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Relevant index performance

CAGR Return (%) 1Y 3y 5Y
NIFTY 50 251 140 146
BANK NIFTY 135 12.6 103

NIFTY PSU Bank 847 443 19.2

NIFTY Private Bank 9.8 10.3 7.8
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Stronger balance sheets, record profits, inexpensive valuations

We believe Indian banks are well placed after a rollercoaster decade. Balance
sheets are the strongest they have been in over a decade and profits have
rebounded sharply (quadrupling in 10 years). Sector ROE is at its highest since
FY11. Loan growth has picked up from an average of 10% over FY12-22 to 15%
over the past two years and deposit growth should follow. Against this backdrop,
PSU Banks outperformed private sector banks by c.80ppt/100ppt in the past 1-
year/5-year from a low base. Private sector banks, which have been stock market
laggards, should now give better returns given a good business outlook and
inexpensive valuations (10-15x PE versus the NIFTY50 at 18x). The key short-term
risk is a sharp repo rate cut that would reverse the NIM improvement banks have
delivered. We like large banks in our coverage, with a preference for ICICIB & 1IB.

Strong balance sheet; resurgence in profits and profitability

The net NPL/net worth ratio of the banking sector has declined to decadal lows,
driven by better asset quality, stronger provision buffers and an improved capital
position. PAT for the sector has rebounded sharply and has quadrupled over the
past decade. Banking sector ROE of 15% is the highest since FY11. In this context,
PSU Banks have re-rated sharply from a low base, while private sector banks have
been laggards. We expect the underperformance of the latter to reverse.

Loan growth has picked up sustainably; expect low-to-mid teens sector growth
The banking sector loan growth has picked up from a decadal average of 10% to
15% over the past two years driven by all sub-segments and possibly some shift
from corporate bond substitution. While we expect a degree of normalisation in
unsecured loan growth from 20%+ to mid-to-high teens, we estimate overall loan
growth at 14-15% over the next two years. We expect private sector banks to
continue gaining market share. However, FY25 loan growth across our coverage
banks is likely to be divergent due to idiosyncratic issues.

Deposit growth to pick up; high CA ratio makes private banks competitive

Over long time-periods, loan growth and deposit growth have been in sync. In the
past two years, lower deposit growth could be attributed to lower reserve money
growth, which CLSA'’s India economist expects will pick up. One notable trend over
the past decade is that private sector banks have outpaced PSU Banks in current
account (CA) deposits by a margin and have also pared down non-deposit
borrowings. This gives them a funding cost similar/marginally better than that of
PSU Banks, making them competitive on the loan side.

Indian banking sector profits have quadrupled over the past decade
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Cleaner, stronger balance sheets; record profits

Banks have a much stronger balance sheet today as compared to five or ten years
ago. Not only are they well capitalised, they also have the lowest net Non-
performing loan (NPL)/net worth in more than a decade. The quality of corporate
credit, too, has improved over the past 5-7 years. The banking sector has seen a
rebound in profits as well as profitability, with ROE in FY24 being the highest since

FY11.
Lower GNPLs coupled with higher provision buffers on the balance sheet
Provision coverage on The asset quality cycle has seen a sharp recovery from the worst in FY18, driven by
GNPLs up from 45-50% resolution of bad corporate assets. While there was some impact of Covid, it was
earlier to c.75% now manageable, thanks to dispensations by RBI. Coming out of Covid, banks enjoyed

lower slippages and pent-up corporate resolutions. Retail net slippages have now
largely normalised to pre-Covid levels, while corporate slippages are still benign.
The gross non-performing loan (GNPL) ratio of 3.9% for the sector is at multi-year
lows. This improvement is not driven only by write-offs - even new NPL formation
has reduced and was at FYO8 lows in FY23. Banks used this opportunity to improve
provision buffers - PCR is from 50% to 74% over FY18-23.

Figure 1

Figure 2

Improvement in GNPL ratio. . .

.. .for both PSU Banks and Private sector banks (%)
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Figure 3
Improvement in the gross New NPL formation also at multi-year lows

and net slippage ratio

Gross slippage ratio (%)
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Sharp increase in the
unsecured personal loan
GNPL ratio for BOB; for SBI
and BAF, it was only 10-

20bps

The share of corporate
credit to corporates rated
A and above has increased
meaningfully in the past 5-7

years
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Slight increase in unsecured loan GNPLs but nothing worrying

Investors have indicated a lot of concern about asset quality in unsecured loans.
Most banks do not report this separately, and most report asset quality metrics for
the overall retail book but not for each product. Among the major lenders, State
Bank of India (SBI), Bank of Baroda (BOB) and Bajaj Finance (BAF) report a product-
wise GNPL ratio. We note that for SBI and BAF, the GNPL ratio in unsecured loans
is up only 10-20bps YoY; for BOB, it is up 100bp YoY off a low base.

Figure 4

Unsecured personal loans GNPL ratio trend (%)
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Improvement in the quality of corporate credit

In the past 5-7 years, not only have corporate banks reduced the share of corporate
lending, they have also increased the share of better rated corporates in the mix.
For example, Axis Bank’s (AXSB) share of corporates rated A and above improved
from 62% in FY16 to 89% now. Likewise, for Indusind Bank (IIB), this share has
improved from 63% to 78% over the past five years.

Figure 5

Most large banks now have 85-90% of their corporate book rated A and above

% of corporate loan HDFCB ICICIB AXSB 1B SBI BOB
book

A- and above 88 86 89 78 86 90
BBB and below 12 14 11 22 14 10

Source: Banks, CLSA; ICICI numbers are our estimates

Data of ¢.3,000 companies analysed by the Reserve Bank of India (RBI) implies that
the share of corporates with an interest coverage ratio (ICR) of less than 1x has
declined meaningfully over the past three years. An ICR of less than 1x implies
difficulty in servicing debt. These companies form only 6% of the total corporate
revenue pool versus 11% two years ago.

14 June 2024
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Figure 6
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Figure 7

Reducing share of companies with <1 ICR (%)
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The revenue contribution of such companies, also, is declining
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Net slippages to normalise
because of lower
upgrades/recoveries and
not because of higher gross

slippages

Source: RBI, CLSA

We forecast normalisation of net slippage ratio

Barring a couple of small pockets where there has been some stress (for example,
microfinance in Punjab), we have not seen any meaningful asset quality issue. This
should keep gross slippages low. However, the benefit of pent-up corporate
upgrades/recoveries is likely to be smaller in future, given that a lot has already
been recovered. Hence, we forecast a normalisation of the net slippage ratio in
FY25/26.

Figure 8

We build in normalisation in the net slippage ratio over the next two years

Net slippage ratio FY19 FY20 FY21 FY22 FY23 FY24 FY25CL FY26CL
(%)

HDFCB 1.59 1.62 1.34 1.59 1.57 0.81 0.45 0.60
ICICIB 0.78 1.04 1.48 0.35 0.20 0.72 1.09 0.97
AXSB 1.09 2.15 1.57 0.94 0.52 0.64 0.88 0.89
KMB 0.43 0.69 1.35 0.06 (0.01) 0.55 0.65 0.70
11B 2.87 2.01 2.27 1.93 1.70 1.22 1.30 1.36
SBI 0.43 1.31 0.50 0.22 0.11 0.35 0.56 0.68

Source: Banks, CLSA; Note: HDFCB's net slippage ratio for FY24 optically higher due to the merger.

Stronger capital position across both PSU and private sector banks

Over the past few years, banks have not only reported strong profits but also raised
capital (only post-Covid). Consequently, the Tier-1 ratio of PSU Banks improved
from ¢.10% levels pre-Covid to 13% in FY23, while that of private sector banks
improved from 15% to 17% over the same time period.

While Tier-1 ratios declined in FY24 due to the increased risk-weights on unsecured
personal loans and loans to NBFCs, the decline was modest (20-30bps). Moreover,
with the new investment classification guidelines effective 1 Apr 2024, most banks
expect some accretion to Tier-1 capital.

14 June 2024
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Figure 9
Capital buffers have been strengthened across banks (Tier-1 ratio, %)
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Another way of depicting this trend is using the leverage ratio (assets/equity). The
banking sector’s leverage has reduced from 14x to 11x over the past decade. This
makes the balance sheet more resilient to external shocks.

Figure 10
Leverage for the sector has declined over the years, making the balance sheet stronger

Average assets/equity
stands at 11x

Assets/Equity Ratio (x)

o ~ N [a0] < L O [ [o0] o o ~ N ™
Al Al Al Al Al - Al Al i Al N N N N
> > > > > > > > > > > > > >
[ [T [T L. [T [N [T [T [ [T [ [T [T [

Source: RBI, CLSA

Negligible “residual” risk on the balance sheet
One measure of “residual” risk on the balance sheet is the net NPL/net worth ratio.

This ratio depicts the erosion to net worth in a situation of a complete write-off of
the NPL. From a peak of 44% in FY18, the net NPL/net worth ratio declined to only
6% in FY23 (even lower in FY24, in our view) driven by a lower GNPL ratio, higher
provision buffers and higher capital adequacy. We believe this improvement in the
balance sheet of Indian banks is often overlooked by consensus.
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Figure 11
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Figure 12

Net NPL/Net worth ratio is at decadal lows. . .

...driven by improvement for PSU and private sector banks (%)
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LCR of 120%+ for private
sector banks and 140%+ for
PSU Banks

Source: RBI, CLSA

Healthy liquidity on the balance sheet

There are two ways of ascertaining “excess” liquidity on the balance sheet. One way
is by calculating the ratio of investments/net demand and time liabilities (NDTL).
However, this metric disregards the type of deposits raised - as per liquidity
coverage ratio (LCR) norms, some deposits require higher liquidity on the balance
sheet than other deposits. Hence, looking at the LCR gives a sense of excess
liquidity on the balance sheet.

Banks are required to maintain a min LCR of 100%. Yet, banks typically maintain
115-120% LCR at all times. A number above this would imply excess liquidity. We
note that PSU Banks, on average, currently have 140% LCR versus 120-130% pre-
Covid. Private sector banks have an LCR of 120-125%, similar to pre-Covid levels.

Figure 13

Adequate liquidity on the balance sheet (%)
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Sharp rebound: profits up by 4x in ten years

The Indian banking sector saw asset quality turmoil in the latter half of the past
decade, but it has witnessed a sharp turnaround. Standalone profits have more than
guadrupled from c.800bn to Rs3.4tn in the past ten years, implying a 16% Cagr. We
accept that FY24 PAT was aided by corporate recoveries and low credit costs, but
we believe the sector will deliver low double-digit PAT Cagr over the medium term.

14 June 2024
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Figure 14

Sharp rebound in Indian Indian banking sector PAT has quadrupled in 10 years
banking sector profits
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Figure 15 Figure 16

Sharp rebound in PSU Banks’ profits (Rsbn) Healthy growth in private sector banks’ profit pool (Rsbn)
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In FY24, the ROE of the
Indian banking sector was
15%
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Highest ROE since FY11
The banking sector delivered decadal high ROA of 1.3% and ROE of 15% in FY14.

FY24's RoE is the highest since FY11.

Figure 17

Significant improvement in profitability of the banking sector (%)
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Improving liability franchise

Over the past decade, the CASA franchise of the banking sector has improved.
Private sector banks have become leaders in zero-cost current account deposits -
this helps them enjoy a cost of deposits similar to that of PSU Banks, despite
offering higher rates on term deposits. Banks have also trimmed dependence on
non-deposit borrowings, thus making the liability side more granular.

CASA ratio has improved

While total banking sector deposits grew 10-11% over the past decade, CASA
deposits grew at a faster clip. The CASA ratio improved 6ppts to 41% over the past
decade driven by savings account (SA) deposits. One of the biggest reasons for this
was the SA rate deregulation in FY12, resulting in some private sector banks
offering a higher interest rate on SA deposits to lure customers. Other factors
include demonetisation in 2016, increased use of digital payments instead of cash
(leading people to leave money in their savings accounts), among others. Over the
last year, the decline in CASA has been due to shift of money from SA deposits to
term deposits due to the high interest rate differential between them. As interest
rates come down, we expect the CASA ratio to pick up again.

Figure 18 Figure 19
Steady improvement in the CASA ratio over a decade. . . . ..driven by both PSU and private sector banks
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Figure 20
There has been a 8-9ppt Structural improvement in the SA deposit ratio (%)
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Borrowings account for
only 7%/11% of NDTL for
PSU/private sector banks

Kotak has the lowest
calculated cost of funds
among large banks due to
its highest CASA ratio
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Reducing dependence on non-deposit liabilities

Private sector banks have significantly reduced dependence on non-deposit
borrowings - from 20% in FY16 to 11% in FY23. Note that such borrowings are
usually more expensive than term deposits (there are some exceptions like infra
bonds, though). Part of this reduction has been driven by lower international
corporate lending business by ICICI Bank (ICICIB) and AXSB, for which they used
to raise offshore bonds.

Figure 21

Private sector banks have trimmed non-deposit liabilities meaningfully in the past five years (%)
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Source: RBI, CLSA; Ratio of borrowings to NDTL

Given the improvement in CASA ratio, the reduction in borrowings and an overall
reduction in interest rates in the economy (compared to a decade back), the cost of
funds for all banks has declined meaningfully over the past decade.

Figure 22

Cost of funds trended down over the past decade - maximum improvement for Kotak (%)
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Improvement in net interest margins

Most private sector banks have delivered an improvement in net interest margin
(NIM) over the past 5-10 years (HDFC Bank’s [HDFCB] NIM is lower due to the
merger). Some of the NIM improvement is cyclical while most of it is due to

14 June 2024
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Figure 24
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structural factors, such as changing loan mix towards higher-margin retail loans,
lower interest reversals and a higher CASA ratio (compared to 10 years ago). In the
case of |IB, it is also due to the acquisition of Bharat Financial (a high-margin
microfinance player).

Figure 23

NIM has improved for most players over the past 5-10 years (%)
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Sharp repo rate cut a key risk to NIM; IIB better placed in such an environment
In our view, the key risk to NIM in the near term is a sharp repo-rate cut as ¢.50%
of loans for most banks are linked to the repo rate. These loans will reprice
downwards immediately, while deposits will reprice only gradually. Hence, in the
interim, there would be NIM compression for banks. IIB is better placed in such an
environment as it has a lower share of repo-linked loans and higher share of bulk
deposits (which would reprice downwards faster than retail deposits).

Figure 25

1IB has a lower share of repo-linked loans. . .

...and a higher share of non-retail deposits
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Loan growth to remain healthy

Overall loan growth is at decadal highs driven by a pick-up in all sub-segments.
Banks are likely to have also benefitted from corporate bond substitution in the
past two years. While we expect some moderation in loan growth driven by certain
products, it should still be healthy. However, we think FY25 loan growth is likely to
be divergent across large banks due to idiosyncratic issues.

Bond substitution may have helped bank credit growth

One of the key highlights of the strong performance of the banking sector is the
sustained pick-up in loan growth over the past two years, after nearly a decade of
sluggish growth. While demand has certainly been stronger than in the past, we
highlight that substitution from corporate bonds to bank credit could be one reason
for strong bank loan growth. This substitution is driven by an uptick in interest rates
over the past two years. Simply put, demand for credit has grown at c.200bps lower
than demand for bank credit in the past two years. However, we note that this is
not a perfect calculation as there may be some “double-counting” when adding
bank loans and corporate bonds.

Figure 26
Total credit growth is Total credit growth in India (banking sector plus corporate bonds)
200bps lower than bank Total credit (Rs trn) G h %)
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Figure 27 Figure 28

Bank credit grew 200bps faster than total credit in FY23/FY24 (%) Share of corporate bonds in total credit declined over FY22-24 (%)
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“Total credit” calculated as bank credit + corporate bonds
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Expect mid-to-high teens retail lending growth
Over the past 7-8 years, retail lending has picked up meaningfully driven by a
multitude of factors - easier customer acquisition (digital), richer credit bureau data
and a deliberate push by banks given weak corporate credit growth. As per our
industry interactions, there are over 200m live retail borrowers. Consumer lending
is now the largest segment of the Indian banking balance sheet, comprising 34% of

total loans.

Figure 29

Figure 30

India Financials

17% Cagr over the past five years
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Share of consumer loans up from 26% to 34% over FY19-24
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Mortgages comprise half of the consumer lending book for banks. While this
segment witnessed strong growth in FY21/22 in the immediate aftermath of Covid,
it has now normalised. We expect mortgages to grow at 15% Cagr over the medium
term. Note that mortgage penetration in India (11% of GDP) is far below its global

peers.

Figure 31

Figure 32

Mortgages comprise half of the total consumer loans
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Figure 33 Figure 34
Mortgage penetration in India is still low. . . ...especially when compared to global peers (%)
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We expect 10% housing
sales volume growth in the
top eight cities in FY25

Some slowdown in
unsecured loans in 4QFY22;
We expect this to continue
in FY25

Source: HDFC, CLSA

Our real estate analyst expects 10% volume growth (and 5-6% pricing growth) over
the next two years.

Figure 35

Trend in home sales in the top eight cities
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Source: Knight Frank, CLSA; Note: CY rounded-off to FY

Unsecured personal loans has been the fastest-growing retail lending segment in
the past 5-7 years. In Nov 2023, the RBI increased risk-weights on these loans, in
a prompt to banks to go slow in this segment. Consequently, growth started
tapering off in 4QFY24 and we expect it to moderate further (to mid-to-high teens)
in FY25.
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Figure 37

Unsecured PL has been a big growth driver for consumer loans. . .

1 Personal loans (Rs trn)

...but is seeing some moderation post RBI’s risk-weight guidelines
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CLSA India analysts expect
6-7% growth in gross debt
within their coverage
universe (ex-financials)

Figure 38

Source: Banks, CLSA

CLSA universe points to stable capex and modest increase in gross debt

We analysed nearly 150 companies under CLSA'’s India coverage universe. While
the gross capital expenditure (capex) of this universe grew at 12% Cagr over FY20-
23, it remained stable in FY24. Our analysts expect a broadly stable capex for FY25
and FY26 too. Also, the gross debt of this universe, which grew at a 15% Cagr over
the past two years, is estimated to grow at only 6-7% over the next two years.

Figure 39

Capex trend of CLSA’s India coverage universe
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Modest growth in gross debt of CLSA’s India coverage universe
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Source: CLSA

Banks maintaining a stable market share versus NBFCs

The past ten years have been an interesting journey for banks and NBFCs. The latter
continually gained market share driven by geographic expansion, product segment
(retail loans) and the slow growth of PSU banks. However, post the infrastructure
leasing & financial services (IL&FS) crisis in FY19, banks have managed to maintain
their market share in the overall system. More importantly, since PSU banks are
growing slower than private sector banks, the latter are gaining market share from
non-bank financial companies (NBFCs).
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Figure 40
Banks have halted the Loan market share of banks versus NBFCs (%)

market share loss to NBFCs
in the past few years
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Private sector banks leading on growth, albeit by a lower margin

Private sector banks’ loan PSU Banks continue to lose market share on loans, albeit at a slower pace. One of
market share doubled in the the key reasons, in our view, is that most of them are still heavily into corporate
past decade loans and are only slowly making inroads into retail loans, which is the faster

growing segment. For example, mortgages and unsecured personal loans typically
comprise 30-40% of a private sector bank’s loan book but only 10-15% of a PSU
bank’s loan book (SBI being an exception).

The difference of only 1ppt in FY24 loan growth between private sector and PSU
banks is temporary, in our view, as the largest private sector bank, HDFCB (40%+
of private sector bank loan market share), chose to grow more slowly given its
deposit situation. While this will continue in FY25 too, we expect the gap to start
widening again over the medium term.

Figure 41 Figure 42

Private sector banks gaining loan market share (%). . . .. .driven by faster loan growth than PSU Banks

@ PSU Banks OPrivate Sector Banks m Others —— PSU Banks Private Sector Banks
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Source: RBI, CLSA; FY24 numbers include HDFCB merger impact Source: RBI, CLSA; FY24 growth for private sector banks adjusted for HDFCB
merger
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Figure 43
PSU Banks (ex-SBI) have PSU Banks typically have a lower share of retail loans (the faster growing segment) (%)
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We expect 14-15% industry loan growth over the next two years
We model banking sector loan growth from the bottom up. While the agri segment
has grown at 17-18% Cagr over the past two years, we expect a normalisation
closer to its long-term average of 11-12% over the next two years. Industry loan
growth is modelled at 10%, given the modest gross debt outlook from CLSA's
coverage universe. The services and consumer segments, which have grown c.20%
in the past two years, are likely to slow down to 15-17% over the next two years,
in our view.
Figure 44 Figure 45
Segment-wise loan growth estimates (%) We expect 14-15% banking sector loan growth over FY24-26
EFY23 OFY24 mFY25CL OFY26CL Total loan growth (%)
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Loan growth to be divergent across banks
Idiosyncratic issues, rather While overall credit growth should be decent, in our view, we expect slower-than-
than sectoral trends, driving usual growth from a couple of private sector banks - HDFCB and AXSB. For HDFCB,
loan growth divergence we believe this will be driven by management’s prioritisation of repaying erstwhile

across banks HDFC's liabilities rather than growing the loan book. For AXSB, loan growth is likely

to be a function of lowering loan-to-deposit ratio (LDR) and weaker deposit growth.
We expect other private sector banks to deliver 16-17% loan growth and SBI to
deliver 14% loan growth (in line with the industry).
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Expect 16-17% loan growth
for ICICIB, KMB and 1IB

inFY25

Forgotten heroes

Figure 46

India Financials

Our estimate of loan growth for banks over FY25-27 (%)
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Private sector banks have a
much higher CA ratio than
PSU banks (13% vs 6%)
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Deposits: analysing the competitive landscape

In our report, Unfortunate Confluence, we analysed geography-wise and district-
wise deposit trends in the banking system. In this section, we analyse the
competitive landscape between private sector and PSU banks. We note that private
sector banks are now leaders in zero-cost current account deposits as well as on
overall corporate deposits. However, PSU banks still hold the fort when it comes to
household deposits.

Private sector banks gaining an edge in current account (CA) deposits. . .

One interesting trend that has emerged over the past decade is the strength of
private sector banks in current accounts. Private sector banks have outgrown PSU
Banks in CA deposits, not just in percentage terms, but also in absolute terms. This
is driven by factors like better transaction banking services, loans to MSMEs, etc.
Kotak Mahindra Bank (KMB) leads in the CA deposit ratio among large banks,
primarily because of its strengths in the custody business and its legacy in SME
lending.

Figure 47 Figure 48
Private sector banks have overtaken PSUs in CA deposits (Rstn) CA ratio is c.13% for private sector banks and c.6% for PSU banks
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Figure 49

Kotak’s CA ratio of 17% is
higher than that of other
private sector banks at 13-

15%

Kotak is the leader in CA deposit ratio among private sector banks (%)
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ICICIB and SBI have a
similar cost of deposits,
thanks to ICICIB's higher
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...leading to a competitive cost of deposits

While one would intuitively expect PSU Banks to have a lower cost of deposits, this
is not true. The 7-8ppt difference in the CA deposit ratio would lead to c.30bp
savings in the cost of deposits for private sector banks. Hence, while private sector

(S L banks offer a higher interest rate on term deposits and have a higher share of
wholesale deposits, the overall cost of deposits is competitive vis-a-vis PSU Banks.
For example, below is a chart showing ICICIB’s versus SBI's cost of deposits.
Figure 50 Figure 51
ICICIB and SBI have a similar cost of deposits (%). . . ...despite ICICIB offering higher rates on most term deposits (%)
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Source: ICICIB, SBI, CLSA; Note: Calculated cost of deposits Source: ICICIB, SBI; Note: rate on retail term deposits (<Rs20m)

Private sector banks
command nearly half of the
corporate and NRI deposits

in India. . .

...but only 30% of
household and government
deposits

Private sector banks leading in corporate and NRI deposits. . .

Another area where private sector banks have done well is corporate and non-
resident Indian (NRI) deposits. Part of the success in corporate deposits is reflected
in higher current account deposits.

Figure 52

Private sector banks have a higher market share than PSU Banks in corporate and NRI deposits. . .
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.. .but lag in household and government deposits

While the gap is narrowing, private sector banks are far behind PSU banks in market
share in household and government deposits. PSU banks have 65% share in these
deposits versus 29% share for private sector banks. This is attributed to a smaller
and lower-vintage branch networks for the latter (41k branches vs 84k branches).
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While the branch market share of private sector banks has increased over the years,
it stands at only 27%.

Figure 53 Figure 54
. . .but significantly lag in household and government deposits. . . ...due to a modest branch market share (%)
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Long road ahead in SURU deposits for private sector banks

Compared to corporates or non-resident deposits, household deposits have a
higher contribution from semi-urban and rural (SURU) areas, which account for 35%
of total household deposits. The deposit market share of private sector banks in
SURU is significantly lower than their corresponding market share in urban and
metropolitan regions.

Figure 55
35% of household deposits SURU is much more relevant for households than for corporates/government deposits
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Figure 56 Figure 57
Deposit share of private sector banks is much lower in SURU (%)... ...than in urban and metro areas (%)
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Deposit growth has moved
in tandem with loan growth
historically

Figure 59
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Decoding ‘lagging’ deposit growth

Investors have been concerned that deposit growth is lagging loan growth, and
hence banks will not be able to maintain strong loan growth. The reasons for slow
deposit growth are attributed to factors such as household investments in equities,

mutual funds, etc. This is incorrect, in our view. In this chapter, we attempt to
address such concerns.

What history tells us: deposit growth matches loan growth in the long term

Loan growth and deposit growth may differ over short time periods (like 1-2 years),
but they match over longer time periods. As shown in the table below, deposit and
loan Cagr over the past 5/10/20 years is largely similar. The marginal difference in
growth over the past 20 years is due to reduction in regulatory SLR (statutory

liquidity ratio) limits, due to which banks redeployed excess government securities
(GSec) into loans.

Figure 58

Loan and deposit growth are in sync over long periods

Cagr (%) 5Y 10Y 20Y
Deposits 11.0 10.3 14.1
Loans 11.3 10.4 15.9

Source: RBI, CLSA, Note: Includes HDFCB merger impact

Figure 60

GSec as % of NDTL reduced over the past two decades. ..

Gsec/NDTL (%)

. ..due to reduction in minimum SLR requirement by RBI
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How did banks manage 16% loan growth with 11% deposit growth in FY23?

To answer this question, we analyse the consolidated balance sheet on the Indian
banking sector. We note that loans grew 16-17% (Rs21tn), while deposits grew 11%
(19tn). The gap was funded by the excess liquidity banks were sitting on. Banks
drew down their cash balances by over Rs3tn and redeployed them into loans. After

this redeployment, banks had 9% of NDTL as cash on the balance sheet - this is in
line with pre-Covid levels.
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Loan growth outpaced
deposit growth in FY23 as
banks reduced excess cash

on the balance sheet

Household ownership of
deposits has remained
constant at 60-65% over
the past decade

Reserve money growth was
7-8% in the past two years
versus an average of 11-
12% over the past decade
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Figure 61

Banking system consolidated balance sheet

Rsbn FY22 FY23 Increase (Rstn)
Net worth 19.0 21.7 2.6
Deposits 171.8 190.7 18.9
Other liabilities 25.9 30.8 4.9
Total Liabilities 216.7 243.2 26.4
Cash & equivalents 22.9 19.6 (3.3)
Loans 122.0 143.2 21.2
Investments 57.8 64.4 6.6
Other assets 14.1 16.1 1.9
Total Assets 216.7 243.2 26.4

Source: RBI, CLSA

Are deposits going into mutual funds/equities?

One argument we have heard many times is that bank deposit growth is weak due
to retail investors moving money from bank deposits to other investment
instruments such as stocks, mutual funds, real estate, etc. We refute this argument
because we believe the money remains within the banking system (unless it is
withdrawn in cash or leaves the country). For example, if someone buys a stock, the
money moves from his/her deposit account to the seller’s deposit account, and,
hence, total banking sector deposits remain unchanged. The money may move from
a household to a corporate (for example, PE fund, mutual fund, etc) but it remains
as a deposit.

This is evidenced by the chart below. The share of banking sector deposits held by
households has been range bound at 60-65% over the past decade.

Figure 62

Mix of ownership of deposits (%)
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Reserve money creation has been weaker in the past two years

RBI’s reserve money growth has been lower than historical levels in the past two
years. Compared to an average growth of 12% over FY12-22, it has grown only 7-
8% in FY23 and FY24. One of the reasons for weaker reserve money growth in
FY24 was the demonetisation of Rs2000 currency notes (amounting to Rs3.5tn).
We, however, do not know how much of that demonetised currency was once again
withdrawn as cash.
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In addition, the money multiplier has been marginally lower at 5.2-5.3x, vs the
average of 5.6x over the past decade. These two reasons probably explain the
reason for slightly lower deposit growth.

Our economist expects reserve money growth to normalise to 12% in FY25 and
also expects an inch-up in the money multiplier to 5.7x.

Figure 63 Figure 64
Reserve money growth has been modest in the past two years Money multiplier has been slightly lower in the past two years
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Going by the above assumptions on reserve money growth and money multiplier,
money created in FY25 should be c.Rs31-32tn. Assuming Rs3tn is in currency, the
remaining Rs28tn would be bank deposit creation. We forecast 13-14% deposit
growth for the banking sector over the next two years.

Figure 65

We expect c.14% deposit growth in the medium term
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While the Nifty PSU Bank
index has more than
doubled, the Nifty Private
Bank index has returned
only 37% over the past five
years
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Big underperformance; valuations now compelling

Banks have underperformed the broader index by a wide margin in the past five
years. Specifically, this is driven by private sector banks that have underperformed
PSU Banks by ¢.80ppts in the past year alone.

Figure 66

Cumulative underperformance by banks versus the broader index over the past five years is 30ppts+
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Figure 67

Significant underperformance of private sector banks vs PSU banks
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Among the large banks under our coverage, we expect ICICIB to deliver the highest
ROE (16-17%). While Kotak has a high ROA, its low leverage results in a low ROE.
HDFCB'’s lower ROE is due to the NIM impact from the merger.
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DuPont Comparison (%)

ICICIB HDFCB AXSB KMB 11B SBI
FY25CL FY26CL FY25CL FY26CL FY25CL FY26CL FY25CL FY26CL FY25CL FY26CL FY25CL FY26CL
Interest income 8.2 8.2 8.1 8.1 8.0 7.9 8.4 8.4 9.7 9.8 7.3 7.4
Interest expense 4.3 4.2 4.7 4.6 4.5 4.5 3.9 4.0 5.5 5.5 4.6 4.7
Net interest income 4.0 4.0 3.4 3.5 3.4 3.4 4.4 4.4 4.2 4.2 2.7 2.7
Other income 1.3 1.3 1.2 1.2 1.4 1.5 1.5 1.6 1.8 1.8 0.5 0.5
Total income 5.3 5.2 4.6 4.7 4.9 4.9 6.0 5.9 6.0 6.0 3.2 3.2
Operating expenses 2.2 2.2 1.9 1.9 2.5 2.4 3.1 3.0 3.0 2.9 1.8 1.8
PPOP 3.1 3.1 2.7 2.8 2.5 2.6 3.2 3.2 3.2 3.2 1.6 1.6
Provisions 0.4 0.4 0.3 0.4 0.4 0.4 0.4 0.4 0.8 0.8 0.3 0.3
PBT 2.7 2.7 2.4 2.4 2.1 2.2 2.9 2.8 2.4 2.4 1.3 1.3
Tax 0.7 0.7 0.6 0.6 0.5 0.5 0.7 0.7 0.6 0.6 0.3 0.3
ROA 2.0 2.1 1.8 1.8 1.6 1.6 2.1 2.1 1.8 1.8 1.0 0.9
Leverage (x) 8.1 8.3 8.2 8.2 9.8 9.8 6.5 6.6 8.3 8.6 16.3 16.0
ROE 16.5 17.0 14.7 15.0 15.4 15.7 13.9 14.1 15.0 15.5 15.7 15.0
Source: Banks, CLSA
Figure 69
HDFCB DuPont (%)
FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25CL FY26CL FY27CL
Interest income 9.0 8.6 8.3 8.6 8.3 7.4 6.7 7.1 8.5 8.1 8.1 8.2
Interest expense 4.9 4.5 4.2 4.4 4.2 3.4 2.9 3.3 4.9 4.7 4.6 4.6
NIl 4.1 4.1 4.2 4.2 4.0 4.0 3.8 3.8 3.6 3.4 3.5 3.6
Other income 1.6 1.5 1.6 1.5 1.7 1.5 1.5 1.4 1.6 1.2 1.2 1.2
Total income 5.8 5.7 5.7 5.7 5.7 5.5 5.3 5.2 5.2 4.6 4.7 4.8
Operating cost 2.6 2.5 2.4 2.3 2.2 2.0 2.0 2.1 2.1 1.9 1.9 1.9
PPOP 3.2 3.2 3.4 3.4 3.5 3.5 3.4 3.1 3.1 2.7 2.8 2.9
Provisions 0.4 0.4 0.6 0.7 0.9 1.0 0.8 0.5 0.8 0.3 0.4 0.4
PBT 2.8 2.8 2.8 2.8 2.6 2.5 2.6 2.6 2.3 2.4 2.4 2.5
Tax 1.0 0.9 1.0 1.0 0.7 0.6 0.6 0.6 0.3 0.6 0.6 0.6
ROA 1.8 1.8 1.8 1.8 1.9 1.9 1.9 1.9 2.0 1.8 1.8 1.9
Leverage 9.9 10.1 10.0 9.0 8.7 8.7 8.6 8.7 8.4 8.2 8.2 8.3
ROE 18.3 18.3 18.2 16.5 16.4 16.6 16.7 17.0 16.9 14.7 15.0 15.5
Source: Bank, CLSA
Figure 70
ICICIB DuPont (%)
FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25CL FY26CL FY27CL
Interest income 7.7 7.3 6.7 6.9 7.3 6.8 6.5 7.3 8.3 8.2 8.2 8.1
Interest expense 4.6 4.3 3.9 3.9 4.0 3.4 2.9 3.1 4.0 4.3 4.2 4.2
NIl 3.1 2.9 2.8 2.9 3.2 3.3 3.6 4.1 4.3 4.0 4.0 3.9
Other income 1.3 1.3 1.3 1.3 1.3 1.1 1.2 1.2 1.2 1.1 1.1 1.1
Total income 4.4 4.2 4.0 4.2 4.6 4.4 4.8 5.3 5.5 5.1 5.1 5.1
Operating cost 1.9 2.0 1.9 2.0 2.1 1.9 2.0 2.2 2.3 2.2 2.2 2.1
PPOP 3.5 3.5 3.0 2.5 2.7 3.1 3.0 3.3 3.4 3.1 3.1 3.1
Provisions 1.7 2.0 2.1 2.1 1.4 1.4 0.7 0.4 0.2 0.4 0.4 0.4
PBT 1.8 1.5 0.9 0.4 1.4 1.7 2.3 2.8 3.2 2.7 2.7 2.7
Tax 0.4 0.2 0.1 0.0 0.6 0.3 0.6 0.7 0.8 0.7 0.7 0.7
ROA 1.4 1.3 0.8 0.4 0.8 1.4 1.8 2.1 2.4 2.0 2.1 2.0
Leverage 8.4 8.3 8.4 9.0 9.6 9.1 8.5 8.2 8.0 8.1 8.3 8.4
ROE 11.9 10.9 6.9 3.3 7.4 12.7 15.1 17.6 19.0 16.5 17.0 17.1
Source: Bank, CLSA
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AXSB DuPont (%)

FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25CL FY26CL FY27CL
Interest income 8.2 7.8 7.1 7.4 7.3 6.7 6.2 6.8 7.8 7.98 7.88 7.87
Interest expense 4.82 4.63 4.20 4.46 4.36 3.59 3.17 3.39 4.26 4.54 4.46 4.47
NIl 3.4 3.2 2.9 2.9 2.9 3.1 3.1 3.4 3.6 3.4 3.4 3.4
Other income 1.9 2.0 1.7 1.8 1.8 1.3 1.4 1.3 1.6 1.6 1.6 1.5
Total income 5.2 5.2 4.6 4.7 4.7 4.4 4.5 4.7 5.2 5.0 5.0 4.9
Operating cost 2.0 2.1 2.2 2.1 2.0 1.9 2.2 3.2 2.5 2.5 2.4 2.3
PPOP 3.2 3.1 2.4 2.5 2.7 2.4 2.3 1.6 2.7 2.5 2.6 2.6
Provisions 0.7 2.1 2.4 1.6 2.2 1.5 0.7 0.2 0.3 0.4 0.4 0.5
PBT 2.5 1.0 0.0 0.9 0.6 0.9 1.6 1.3 2.4 2.1 2.2 2.2
Tax 0.8 0.3 0.0 0.3 0.4 0.2 0.4 0.6 0.6 0.5 0.5 0.5
ROA 1.6 0.6 0.0 0.6 0.2 0.7 1.2 0.7 1.8 1.6 1.6 1.6
Leverage 10.4 10.8 11.0 11.5 11.3 10.2 10.0 10.4 10.2 9.8 9.8 9.8
ROE 17.1 6.9 0.5 7.2 2.1 7.1 12.0 7.7 18.1 15.4 15.7 15.8
Source: Bank, CLSA
Figure 72
KMB DuPont (%)
FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25CL FY26CL FY27CL
Interest income 11.0 8.7 8.2 8.3 8.0 7.2 6.7 7.5 8.4 8.4 8.4 8.4
Interest expense 6.4 4.7 4.3 4.4 4.0 3.1 2.5 2.8 3.6 3.9 4.0 4.0
NIl 4.6 4.0 4.0 3.9 4.0 4.1 4.1 4.7 4.8 4.4 4.4 4.4
Other income 1.8 1.7 1.7 1.6 1.6 1.3 1.5 1.5 1.9 1.9 1.9 1.9
Total income 6.4 5.7 5.7 5.5 5.6 5.5 5.6 6.2 6.7 6.3 6.3 6.2
Operating cost 3.7 2.8 2.7 2.6 2.6 2.3 2.6 3.0 3.1 3.1 3.0 3.0
PPOP 2.7 2.9 3.0 2.9 3.0 3.2 3.0 3.2 3.6 3.2 3.2 3.3
Provisions 0.6 0.4 0.4 0.3 0.7 0.7 0.2 0.1 0.3 0.4 0.4 0.5
PBT 2.1 2.5 2.6 2.6 2.3 2.5 2.8 3.1 3.3 2.9 2.8 2.8
Tax 0.7 0.9 0.9 0.9 0.6 0.6 0.7 0.8 0.8 0.7 0.7 0.7
ROA 1.4 1.7 1.7 1.7 1.8 1.9 2.1 2.4 2.5 2.1 2.1 2.0
Leverage 8.2 8.2 7.8 7.7 7.8 7.0 6.3 6.2 6.3 6.5 6.6 6.8
ROE 11.4 13.7 13.2 13.0 13.9 13.1 13.2 14.7 15.9 13.9 14.1 13.9
Source: Bank, CLSA
Figure 73
11B DuPont (%)
FY16 FY17 FY18 FY19* FY20 FY21 FY22 FY23 FY24 FY25CL FY26CL FY27CL
Interest income 9.3 9.0 8.6 8.9 9.8 8.7 8.1 8.5 9.4 9.7 9.8 9.7
Interest expense 5.8 5.2 4.9 5.4 5.7 4.6 4.1 4.4 5.2 5.5 5.5 5.5
NIl 3.5 3.8 3.7 3.5 4.1 4.0 3.9 4.1 4.2 4.2 4.2 4.2
Other income 2.2 2.2 2.1 2.0 2.0 1.4 1.5 1.8 1.8 1.8 1.8 1.8
Total income 5.8 5.9 5.8 5.6 6.1 5.4 5.5 5.9 6.0 6.0 6.0 6.0
Operating cost 2.9 3.0 2.8 2.6 2.8 2.5 2.5 2.7 2.9 3.0 2.9 2.9
PPOP 2.9 3.0 3.0 3.0 3.3 2.9 3.0 3.2 3.1 3.0 3.1 3.1
Provisions 0.5 0.7 0.6 1.2 1.6 2.4 1.7 1.0 0.8 0.8 0.8 0.9
PBT 2.7 2.7 2.7 2.0 2.1 1.1 1.6 2.3 2.5 2.4 2.4 2.4
Tax 0.9 0.9 0.9 0.7 0.6 0.3 0.4 0.6 0.6 0.6 0.6 0.6
ROA 1.80 1.78 1.80 1.3 1.5 0.8 1.2 1.7 1.8 1.8 1.8 1.8
Leverage 9.2 8.7 9.2 10.0 9.6 8.7 8.5 8.5 8.3 8.3 8.6 8.8
ROE 16.6 15.4 16.6 13.2 14.5 7.3 10.2 14.5 15.3 15.0 15.5 15.9
Source: Bank, CLSA
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Figure 74

SBI DuPont (%)
FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25CL FY26CL FY27CL

Interest income 7.4 6.9 7.2 6.8 6.7 6.2 5.8 6.3 7.1 7.3 7.4 7.4
Interest expense 4.8 4.5 4.7 4.3 4.2 3.6 3.3 3.6 4.4 4.6 4.7 4.7
NIl 2.6 2.4 2.4 2.5 2.6 2.6 2.5 2.8 2.7 2.7 2.7 2.7
Other income 1.3 1.4 1.4 1.0 1.2 1.0 0.9 0.7 0.9 0.7 0.7 0.7
Total income 3.9 3.8 3.9 3.5 3.8 3.6 3.4 3.5 3.6 3.4 3.4 3.4
Operating cost 1.9 1.8 1.9 2.0 2.0 1.9 2.0 1.9 2.0 1.8 1.8 1.8
PPOP 2.0 2.0 1.9 1.6 1.8 1.7 1.4 1.6 1.6 1.6 1.6 1.6
Provisions 1.3 1.4 2.4 1.5 1.1 1.0 0.5 0.3 0.1 0.3 0.3 0.3
PBT 0.6 0.6 (0.5) 0.0 0.7 0.6 0.9 1.3 1.5 1.3 1.3 1.3
Tax 0.2 0.2 (0.3) 0.0 0.3 0.2 0.2 0.3 0.4 0.3 0.3 0.3
ROA 0.5 0.4 (0.2) 0.0 0.4 0.5 0.7 1.0 1.2 1.0 0.9 1.0
Leverage 16.2 15.2 151 16.2 16.9 17.5 17.8 17.3 16.6 16.3 16.0 15.8
ROE 7.3 6.3 (3.2) 0.4 6.4 8.4 11.9 16.5 19.3 15.7 15.0 15.3

Source: Bank, CLSA
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ICICIB PB trend ICICIB PE trend
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Figure 80

AXSB PB trend
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Figure 81

Source: BBG, Bank, CLSA

Figure 82

KMB PB trend
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Figure 85 Figure 86
1IB PB trend 1IB PE trend
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Figure 87
AXSB'’s Rl model table
Rsbn 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 Term.
Risk free 70% 70% 70% 7.0% 7.0% 7.0% 7.0% 70% 70% 7.0% 7.0% 7.0% 7.0% 70% 70% 7.0% 7.0%
rate
Risk 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53%
premium
Beta 1.10 1.10 1.10 1.10 1.10 1.10 1.10 1.10 1.10 1.10 1.10 1.10 1.10 1.10 1.10 1.10 1.10
Cost of 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8%
Equity
Net worth 1,747 2,039 2,322 2,650 3,023 3,450 3,934 4,485 5,111 5,821 6,628 7,542 8,580 9,755 11,087 12,594 14,408
ROEs 154% 15.8% 16.3% 16.6% 16.6% 16.6% 16.5% 16.5% 16.4% 16.4% 16.3% 16.2% 16.2% 16.1% 16.1% 16.0% 16.0%
Source: CLSA
Figure 88
AXSB'’s Rl model summary
Rsbn Value  Contribution Avg. ROE Avg. COE
of value  assumption assumption
Mar 24 net worth 1,502 40.3%
PV of Rl over FY25-30CL 393 10.6% 16.2% 12.78%
PV of Rl over FY31-40CL 738 19.8% 16.3% 12.78%
Terminal value 1,092 29.3% 16.0% 12.78%
Total value of the firm 3,726 100.0%
Total number of shares 3087
Value per share 1,207
Source: CLSA
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Figure 89

AXSB and its subsidiaries’ SOTP valuation

Business Value (Rs bn) Value/Share Basis (FY26

Parent 3,726 1,207 Rl model

Axis AMC 97 31 20x PE

Axis Securities 59 19 15x PE

Axis Capital 29 10 15x PE

Axis Finance 123 40 15x PE

Max Financial 87 28 Based on our TP for Max
Financial

Total Subsidiary valuation 128

Holdco discount (20%) 26

Subsidiary valuation (post holdco 102

discount)

Total Company Valuation 1,310

Source: Axis Bank, CLSA

HDFCB'’s Rl model table

Rsbn FY25CL FY26CL FY27CL FY28CL FY29CL FY30CL FY31CL FY32CL FY33CL FY34CL FY35CL FY36CL FY37CL FY38CL FY39CL FY40CL
Risk free rate 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%
Risk premium 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 5.3%
Beta 1.10 1.10 110 1.10 110 110 1.10 1.10 110 110 1.10 110 1.10 1.10 1.10 1.10
Required Cost of 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8%
Equity
Networth 4953 5,587 6,328 7,178 8,157 9,283 10,57 12,06 13,77 15,74 18,02 20,64 23,66 27,14 31,16 35,77
7 4 6 9 4 4 4 4 0 0
ROEs 14.7% 15.0% 15.5% 15.8% 16.0% 16.2% 16.4% 16.5% 16.7% 16.8% 17.0% 17.1% 17.2% 17.3% 17.4% 17.4%
PAT 688 793 926 1,067 1,230 1,417 1,628 1,873 2,157 2,487 2,870 3,307 3,812 4,396 5,074 5,825
growth 15% 17% 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 15%
Required return 633 673 761 863 979 1,114 1,269 1,446 1,651 1,886 2,157 2,470 2,830 3,245 3,724 4,275
Residual income 55 120 165 204 251 303 360 427 507 601 713 837 982 1,151 1,350 1,550
Discounted Residual 55 106 130 142 155 166 175 184 194 204 214 223 232 241 251 255
income
Source: CLSA
Figure 91
HDFCB’s SOTP valuation
Subsidiary Shareholding  PAT (Rsbn)  Multiple (x) Target HDFCB value
(%) Valuation per share
(Rsbn)
HDB Financial 95 36 22 782 97
HDFC Sec 95 14 20 285 36
HDFC Life Insurance 50 100
HDFC AMC 53 51
HDFC Ergo General Ins. 50 10 25 250 17
Total 1,317 300
Holdco discount 20% 20%
Subsidiary value 1,053 240
Source: CLSA
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Figure 92
HDFCB'’s Rl model summary
Rsbn Value Contribution Avg. ROE Avg. COE
of value assumption assumption
FY25 net worth 4,953 43.9%
PV of Rl over FY26-30CL 699 6.2% 15.6% 12.8%
PV of Rl over FY31-40CL 2,172 19.3% 17.0% 12.8%
Terminal value 3,448 30.6% 17.4% 12.8%
Total value of the firm 11,272 100.0%
Total number of shares (m) 7,597
Value per share 1,484
Subsidiary value 240
Target price 1,724
TP (rounded-off) 1,725
Source: CLSA
Figure 93
ICICIB’s Rl model table
Rsbn 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 Terml
Risk free rate 70% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%
Risk premium 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53%
Beta 110 110 110 110 110 110 110 110 110 110 110 110 110 110 110 1.10 1.10 1.10
Required Cost of 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8% 12.8%
Equity
Net worth 2,384 2,715 3,104 3,553 4,079 4,689 5399 6,225 7,189 8,301 9,593 11,085 12,810 14,803 17,106 19,767 22,843 26,606
ROEs 19.0% 16.5% 17.0% 17.1% 17.4% 17.6% 17.8% 18.0% 18.2% 18.2% 18.2& 18.3% 18.3% 18.3% 18.3% 18.3% 18.3% 18.3%
PAT 409 413 486 562 664 772 898 1,046 1,221 1,410 1,638 1,892 2,187 2,527 2,920 3,375 3,900 4,526
Growth 28% 1% 18% 16% 18% 16% 16% 17% 17% 15% 16% 16% 16% 16% 16% 16% 16%
Required return 280 326 372 425 488 560 644 743 857 989 1,143 1,321 1,526 1,764 2,038 2355 2722 3,159
Residual income 128 87 115 137 177 212 254 304 364 420 495 572 661 763 882 1,019 1,178 1,367
Discounted Residual 87 102 108 123 131 139 148 157 161 168 172 176 180 185 189 194 3,041
income
Source: CLSA; Note: the year mentioned refers to the fiscal year, not the calendar year
Figure 94
ICICIB’s Rl model summary
Rs bn Value Contribution of Avg. ROE Avg. COE
value assumption assumption
Mar 24 Networth 2,384 30.4%
PV of Rl over FY25-30CL 690 8.8% 17.2% 12.8%
PV of Rl over FY31-40CL 1,730 22.0% 18.3% 12.8%
Terminal value 3,041 38.8% 18.3% 12.8%
Total value of the firm 7,845 100.0%
Total number of shares 7023
Value per share 1,117
Source: CLSA
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ICICB’s SOTP valuation

Stake (%) Value (Rsbn) Value/Share Rationale
(Rs)
Parent 7,845 1,117 Based on Rl model
ICICI Pru Life Insurance 51 479 68 Based on our TP
ICICI Home Finance 100 166 24 20x FY26 PE
ICICI Pru AMC 51 801 114 25x FY26 PE
ICICI Securities 75 176 25 Based on CMP
ICICI Lombard Gen. Ins 48 415 59 Based on our TP
Total Value of Subsidiaries 2,038 290
Less: 20% holding Discount 408 58
Value of Key Ventures 1,630 232
Target Price 1,349
Target Price (rounded-off) 1,350
*as the stock is expected to be delisted soon. Source: CLSA
Figure 96
11B’s Rl model table
Rsbn 2024 2025 2026 2027 2028 2029 2030 2037 2038 2039 2040 Terminal
Risk free rate 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%
Risk premium 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 5.3%
Beta 1.20 1.20 1.20 1.20 1.20 1.20 1.20 1.20 1.20 1.20 1.20 1.20
Required Cost of 13.3% 13.3%  13.3% 13.3%  13.3% 13.3%  13.3% 13.3% 13.3% 133% 13.3% 13.3%
Equity
Net worth 628 713 811 919 1,042 1,184 1,347 3,442 3,939 4,508 5,160 5,949
ROEs 15.2%  14.9%  15.4% 15.6%  15.8% 16.0% 16.2% 17.0% 17.0% 17.0% 17.0% 17.0%
PAT 89 100 117 135 155 178 205 548 627 718 822 944
Growth 21% 12% 18% 15% 15% 15% 15% 14% 14% 14% 14%
Required return 78 89 101 115 130 148 168 429 491 562 643 739
Residual income 11 11 16 20 25 30 37 119 136 156 179 205
Discounted Residual 11 16 18 19 21 22 30 31 31 31 452
income
Source: Indusind Bank, CLSA
Figure 97
11B’s Rl model summary
Rsbn Value Contribution of Avg. ROE Avg. COE
value assumption assumption
Mar 24 Net worth 628 42.5%
PV of Rl over FY25-30CL 106 7.2% 15.6% 13.30%
PV of Rl over FY31-40CL 291 19.7% 16.9% 13.30%
Terminal value 452 30.6% 17.0% 13.30%
Total value of the firm 1,477 100.0%
Total number of shares 778
Value per share 1,898
Target price (rounded off) 1,900
Source: Indusind Bank, CLSA
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Figure 98
KMB'’s Rl model table
Rsbn 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2039 2040 Term.
Risk free rate 70% 70% 70% 7.0% 70% 70% 70% 70% 70% 70% 70% 7.0% 7.0% 7.0%
Risk premium 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 53%
Beta 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Required Cost of Equity 12.3% 12.3% 12.3% 12.3% 12.3% 12.3% 12.3% 12.3% 12.3% 12.3% 12.3% 12.3% 12.3% 12.3%
Net worth 1,257 1,410 1,585 1,785 2,015 2,277 2,579 2927 3,328 3,790 4325 6,495 7,462 8,637
ROEs 14.1% 14.3% 14.6% 14.8% 15.1% 15.3% 15.6% 15.8% 16.1% 16.3% 16.6% 17.3% 17.5% 17.5%
PAT 162 191 219 250 287 329 379 436 503 582 673 1,052 1,221 1,409
Source: Kotak, CLSA

Figure 99

KMB'’s RI model summary

Rsbn Value Contribution Avg. ROE Avg. COE

of value assumption assumption

FY25 Net worth 1,101 38.9%

PV of Rl over FY25-30CL 135 4.8% 14.5% 12.25%

PV of Rl over FY31-40CL 542 19.1% 16.5% 12.25%

Terminal value 1,052 37.2% 17.5% 12.25%

Total value of the firm 2,831 100.0%

Total number of shares 1,988

Value per share 1,424

Source: CLSA

Figure 100
KMB'’s SOTP valuation
Business Value (Rs bn) Value/Share Basis (FY26)
Parent 2,831 1,424 Rl model
Life Insurance 403 203 2x EV
Asset Management 197 99 25x PE
Kotak Prime 230 116 18x PE
Kotak Securities 233 117 15x PE
Kotak Investments 93 47 15x PE
International 37 19 15x PE
KMCC 43 21 15x PE
Total Subsidiary Valuation (post 20% holdco 989 498
discount)
Total Company Valuation 3,820 1,922
TP (rounded-off) 1,920
Source: Kotak, CLSA
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Figure 101
SBI’s Rl model table
Rsbn FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31 FY32 FY33 FY38 FY39 FY40 Terminal
Risk free rate 7% 7% 7% 7% 7% 7% 7% 7% 7% 7% 7% 7% 7% 7%
Risk premium 53% 53% 53% 53% 53% 53% 53% 53% 53% 53% 525% 525% 5.25% 5.25%
Beta 1.15 115 1.15 115 1.15 115 1.15 1.15 115 115 115 115 1.5 1.15
Required Cost of Equity 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0%
Networth 3,575 4,082 4,628 5,225 5908 6,690 7,587 8,618 9,803 11,151 21,236 24,156 27,478 31,479
ROEs 17.3% 15.7% 15.0% 15.2% 15.4% 15.6% 15.8% 16.0% 16.2% 16.2% 16.2% 16.2% 16.2% 16.2%
PAT 682 634 682 748 856 981 1,126 1,295 1,490 1,695 3,228 3,672 4,177 4,769
growth 36% (7%) 8% 10% 14% 15% 15% 15% 15% 14% 14% 14% 14%
Required return 434 499 568 642 726 821 931 1,056 1,201 1,366 2,601 2,959 3,366
Residual income 248 135 114 105 130 160 196 238 289 329 626 713 811
Discounted Residual income 248 127 95 78 85 92 100 107 115 116 120 121 121 1,509
Source: CLSA
Figure 102
SBI's Rl model summary
Rsbn Value Contribution of Avg. ROE Avg. COE
Value assumption assumption
Sep 24 Net worth 3,829 54%
PV of Rl over FY25-30CL 576 8% 15% 13%
PV of Rl over FY31-40CL 1,172 17% 16% 13%
Terminal value 1,509 21% 16% 13%
Total value of the firm 7,086 100%
Total number of shares 8,925
Value per share 794
Terminal growth assumption 5%
Assumptions
Risk free rate 7.0%
Risk premium 5.3%
Beta 1.2
Required cost of equity 13.0%
Terminal growth assumption 5%
Source: SBI, CLSA
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Figure 103
SBI's SOTP valuation
FY26 basis Stake (%) Entity Value Value for SBIN Value Per Share Rationale
(INR b) (INR b) (INR)
SBI (Parent Bank) 7,086 794 RI model
Subsidiaries
SBI Life 55 988 111 Our TP
SBI Cards 69 516 58 Our TP
SBI MF 63 682 427 48 25x PE
SBI Caps 100 324 324 36 15x PE
SBI General 69 48 33 4 15x PE
Value of subsidiaries 256
Value post 20% discount 205
SOTP 999
TP (rounded-off) 1,000
Source: SBI, CLSA
Figure 104
Valuation Matrix
CMP PB (x) PE (x) ROA (%) ROE (%) BVPS EPS PPOP CAGR
(Rs) FY25CL FY26CL FY25CL FY26CL FY25CL FY26CL FY25CL FY26CL FY25CL FY26CL FY25CL FY26CL FY24-26CL
ICICI Bank 1,107 2.4 2.0 15.5 12.5 2.0% 21% 16.5% 17.0% 386 442 59 69 11.9%
HDFC Bank 1,581 2.2 1.9 15.1 12.8 1.8% 1.8% 14.7% 15.0% 631 714 91 104 20.0%
Axis Bank 1,174 2.0 1.7 13.7 11.3 1.6% 1.6% 154% 15.8% 557 652 81 97 58.1%
Kotak Bank 1,726 2.4 2.0 18.3 15.0 2.1% 21% 13.9% 14.1% 538 616 70 81 9.5%
Indusind Bank 1,507 1.6 1.4 11.6 9.8 1.8% 1.8% 15.0% 15.5% 912 1,039 128 151 15.3%
Bandhan Bank 194 1.3 1.1 8.7 7.5 1.9% 1.9% 15.6% 15.9% 154 178 23 26 18.0%
SBI 844 1.5 1.3 9.2 8.3 1.0% 09% 15.7% 15.0% 439 495 71 76 14.8%
Source: BBG, CLSA
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Annexure

Significant reduction in ownership of financial stocks by foreign investors
Since Covid, the share of financials in the portfolios of foreign institutional
investors (Flls) has declined from ¢.40% to 28%.

Figure 105

Allocation to financials in Fll portfolios is at a multi-year low

Share of financials (%)
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Source: SEBI, CLSA

Why a mere LDR comparison between banks is not helpful

As of FY23, PSU banks had an LDR of 71% while private sector banks had an LDR
of 85% - a 14ppt difference. Does this mean that PSU banks have a lot of excess
liquidity that can be redeployed into loans, even if the deposit accretion is weak?

Not necessarily, in our view.

Below is a common size liability profile of the actual balance sheet of the PSU bank
sector and the private bank sector as of FY23. As can be seen, for every Rs100 of
liabilities, PSU Banks have only Rsé of net worth and Rsé of borrowings, leaving
Rs84 for deposits. On the other hand, private sector banks are better capitalised:
they have Rs11 of net worth and Rs14 of borrowings, leaving only Rs75 for
deposits. So out of the 14ppt difference in LDR, 9ppt is explained by the liability
side itself. It has nothing to do with whether those banks are giving out more loans

or less.

On the asset side, PSU Banks have Rs59 in loans, while Private Sector Banks have
Rs64 in loans for every Rs100 in assets. Hence, only 5ppt of the LDR difference is

explained by loans.
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Figure 106 Figure 107
PSU and private sector banks have a very different liability ...but not a very different asset structure
structure (% of total liabilities). . .
B Deposits O Borrowings B Networth O Other liabilities B Loans (% of total assets)
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Source: RBI, CLSA Source: RBI, CLSA

Indian banks typically have a higher LDR than global peers

We compare leading Indian private sector banks with global counterparts on LDR.
We note that the American banks typically have the lowest LDR, followed by
Chinese banks and then Indian banks.

Figure 108

LDR comparison across large global banks

JPM 56
BofA 55
Wells Fargo 69
ICBC 77
Agricultural Bank of China 74
Bank of China 87
China Construction Bank 82
HDFCB 104
ICICIB 84
AXSB 90

Source: Bloomberg, HDFCB, ICICIB, AXSB, CLSA

Largest states for banking sector deposits

The top five states account for 53% of India’s total deposits and the top 10 account
for 75%. Among the large states, Haryana and Karnataka have grown the fastest
while Delhi and West Bengal, the slowest. The CASA ratio varies meaningfully
among the large states - the more “commercial” states like Maharashtra and Delhi
have 33% CASA ratio while Utter Pradesh (UP) has 53% CASA ratio.
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Figure 109
Top 10 states for deposits; Karnataka the fastest growing while UP has the highest CASA ratio
Total Deposits Share of India's 5Y Cagr (%) CASA ratio (%)
(Rs trn) deposits (%)
Maharashtra 46.7 22.0 12.3 32.8
Delhi 18.6 8.7 8.9 32.7
Uttar Pradesh 17.5 8.2 10.9 52.9
Karnataka 16.8 7.9 12.5 39.8
Tamil Nadu 13.4 6.3 11.0 41.4
West Bengal 11.4 5.4 8.0 41.0
Gujarat 12.0 5.6 12.1 41.7
Kerala 8.0 3.8 10.1 34.0
Haryana 7.9 3.7 14.0 40.8
Telangana 7.9 3.7 11.4 42.5

Source: RBI, CLSA

GSec ownership

Around 38% of Central GSecs are owned by banks. This ratio has declined over the
past decade due to reduced SLR requirements. Note that while central government
bonds are subscribed by all categories of banks, state government bonds are
subscribed to primarily by PSU Banks.

Figure 110 Figure 111
Banks now have a lower share of GSecs outstanding Two-thirds of Bank GSec ownership is central government bonds
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Figure 113

While the Central government has a diversified investor base. . .
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Investment thesis - Axis Bank Ltd AXSB IB

Over the past five years, Axis has migrated its loan mix from corporate to retail,
which has helped improve asset quality. At the same time, its focus on increasing
the granularity of deposits is bearing fruit. Axis' NIM has improved 60-70bp in the
past five years.

Catalysts - Axis Bank Ltd AXSB IB

Traction in loan growth and sustenance of NIM are key medium-term catalysts for
the stock. ROE of 16% should help in PB multiple re-rating for the name.

Valuation details - Axis Bank Ltd AXSB IB

Our target price of Rs1,310 is based on an SOTP of the parent (bank) and its
subsidiaries. We use a long-term residual income model to value the standalone
business of the parent company. The subsidiaries are valued using appropriate
valuation multiples and a holding company discount is applied to reach the final
consolidated value of the business.

Investment risks - Axis Bank Ltd AXSB IB

The key risk is sluggish deposit growth, leading to even slower loan growth due to
LDR reduction. Additionally, sharper-than-expected NIM compression is a risk to
earnings and multiples of the stock.

Investment thesis - HDFC Bank Ltd HDFCB IB

HDFC Bank is the best run bank with a track record of strong growth and
profitability for over two decades. However, return ratios and loan growth have
moderated due to the merger and would take a few years to normalize. Valuations
have come off significantly, in the past five years thus making risk-reward healthy,
despite the lower profitability.

Catalysts - HDFC Bank Ltd HDFCB IB

Improvement in deposit accretion, especially CASA deposits, and increase in NIMs
would be key catalysts for the stock.
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Valuation details - HDFC Bank Ltd HDFCB IB

We value the lending business using a long-term residual income model till FY40.
We use a cost of equity of 12.8% and an average RoE over FY25-40 of 16%. In
addition to the lending business, we value the subsidiaries based on our target
prices (for the listed subsidiaries).

Investment risks - HDFC Bank Ltd HDFCB IB

Inability to garner adequate deposits at competitive rates is the key risk to the
stock. Slower CASA accretion could lead to higher cost of funds, and consequently,
lower NIM.

Investment thesis - ICICI Bank Limited ICICIBC IB

ICICI Bank is the second largest private sector bank in India and has undergone a
transformation under its new CEO. It is gradually moving from high-risk corporate
loans to high-profitability retail loans and has been consistently gaining market
share in the latter. Its asset quality has improved meaningfully in the past three
years and credit costs are low. It has the highest estimated ROE among all large
banks under our coverage.

Catalysts - ICICI Bank Limited ICICIBC IB

High-teens loan growth, aided by retail lending, and sustaining NIM above 4% are
key catalysts for the stock.

Valuation details - ICICI Bank Limited ICICIBC IB

Our SOTP-based methodology values each of ICICI Bank's businesses (banking,
insurance, asset management and international subsidiaries) based on growth and
profitability. To value the banking business, we use a long-term residual income
model. Our target price for the consolidated business of ICICI Bank is Rs1,350.

Investment risks - ICICI Bank Limited ICICIBC IB

The key risk is a slower-than-expected loan growth. Another is NIM compression
from repo rate cuts. The bank also has sizeable exposure to unsecured retail assets,
but the asset quality is unlikely to deviate materially from peers.

Investment thesis - Indusind Bank Ltd IIB IS

Indusind is a good cyclical play on the ongoing upcycle in auto loans and
microfinance in India. In addition, with a higher share of fixed rate loans, it is better
placed than peers in a rate cut cycle. Given its smaller size, it should grow faster
than private sector peers.

Catalysts - Indusind Bank Ltd 1IB IS

Strong growth in vehicle loans and a possible rate cut in the next 12 months are key
stock catalysts.

Valuation details - Indusind Bank Ltd lIB IS

We use a residual income model with a risk-free rate of 7%, risk premium of 5.25%
and beta of 1.2 to arrive at our target price. Our terminal growth rate assumption
is 5%. We choose a residual income model as it values the company's return on
capital over and above the cost of capital.
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Investment risks - Indusind Bank Ltd 1IB IS

Downturn in the commercial vehicle segment and higher slippage in retail and
corporate loans are key risks.

Investment thesis - Kotak Mahindra Bank Ltd KMB IB

Kotak is a "classic" compounder, with drivers being a favourable environment for
private sector banks coupled with top-quality management and corporate
governance. The company is looking to expand in high-margin businesses like
unsecured personal loans and credit cards. With multiple de-rating over the past
three years, we think it makes a strong entry point for this quality franchise.

Catalysts - Kotak Mahindra Bank Ltd KMB IB

Improvement in share of unsecured loans to 15% and sustenance of NIM above
4.5% are key catalysts for Kotak. Lifting of the RBI ban will also be a positive
sentimental catalyst for the stock.

Valuation details - Kotak Mahindra Bank Ltd KMB IB

Our SOTP-based methodology is derived from the bank, nonbanking financial
company, life insurance and asset management segments and other units based on
growth and profitability. To value the banking business, we use a long-term residual
income model. We believe high earnings growth, strong asset quality and ROE
expansion will support premium valuations, although we see limited potential for a
rerating. Our target price for Kotak Bank is Rs1,920.

Investment risks - Kotak Mahindra Bank Ltd KMB IB
The key risk is a longer-than-expected RBI ban on the credit card business and
digital sourcing. A sharp repo rate cut will result in some NIM compression.

Investment thesis - State Bank of India SBIN IB

SBI is the largest lender in the country and continues to enjoy a healthy growth
rate. Its liability profile is strong (41% CASA deposits) and is focusing on lending to
high profitability retail and SME segments while maintaining good asset quality.

Catalysts - State Bank of India SBIN IB
Continued growth of retail and SME segments is key to overall performance. ROA
of 1% and its future sustenance needs to be monitored.

Valuation details - State Bank of India SBIN IB

Our SOTP-based methodology values each of the businesses (banking, insurance,
cards, asset management and others) separately, based on their growth and
profitability. To value the bank, we use a long-term Residual Income model with a
risk-free rate of 7%, risk premium of 5.25% and beta of 1.15x (in line with its
historical beta). Our terminal growth rate assumption is 5%, in line with the rest of
our financials coverage.

Investment risks - State Bank of India SBIN IB
Arise in credit costs and slowdown in loan growth are key risks.
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listed in the relevant jurisdiction(s) at the time of publication of this
report. (For full disclosure of interest for all companies covered by
CLSA in this report, please refer to
http://www.clsa.com/member/research_disclosures/ for details.)

As analyst(s) of this report, I/we hereby certify that the views
expressed in this research report accurately reflect my/our own
personal views about the securities and/or the issuers and that no
part of my/our compensation was, is, or will be directly or indirectly
related to the specific recommendation or views contained in this
report or to any investment banking relationship with the subject
company covered in this report (for the past one year) or otherwise
any other relationship with such company which leads to receipt of
fees from the company except in ordinary course of business of the
company. The analyst/s also state/s and confirm/s that he/she/they
has/have not been placed under any undue influence, intervention or
pressure by any person/s in compiling this research report. In
addition, the analysts included herein attest that they were not in
possession of any material, non-public information regarding the
subject company that has securities listed in the relevant
jurisdiction(s) at the time of publication of this report. The analysts
further confirm that none of the information used in this report was
received from CLSA's Corporate Finance department or CLSA's
and/or CLST's Sales and Trading business. Save from the disclosure
below (if any), the analyst(s) is/are not aware of any material conflict
of interest.

Key to CLSA/CLST investment rankings: BUY: Total stock return
(including dividends) expected to exceed 20%; O-PF (aka
ACCUMULATE): Total expected return below 20% but exceeding
market return; U-PF (aka REDUCE): Total expected return positive but
below market return; SELL: Total return expected to be negative. For
relative performance, we benchmark the 12-month total forecast
return (including dividends) for the stock against the 12-month
forecast return (including dividends) for the market on which the
stock trades.

"High Conviction" Ideas are not necessarily stocks with the most
upside/downside, but those where the Research Head/Strategist
believes there is the highest likelihood of positive/negative returns.
The list for each market is monitored weekly.

Overall rating distribution for CLSA (exclude CLST) only Universe:
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Overall rating distribution: BUY / Outperform - CLSA: 71.41%,
Underperform / SELL - CLSA: 28.59%, Restricted - CLSA: 0.32%; Data
as of 1 Apr 2024. Investment banking clients as a % of rating category:
BUY / Outperform - CLSA: 13.90%, Underperform / SELL - CLSA:
2.46%; Restricted - CLSA: 0.32%. Data for 12-month period ending 1
Apr 2024.

Overall rating distribution for CLST only Universe: Overall rating
distribution: BUY / Outperform - CLST: 75.00%, Underperform / SELL
- CLST: 25.00%, Restricted - CLST: 0.00%. Data as of 1 Apr 2024.
Investment banking clients as a % of rating category: BUY /
Outperform - CLST: 0.00%, Underperform / SELL - CLST: 0.00%,
Restricted - CLST: 0.00%. Data for 12-month period ending 1 Apr
2024.

There are no numbers for Hold/Neutral as CLSA/CLST do not
have such investment rankings. For a history of the recommendation,
price targets and disclosure information for companies mentioned in
this report please write to: CLSA Group Compliance, 18/F, One Pacific
Place, 88 Queensway, Hong Kong and/or; CLST Compliance (27/F,
95, Section 2 Dun Hua South Road, Taipei 10682, Taiwan, telephone
(886) 22326 8188). EVA® is a registered trademark of Stern, Stewart
& Co. "CL" in charts and tables stands for CLSA estimates, “CT” stands
for CLST estimates, "CRR" stands for CRR Research estimates and
“CS” for Citic Securities estimates unless otherwise noted in the
source.

Charts and tables sourced to CLSA in this report may include data
extracted from CLSA’s automated databases, which derive their
original data from a range of sources. These can include: companies;
analyst estimates/calculations; local exchanges and/or third-party
data or market pricing providers such as Bloomberg, FactSet or IBES.
Additional information on data sources for specific charts or tables
can be obtained by contacting the publishing analysts.

This report is subject to and incorporates the terms and conditions

of use set out on the www.clsa.com website
(https://www.clsa.com/disclaimer.html and
https://www.clsa.com/terms -and-conditions-of use/) and the

references to “publication/communication” or “Publications” thereof
shall include this report. Neither this report nor any portion hereof
may be reprinted, sold, resold, copied, reproduced, distributed,
redistributed, published, republished, displayed, posted or
transmitted in any form or media or by any means without the written
consent of CLSA and/or CLST. CLSA and/or CLST has/have produced
this report for private circulation to professional, institutional and/or
wholesale clients only, and may not be distributed to retail investors.
The information, opinions and estimates herein are not directed at, or
intended for distribution to or use by, any person or entity in any
jurisdiction where doing so would be contrary to law or regulation or
which would subject CLSA and/or CLST to any additional registration
or licensing requirement within such jurisdiction. The information and
statistical data (for private or public companies) herein have been
obtained from sources we believe to be reliable. Such information has
not been independently verified and CLSA and/or CLST makes no
representation or warranty as to its fairness, adequacy, accuracy,
completeness or correctness. The replication of any third party views
in this report should not be treated necessarily as an indication that
CLSA and/or CLST agrees with or concurs with such views. None of
CLSA and/or CLST, its affiliates and their respective directors,
officers, employees, advisers and representatives makes any
representation or warranty, express or implied, as to and no reliance
should be placed on, the fairness, accuracy, completeness or
correctness of such data or information contained herein or any
statement made in this report. Any opinions or estimates herein
reflect the judgment of CLSA and/or CLST at the date of this report
and are subject to change at any time without notice. Where any part
of the information, opinions or estimates contained herein reflects the
views and opinions of a sales person or a non-analyst, such views and
opinions may not correspond to the published view of CLSA and/or
CLST. Any price target given in the report may be projected from one
or more valuation models and hence any price target may be subject
to the inherent risk of the selected model as well as other external
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risk factors. Where the publication does not contain ratings, the
material should not be construed as research but is offered as factual
commentary. It is not intended to, nor should it be used to form an
investment opinion about the non-rated companies.

This report is for information purposes only and it does not
constitute or contain, and should not be considered as an offer or
invitation to sell, or any solicitation or invitation of any offer to
subscribe for or purchase any securities in any jurisdiction and
recipient of this report must make its own independent decisions
regarding any securities or financial instruments mentioned herein.
This is not intended to provide professional, investment or any other
type of advice or recommendation and does not take into account the
particular investment objectives, financial situation or needs of
individual recipients. Before acting on any information in this report,
you should consider whether it is suitable for your particular
circumstances and, if appropriate, seek professional advice, including
legal or tax advice. Investments involve risks, and investors should
exercise prudence and their own judgment in making their investment
decisions. The value of any investment or income may go down as
well as up, and investors may not get back the full (or any) amount
invested. Investments that are denominated in foreign currencies may
fluctuate in value as a result of exposure to movements of exchange
rate. Past performance is not necessarily a guide to future
performance or liquidity. CLSA and/or CLST do/does not accept any
responsibility and cannot be held liable for any person’s use of or
reliance on the information and opinions contained herein. To the
extent permitted by applicable securities laws and regulations, CLSA
and/or CLST accept(s) no liability whatsoever for any direct or
consequential loss arising from the use of this report or its contents.

To maintain the independence and integrity of our research, our
Corporate Finance, Sales Trading, Asset Management and Research
business lines are distinct from one another. This means that CLSA'’s
Research department is not part of and does not report to CLSA's
Corporate Finance department or CLSA'’s Sales and Trading business.
Accordingly, neither the Corporate Finance department nor the Sales
and Trading department supervises or controls the activities of CLSA’s
research analysts. CLSA's research analysts report to the management
of the Research department, who in turn report to CLSA’s senior
management. CLSA has put in place a number of internal controls
designed to manage conflicts of interest that may arise as a result of
CLSA engaging in Corporate Finance, Sales and Trading, Asset
Management and Research activities. Some examples of these
controls include: the use of information barriers and other controls
designed to ensure that confidential information is only shared on a
“need to know” basis and in compliance with CLSA’'s Chinese Wall
policies and procedures; measures designed to ensure that
interactions that may occur among CLSA's Research personnel,
Corporate Finance, Asset Management, and Sales and Trading
personnel, CLSA’s financial product issuers and CLSA’s research
analysts do not compromise the integrity and independence of CLSA’s
research.

Subject to any applicable laws and regulations at any given time,
CLSA, CLST, their respective affiliates, officers, directors or
employees may have used the information contained herein before
publication and may have positions in, or may from time to time
purchase or sell or have a material interest in any of the securities
mentioned or related securities, or may currently or in future have or
have had a business or financial relationship with, or may provide or
have provided corporate finance/capital markets and/or other
services to, the entities referred to herein, their advisors and/or any
other connected parties. As a result, you should be aware that CLSA
and/or CLST and/or their respective affiliates, officers, directors or
employees may have one or more conflicts of interest. Regulations or
market practice of some jurisdictions/markets prescribe certain
disclosures to be made for certain actual, potential or perceived
conflicts of interests relating to research reports. Details of the
disclosable interest can be found in certain reports as required by the
relevant rules and regulation and the full details of conflict of interest
with companies under coverage are available at
http://www.clsa.com/member/research_disclosures/. Disclosures
therein include the position of CLSA and CLST only. Unless specified
otherwise, CLSA did not receive any compensation or other benefits
from the subject company, covered in this report, or from any third
party. If investors have any difficulty accessing this website, please
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contact webadmin@clsa.com. If you require disclosure information on
previous dates, please contact compliance_hk@clsa.com.

Any disputes related to this report shall be governed by the laws
of Hong Kong and to the non-exclusive jurisdiction of the courts of
Hong Kong in connection with any suite, action or proceeding arising
out of or in connection with this material. In the event any of the
provisions in these Terms of Use shall be held to be unenforceable,
that provision shall be enforced to the maximum extent permissible
to reflect the intention underlying the unenforceable term, and the
remainder of these General Disclaimer shall be unimpaired.

This report is distributed for and on behalf of CLSA (for research
compiled by non-US and non-Taiwan analyst(s)), CLSA Americas, LLC
(for research compiled by US analyst(s)) and/or CLST (for research
compiled by Taiwan analyst(s)) in Australia by CLSA Australia Pty Ltd
(ABN 53 139 992 331/AFSL License No: 350159); in Hong Kong by
CLSA Limited (Incorporated in Hong Kong with limited liability); in
India by CLSA India Private Limited, (Address: 8/F, Dalamal House,
Nariman Point, Mumbai 400021. Tel No: +91-22-66505050. Fax No:
+91-22-22840271; CIN: U67120MH1994PLC083118;  SEBI
Registration No: INZ000001735 as Stock Broker, INM000010619 as
Merchant Banker and INHO00001113 as Research Analyst; in
Indonesia by PT CLSA Sekuritas Indonesia; in Japan by CLSA
Securities Japan Co., Ltd.; in Korea by CLSA Securities Korea Ltd.; in
Malaysia by CLSA Securities Malaysia Sdn. Bhd.; in the Philippines by
CLSA Philippines Inc (a member of Philippine Stock Exchange and
Securities Investors Protection Fund); in Singapore by CLSA
Singapore Pte Ltd and solely to persons who qualify as an
"Institutional Investor", "Accredited Investor" or "Expert Investor"
MCI (P) 042/11/2022; in Thailand by CLSA Securities (Thailand)
Limited; in Taiwan by CLST (for reports compiled by Taiwan analyst(s)
or CLSA (for non Taiwan stock reports to CLSA clients) and in the
European Economic Area (‘EEA”) by CLSA Europe BV and in the
United Kingdom by CLSA (UK).

Hong Kong: This research report is distributed by CLSA Limited.
This research report is distributed in Hong Kong only to professional
investors (as defined in the Securities and Futures Ordinance (Chapter
571 of the Laws of Hong Kong) and any rules promulgated
thereunder) and may not be distributed to retail investors. Recipients
should contact CLSA Limited, Tel: +852 2600 8888 in respect of any
matters arising from, or in connection with, the analysis or report.

Australia: CLSA Australia Pty Ltd (“CAPL") (ABN 53 139 992
331/AFS License No: 350159) is regulated by the Australian
Securities and Investments Commission (“ASIC”) and is a Market
Participant of ASX Limited and Cboe Australia Pty Ltd. . This material
is issued and distributed by CAPL in Australia to "wholesale clients"
only. This material does not take into account the specific investment
objectives, financial situation or particular needs of the recipient. The
recipient of this material must not distribute it to any third party
without the prior written consent of CAPL. For the purposes of this
paragraph the term "wholesale client" has the meaning given in
section 761G of the Corporations Act 2001. CAPL's research
coverage universe spans listed securities across the ASX All
Ordinaries index, securities listed on offshore markets, unlisted
issuers and investment products which Research management deem
to be relevant to the investor base from time to time. CAPL seeks to
cover companies of relevance to its domestic and international
investor base across a variety of sectors.

India: CLSA India Private Limited, incorporated in November 1994
provides equity brokerage services (SEBI Registration No:
INZ0O00001735), research services (SEBI Registration No:
INHO00001113) and merchant banking services (SEBI Registration
No.INM000010619) to global institutional investors, pension funds
and corporates. CLSA and its associates may have debt holdings in the
subject company. Further, CLSA and its associates, in the past 12
months, may have received compensation for non-investment
banking services and/or non-securities related services from the
subject company. For further details of “associates” of CLSA India
please contact Compliance-India@clsa.com. Registration granted by
SEBI and certification from NISM in no way guarantee performance
of CLSA India Private Limited or provide any assurance of returns to
investors. Compliance officer & Grievance officer: Neeta Sanghavi,
Tel: 22 6650 5050. Email address of Compliance officer and
Grievance cell: compliance-india@clsa.com.

Singapore: This report is distributed in Singapore by CLSA
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Singapore Pte Ltd to institutional investors, accredited investors or
expert investors (each as defined under the Financial Advisers
Regulations) only. Singapore recipients should contact CLSA
Singapore Pte Ltd, 80 Raffles Place, #18-01, UOB Plaza 1, Singapore
048624, Tel: +65 6416 7888, in respect of any matters arising from,
or in connection with, the analysis or report. By virtue of your status
as an institutional investor, accredited investor or expert investor,
CLSA Singapore Pte Ltd is exempted from complying with certain
requirements under the Financial Advisers Act 2001, the Financial
Advisers Regulations and the relevant Notices and Guidelines issued
thereunder (as disclosed in Part C of the Securities Dealing Services -
Singapore Annex of the CLSA terms of business), in respect of any
financial advisory services that CLSA Singapore Pte Ltd may provide
to you. MCI (P) 042/11/2022.

United States of America: Where any section of the research is
compiled by US analyst(s), it is distributed by CLSA Americas, LLC.
Where any section is compiled by non-US analyst(s), it is distributed
into the United States by CLSA (except CLSA Americas, LLC) solely to
persons who qualify as "Major US Institutional Investors" as defined
in Rule 15a-6 under the Securities and Exchange Act of 1934 and who
deal with CLSA Americas, LLC. However, the delivery of this research
report to any person in the United States shall not be deemed a
recommendation to effect any transactions in the securities discussed
herein or an endorsement of any opinion expressed herein. Any
recipient of this research in the United States wishing to effect a
transaction in any security mentioned herein should do so by
contacting CLSA Americas, LLC.

The United Kingdom: This document is a marketing
communication. It has not been prepared in accordance with the legal
requirements designed to promote the independence of investment
research, and is not subject to any prohibition on dealing ahead of the
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dissemination of investment research. The document is disseminated
in the UK by CLSA (UK) and directed at persons having professional
experience in matters relating to investments, as defined in the
relevant applicable local regulations. Any investment activity to which
it relates is only available to such persons. If you do not have
professional experience in matters relating to investments you should
not rely on this document. Where research material is compiled by UK
analyst(s), it is produced and disseminated by CLSA (UK). For the
purposes of the Financial Conduct Rules in the UK such material is
prepared and intended as substantive research material. CLSA (UK) is
authorised and regulated by the Financial Conduct Authority.

The European Economic Area (‘EEA”"): research is distributed by
CLSA Europe BV, authorised and regulated by the Netherlands
Authority for Financial Markets.

CLSA Securities Malaysia Sdn. Bhd (CLSA Malaysia)'s research
coverage universe spans listed securities across the FBM KLCI Index,
securities listed on offshore markets, unlisted issuers and investment
products which Research management deem to be relevant to the
investor base from time to time. CLSA Malaysia seeks to cover
companies of relevance to its domestic and international investor
base across a variety of sectors.

For all other jurisdiction-specific disclaimers please refer to
https://www.clsa.com/disclaimer.html. The analysts/contributors to
this report may be employed by any relevant CLSA entity or CLST,
which is different from the entity that distributes the report in the
respective jurisdictions.© 2024 CLSA and/or CL Securities Taiwan
Co., Ltd. (“CLST").

Investment in securities market are subject to market
risks. Read all the related documents carefully before
investing.
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