information provided by report or SMS is not directed 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, regulation or
which would subject SIHL and affiliates/ group companies to any registration or licensing requirements within such jurisdiction.
The distribution of this Information provided by SMS or in newsletter in certain jurisdictions may be restricted by law, and
persons in whose possession this Information provided by SMS or in newsletter comes, should inform themselves about and
observe, any such restrictions. The information given or Information provided by SMS, report or in newsletter is as of the date
of the issue date of report or the date on which SMS provided and there can be no assurance that future results or events will
be consistent with this information. This information is subject to change without any prior notice. SIHL reserves the right to
make modifications and alterations to this statement as may be required from time to time. However, SIHL is under no
obligation to update or keep the information current.

Nevertheless, SIHL is committed to providing independent and transparent recommendation to its client and would
be happy to provide any information in response to specific client queries. Neither SIHL nor any of its affiliates, group
companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or
consequential including lost revenue or lost profits that may arise from or in connection with the use of the information. Past
performance is not necessarily a guide to future performance. The disclosures of interest statements incorporated in the
Information provided by SMS, report or in newsletter are provided solely to enhance the transparency and should not be
treated as endorsement of the views expressed in the report. The analyst for this report certifies that all of the views
expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their
securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations
or views expressed in this report.
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