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Slowdown in credit; RBI’s easing measures to benefit banks

Niraj Jalan | Vijiya Rao

= Advances growth remains muted; likely to be supported by RBI’s
research@bobcaps.in

reduction in RWAs on banks’ lending to NBFCs

= Asset quality deteriorated marginally with stress mainly in unsecured

segments (MFI and credit cards) and remains monitorable

= NIMs moderation and rise in credit costs to impact profitability
marginally. Top picks remain HDFCB, ICICIBC and SBIN

Slowdown in credit offtake; expected to improve due to RBI's RWAs regulation
on banks’ exposure to NBFCs: The credit offtake for our coverage banks remained
muted (+8.8% YoY; +2.1% QoQ) in Q3FY25. Amid tight liquidity conditions, deposit
mobilisation remains challenging for banks with growth of 12.9% YoY and 1.6%
QoQ. As a result, the LDR ratio for most banks increased marginally. We expect
credit growth to benefit from the RBI’s regulation to restore the risk-weighted assets
(RWAs) on MFI loans (consumer credit) and bank’s lending to NBFCs to 100% from
125% (revised in Nov’'23), based on the NBFC'’s external credit rating. The increase
in RWAs resulted in subdued system credit growth of bank’s lending to NBFCs to Rs
16.2tn (+6.7% YoY) as of Dec’24 compared to 15% YoY growth as of Dec’23. We
expect our coverage banks’ CET-I ratios to improve by ~13-55bps with Bandhan
Bank to benefit by ~1.4%. We believe the RBI regulation will ease banks’ capital
requirements for NBFC lending and thereby augment credit growth by ~Rs 4tn. Also,
the RBI's 25bps rate cut to 6.25% in Feb’25 is likely to ease liquidity conditions and
support the system credit growth.

Asset quality issues persist mainly in unsecured segments; particularly MFI
portfolio: Asset quality deteriorated marginally as evidenced by the rise of slippages
and credit costs in Q3FY25. Within our coverage, the asset quality of RBK and
BANDHAN was impacted the most with higher slippage and credit costs. This was
due to their higher exposure to the unsecured segments mainly in MFI and credit
cards which are facing heightened asset quality stress, largely due to overleveraging
by customers. We expect the delinquency to remain elevated for the next couple of
quarters in the MFI portfolio led by MFIN regulations such as cap on three lenders
from Apr'25, and certain state-related issues. Excluding the unsecured segments,
the asset quality was largely stable in the corporate and SME advances.

NIMs moderation and rising credit cost to weigh on profitability: With the onset
of RBI rate cuts and decline in low-cost CASA ratio across most banks, we expect
NIMs to remain moderate in the near term. Further, the expected rise in credit costs
in the unsecured space is likely to weigh on the profitability in the medium term,
although the impact would vary based on their exposure to these segments.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
Important disclosures and analyst certifications are provided at the end of the report. ‘
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Our view: We assume coverage on the banking sector and expect credit growth to
improve marginally in the next couple of quarters, with growth expected to pick up
meaningfully in H2FY26. Given the stress in the MFI sector, the MFI portfolio has
already witnessed a slowdown in fresh disbursements and overall portfolio growth has
consequently declined in Q3FY25. Profitability to remain contained driven by pressure
on NIMs and rising credit costs. Asset quality to remain monitorable in the unsecured
segments such as MFI and credit card for the next couple of quarters. RBI’s relaxing
stance on regulations (rate cut, RWAs reduction for NBFC and MFI lending, among
others) bodes well for the growth in the banking industry. Our top picks in the sector are
HDFCB (BUY, TP Rs 2,008), ICICIBC (BUY, TP Rs 1,415), and SBIN (BUY, TP Rs
972).

Fig 1 - BOBCAPS Banking universe: Valuation snapshot

fcker op Mcap PIABV (x) ROA (%) ROE (%)

(Rs bn) FY25E FY26E FY25E FY26E FY25E FY26E
HDFCB IN 1732 13,254 27 24 18 2.0 145 16.1
ICICIBC IN 1,204 8,490 3.1 27 23 2.2 18.1 176
AXSB IN 1,016 3,148 2.1 18 17 18 16.0 16.0
KMB IN 1,903 3,781 3.1 27 24 23 142 132
IIB IN 990 770 17 15 14 16 14 135
FBIN 178 439 16 14 12 13 133 14.1
RBK IN 158 96 0.9 08 06 11 6.0 10.1
DCBB IN 104 33 1.0 07 0.9 0.9 1.8 126
BANDHAN IN 141 227 16 14 19 20 154 165
IDFCBK IN 58 428 15 13 06 1.0 59 9.9
SBIN IN 689 6,141 17 15 11 11 179 165
CBK IN 81 739 11 1.0 1.0 1.0 172 165

Source: Company, BOBCAPS Research. Priced as at 25 Feb 2025

Fig 2 - BOBCAPS Banking universe: Q3FY25

Ticker NIl (Rs mn) YoY (%) QoQ (%) PPOP (Rs mn) QoQ (%) PAT (Rs mn) QoQ (%)
HDFCB IN 3,06,533 7.7 1.8 2,50,004 1.2 1,67,355 (0.5)
ICICIBC IN 2,03,706 9.1 1.6 1,68,866 1.0 1,17,924 0.4
AXSB IN 1,36,059 8.6 0.9 1,05,339 (1.7) 63,038 (8.9)
KMB IN 71,963 9.8 25 51,810 1.6 33,048 (1.2)
IBIN 52,281 (1.3) 22 36,007 0.0 14,024 53
FBIN 24,314 145 2.7 15,696 0.3 9,555 (9.6)
RBK IN 15,851 25 (1.9) 9,966 95 326 (85.3)
DCBB IN 5,429 14.5 6.6 2,711 6.3 1,514 (2.6)
BANDHAN IN 28,303 121 (4.0) 20,214 9.0 4,265 (54.5)
IDFCBK IN 49,021 14.4 24 17,589 (10.3) 3,394 69.1
SBIN IN 414,455 41 (0.4) 2,35,508 (19.6) 1,68,914 (7.9)
CBKIN 91,486 2.9) (1.8) 34,957 (10.5) 1,67,355 (0.5)

Source: BOBCAPS Research
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Fig 3 — Slowdown in credit offtake
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Fig 4 — Credit growth moderated for most banks QoQ

Advances

(Yo %) Q3FY24  Q4FY24  Q1FY25  Q2FY25  Q3FY25
HDFCB IN 62 55 52 7 3
ICICIBC IN 18 16 16 15 14
AXSB IN 22 14 14 1 9
KMB IN 16 18 19 15 15
IIBIN 20 18 15 13 12
FBIN 18 20 20 19 16
RBKIN 20 20 19 15 13
DCBB IN 18 19 19 19 23
BANDHAN IN 20 16 24 24 16
IDFCBKIN 26 28 21 23 20
SBIN IN 15 16 16 15 14
CBKIN 13 12 1" 10 11
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Source: Company, BOBCAPS Research. Note: HDFCB includes merger

Fig 5 — Deposits mobilisation remained challenging

Source: Company, BOBCAPS Research

Fig 6 — Decline in deposits hampered growth in Q3FY25

('ifg’;’f/ss Q3FY24  Q4FY24  QIFY25  Q2FY25  Q3FY25
HDFCB IN 28 26 2% 15 16
ICICIBC IN 19 20 15 16 14
AXSB IN 18 13 13 14 9
KMB IN 19 2 16 15 16
1B IN 13 14 15 15 11
FB IN 19 18 20 16 11
RBKIN 13 22 18 20 15
DCBBIN 19 20 20 20 20
BANDHAN IN 15 25 23 27 20
IDFCBK IN 37 39 3 31 30
SBIN IN 13 11 8 9 10
CBKIN 9 11 12 9 8
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Source: Company, BOBCAPS Research

Fig 7 — C-D ratio increased marginally on a sequential
basis

Source: Company, BOBCAPS Research

Fig 8 — C-D ratio increased moderately due to decline in
advances in Q3FY25

C-D Ratio (%) Q3FY24  Q4FY24  Q1FY25  Q2FY25 Q3FY25
HDFCB IN 110 104 104 100 98
ICICIBC IN 87 84 86 85 86
AXSBIN 93 90 92 92 93
KMB IN 88 84 87 87 87
IIBIN 89 89 87 87 90
FBIN 83 83 83 86 86
RBKIN 86 81 86 81 85
DCBB IN 83 83 82 82 84
BANDHAN IN 94 90 91 88 90
IDFCBKIN 102 97 97 96 94
SBIN IN 74 75 76 75 77
CBKIN 72 72 73 4l 4l
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Source: Company, BOBCAPS Research
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Fig 9 — CASA ratio declined due to challenges in CA
mobilisation
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Fig 10 — IDFC & KMB maintained their CASA ration
position in Q3FY25

g/oA)SA Ratio  3Fy24  Q4FY24  QIFY25  Q2FY25  QIFY25
HDFCB IN 38 38 36 35 34
ICICIBC IN 40 42 # # 40
AXSB IN 42 43 42 # 39
KMB IN 48 46 43 4 42
1B IN 38 38 37 3 35
FBIN 31 29 29 30 30
RBKIN 34 35 33 34 33
DCBB IN 26 26 25 2 25
BANDHAN IN 36 37 33 33 32
IDFCBK IN 47 47 47 49 48
SBIN IN 40 40 39 38 38
CBKIN 29 30 29 29 28
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Source: Company, BOBCAPS Research

Fig 11 — NIl growth moderated mainly driven by
slowdown in credit growth

Source: Company, BOBCAPS Research

Fig 12 — NIl growth fall in line with business growth in
Q3FY25

w'ﬁ'.;‘;"h Q3FY24  Q4FY24  QIFY25  Q2FY25  Q3FY25
HDFCB IN 2 25 2 10 8
ICICIBC IN 13 8 7 10 9
AXSB IN 9 11 12 9 9
KMB IN 16 13 10 11 10
1B IN 18 15 11 5 (1)
FB IN 9 15 19 15 15
RBKIN 35 32 20 9 3
DCBBIN 6 4 5 7 15
BANDHAN IN 21 16 21 21 12
IDFCBK IN 30 2 25 21 14
SBIN IN 5 3 6 5 4
CBKIN 10 11 6 5 (3)
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Source: Company, BOBCAPS Research

Fig 13 — NIMs moderated mainly driven by decline in
CASA ratio

Source: Company, BOBCAPS Research

Fig 14 — NIMs were under pressure in Q3FY25

NIM (%) Q3FY24  Q4FY24  Q1FY25  Q2FY25  Q3FY25
HDFCB IN 35 35 35 35 35
ICICIBC IN 45 44 44 43 43
AXSB IN 3.9 38 38 38 38
KMB IN 5.0 49 47 47 47
IIBIN 47 45 44 42 4.1
FBIN 3.1 3.1 3.1 3.0 3.0
RBKIN 53 5.2 54 5.0 48
DCBB IN 34 35 33 32 32
BANDHAN IN 7.0 73 73 71 6.7
IDFCBKIN 6.7 6.6 6.5 6.4 6.3
SBIN IN 29 3.0 29 29 28
CBKIN 2.7 2.7 25 25 24
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Fig 15 — C/l ratios remain contained with slowdown in
business growth
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Fig 16 — C/l ratios continued to be rangebound in Q3FY25

CIR (%) Q3FY24  Q4FY24  Q1FY25  Q2FY25  Q3FY25
HDFCB IN 40 38 41 41 41
ICICIBC IN 41 39 40 39 38
AXSB IN 49 47 47 47 46
KMB IN 48 45 46 47 47
IIBIN 47 48 50 52 53
FBIN 52 62 53 53 53
RBKIN 67 64 66 64 63
DCBB IN 65 64 68 64 63
BANDHAN IN 46 48 45 48 49
IDFCBKIN 73 73 70 70 74
SBIN IN 60 51 49 49 55
CBKIN 50 50 47 46 48
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Source: Company, BOBCAPS Research

Fig 17 — Credit cost increased mainly driven by stress in

unsecured portfolio

Source: Company, BOBCAPS Research

Fig 18 — Credit cost increased marginally in Q3FY25

Credit Cost

(%) Q3FY24 Q4FY24 Q1FY25 Q2FY25 Q3FY25
HDFCB IN 0.7 22 0.4 04 0.5
ICICIBC IN 04 0.2 0.4 04 04
AXSB IN 05 05 0.8 0.9 1.3
KMB IN 0.7 0.3 0.6 0.7 0.8
IIBIN 1.2 1.1 1.2 2.1 19
FBIN 0.2 (0.2) 0.3 0.3 0.5
RBKIN 2.3 2.0 1.7 2.8 53
DCBB IN 0.4 0.2 0.3 04 0.6
BANDHAN IN 2.6 6.1 1.7 2.0 43
IDFCBKIN 1.5 1.5 2.0 33 24
SBIN IN 0.1 0.2 0.4 0.5 0.1
CBKIN 0.8 1.1 1.0 0.9 1.0
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Source: Company, BOBCAPS Research

Fig 19 — Asset quality weakened marginally mainly driven
by stress in MFI and credit card portfolios (Q3FY25)

Source: Company, BOBCAPS Research

Fig 20 — Uptick in slippages ratio across banks mainly

due to unsecured segment (Q3FY25)
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Fig 21 - PCR broadly improved for most of the banks
(Q3FY25)
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Fig 22 — NNPA ratios largely remain contained (Q3FY25)

(%) PCR (%)
90 -
85 |82.2
80 -
75 4
70 -
65 -
60 -

78.

7
182752 747 741 739 736 735 732 79
0 702

B
<

NNPA (%)

)
—_
N

COoO O = s

z z z z z z W =z =z z z z Z z z z z z z z z W z z z =z
¥ 28 2Z5253z28¢%8§ 2 2288 5522258 32
® oz B °uwgx =g 3 95 g=84  ©°g3F
Q < o = T o T =] < =
= =
[an] m
Source: Company, BOBCAPS Research Source: Company, BOBCAPS Research
Fig 23 — ROA largely remained stable Fig 24 — ICICI continued to top in terms of return ratio in
Q3FY25
ROA (%) Q3FY24  Q4FY24  QIFY25 Q2FY25  Q3FY25
HDFCB IN 19 19 1.8 19 1.8 (%) ROA
ICICIBC IN 23 23 24 24 24 3.
AXSB IN 1.8 2.0 16 19 1.7 24 91
KMB IN 22 29 4.1 22 2.1 7 | _ 18 17
IIBIN 19 19 1.7 1.0 1.0
1211 40 10 10 g
FBIN 14 12 13 13 1.1 1 ~ 09
RBK IN 0.7 1.1 11 06 0.1 0.4
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Source: Company, BOBCAPS Research

Fig 25 — RoOE remained stable with some moderation on
weak quarterly performance

Source: Company, BOBCAPS Research

Fig 26 — ICICIBC and PSBs top the chart in terms of RoE
(Q3FY25)

ROE (%) Q3FY24  Q4FY24  Q1FY25  Q2FY25  Q3FY25
HDFCB IN 16 15 14 15 14
ICICIBC IN 19 18 18 18 18
AXSB IN 17 19 16 17 15
KMB IN 13 17 25 12 12
IIBIN 15 15 13 8 8
FBIN 15 12 13 13 12
RBKIN 7 10 10 6 1
DCBB IN 10 12 10 12 1
BANDHAN IN 13 1 18 15 7
IDFCBKIN 10 9 8 2 4
SBIN IN 10 22 18 18 16
CBKIN 18 18 17 17 17
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Fig 27 — Tier 1 capital remained stable or improved Fig 28 — CAR remained largely rangebound (Q3FY25)
marginally for most banks in Q3FY25
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Glossary
Glossary of Abbreviations
CASA Current Account and Savings Account NIM Net Interest Margin
CAR Capital Adequacy Ratio NNPA Net Non-Performing Assets
CET1 Common Equity Tier 1 PCR Provision Coverage Ratio
C-D Credit-Deposit Ratio PSB Public Sector Banks
Ci Cost-Income Ratio RBI Reserve Bank of India
GNPA Gross Non-Performing Assets RWA Risk-weighted Assets
LCR Liquidity Coverage Ratio SLR Statutory Liquidity Ratio
MFI Microfinance Institution SMA Special Mention Account
NIl Net Interest Income SME Small and Medium-sized Enterprises

EQUITY RESEARCH

28 February 2025



BANKING /23 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

NOT FOR DISTRIBUTION, DIRECTLY OR INDIRECTLY, IN OR INTO THE UNITED STATES OF AMERICA (“US”) ORIN ORINTO ANY OTHER JURISDICTION
IF SUCH AN ACTION IS PROHIBITED BY APPLICABLE LAW.

Disclaimer

Name of the Research Entity: BOB Capital Markets Limited

Registered office Address: 1704, B Wing, Parinee Crescenzo, G Block, BKC, Bandra East, Mumbai 400051
SEBI Research Analyst Registration No: INHO00000040 valid till 03 February 2025

Brand Name: BOBCAPS

Trade Name: www.barodaetrade.com

CIN: U65999MH1996G0O1098009

Logo: {gﬁ BOBGAPS
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Investments in securities market are subject to market risks. Read all the related documents carefully before investing.
Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.

Recommendation scale: Recommendations and Absolute returns (%) over 12 months
BUY — Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about
the subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOB Capital Markets
Limited (BOBCAPS).

General disclaimers

BOBCAPS is engaged in the business of Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited and BSE
Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries
engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPS’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives
of any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or
advisory board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to
the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts
of interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction We are not soliciting any action based on
this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, clients should consider whether it is
suitable for their particular circumstances and, if necessary, seek professional advice. BOBCAPS research reports follow rules laid down by Securities and Exchange
Board of India and individuals employed as research analysts are separate from other employees who are performing sales trading, dealing, corporate finance
advisory or any other activity that may affect the independence of its research reports.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities — that give rise to substantial risk and are not suitable for
all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as
such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information
discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long”
or “short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or
dispose of any such securities (or investment). We and our affiliates may assume an underwriting commitment in the securities of companies discussed in this
document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment banking
or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an
adverse effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by
foreign currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and
understood the Risk disclosure document before entering into any derivative transactions.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.
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Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date
of publication of this report.

The research analyst(s) has not received any compensation from the subject company or third party in the past 12 months in connection with research report/activities.
Compensation of the research analyst(s) is not based on any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.
The research analyst(s) has not served as an officer, director or employee of the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.
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