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Pivotal shift in regulatory approach

The RBI monetary policy made some important announcements, not only marking the
onset of a rate cut cycle but also a pivotal shift to regulatory approach. The assurance
to actively manage liquidity positions (even as the RBI lacked additional measures) and
postponing some key regulatory aspects (ECL, LCR and project finance guidelines),
which could have been onerous under current circumstances, offer a sigh of relief in
the near term.

Also, the tone and approach of the newly appointed RBI governor seem to be more
inclusive and consultative. We believe these steps were needed under the current
circumstances and should lessen vulnerability for banks (that have to transit through
turning rate tables and liquidity challenges).

Onset of a ‘rate cut’ cycle: Today’s policy action (repo rate cut by the RBI) marks the
onset of a rate cut cycle (albeit likely to be a shallow cycle). This will inherently put
NIMs under strain for banks. However, the impact will be variable across players.

NIMs to be under strain, more so for larger banks: Our sensitivity analysis (factoring
in a 50bps rate cute for the full-year FY26E) with certain assumptions indicate: a)
higher impact of 15-17bps on larger private banks, b) 3-5bps impact on mid-sized banks,
c¢) 15-17bps impact on regional private banks, d) positive impact on some small finance
banks and e) 10-20bps impact on PSU banks. Having said that, with re-calibrated
growth, balancing NIMs amid rate cut will be the key monitorable for players to deliver
on core performance.

LCR norms - Incremental measures to ease off potential liquidity pressures: The RBI
today postponed the much-awaited LCR guideline, which could have had led to
multiple challenges had it not been implemented in its original avatar given the
current circumstances.

Not only would it have strained the banks as regards further liquidity but it also would
have percolated into softer growth and pressure on NIMs. Our earlier estimates (based
on the original draft) suggested an impact ranging from 7ppt to 30ppt, with the most
significant effect on SFBs, followed by mid-sized private banks, PSBs, as also large
private banks.

Amidst prevailing liquidity tightness, the deferment of these draft guidelines provides
much-needed relief to the system. A phased implementation is likely to be more
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manageable, allowing the banks to adapt smoothly. With the regulator being pro-active Associate
to liquidity needs, we believe, the situation would start to settle down. f;’;': S:(L"h”k'
Peer valuations
. R Mcap CMP TP | Upside P/E (x) P/B (x) ROE (%)

Company [Ticker Rating

(INR bn) (INR) (INR) (%) FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E
HDFC Bank HDFCB Accumulate 13,253 1,733 1,898 10 18.1 16.5 14.6 2.5 2.2 2.0 14.4 14.2 14.4
ICICI Bank ICICIBC Buy 8,875 1,257 1,483 18 16.1 15.5 14.1 2.6 2.3 2.0 17.5 15.6 15.1
State Bank of India SBIN Accumulate 6,579 737 885 20 7.0 7.3 6.5 1.2 1.0 0.9 17.7 14.9 14.7
Kotak Mahindra Bank [KMB Buy 3,836 1,929 2,100 9 15.2 17.0 15.2 2.2 2.0 1.7 15.6 12.2 12.1
Axis Bank AXSB Buy 3,170 1,024 1,386 35 10.9 10.1 8.9 1.6 1.4 1.2 15.9 14.7 14.6
Punjab National Bank ~|PNB Accumulate 1,141 99 113 14 7.1 8.0 7.5 1.0 0.9 0.8 149 115 111
Bank of Baroda BOB Buy 1,119 216 280 29 6.0 6.2 5.8 0.9 0.8 0.7 155  13.6  13.1
IndusInd Bank 118 Buy 841| 1,079 1,320 22 13.1 8.9 7.7 13 1.1 1.0 9.9 132 136
Federal Bank FB Buy 462 188 220 17 115 111 9.8 1.4 1.2 11 129 119 120
Au Small Finance Bank |AUBANK ~ |Accumulate 441 592 650 10 217 166  13.1 2.6 2.3 2.0 138 147 161
Bandhan Bank BANDHAN  [Buy 245 152 180 18 8.1 7.0 6.2 1.0 0.9 0.8 132 135 135
Karur Vysya Bank KVB Accumulate 189 264 264 12 115 114 102 1.8 1.6 1.4 168 147 142
City Union Bank CUBK Buy 129 174 205 18 115 114 9.9 1.4 1.2 11 126 115  11.8
DCB Bank DCBB Buy 38 120 155 29 6.3 5.3 45 0.7 0.6 0.6 11.6 123 13.2

Note: Pricing as on 7 February 2025; Rating & TP as per last published report; Source: Company, Elara Securities Estimate
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Project Financing: Infra value chain to get benefitted

One of the arguments against project finance guidelines was that it would have impacted the entire
project finance value chain, leading to a slowdown in capex disbursals due to the requirement for
additional provisioning. With higher impact on NBFCs (power financiers) and PSBs, ambiguity around
inclusion of non-infra finance could have also affected private banks.

However, with the RBI taking a consultative approach, we expect the final version of the circular to
include certain relaxations and clarifications. Not only this, the need for ECL and Infra finance
separately could also be deliberated upon.

Expected credit loss: Long pending, delayed further

Discussion papers on ECL norms went through several deliberations. With draft guidelines still
pending, these may mostly be up for further delays. This would sentimentally benefit PSU banks and
mid-sized banks, which were carrying provision buffer. Nonetheless, one can argue that the best time
for implementation has already passed and whenever implemented, ECL would be incrementally
onerous.

Miss-selling under radar, consultative approach for banks and subsidiary regulations

The RBI stated that it will investigate thoroughly into mis-selling scenarios. The RBI is cognizant of
these practices and is working on this currently. The RBI sees some issues in common business
through subsidiaries and NBFCs, first being conflict of interest and second, regulatory arbitrage. That
said, it has got representations from ecosystem players and will take consultative approach to this.

Exhibit 1: NIMs impact (bps) factoring in 50bps rate cut — Positive impact for EQUITASB and UJJIVANS
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Exhibit 2: Loan mix — Higher proportion of fixed rate book to be better off
Loan mix as per benchmark
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Exhibit 3: Deposit mix (CASA, retail and bulk term deposits)
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Note: Bulk TD proportion - ICICI, AXSB, CUBK, SBIN, PNB, INBK are assumptions; Source: Company Financials, Elara Securities Estimates

Exhibit 4: Key deposit metrics across banks
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Disclosures & Confidentiality for non U.S. Investors

The Note is based on our estimates and is being provided to you (herein referred to as the “Recipient”) only for information purposes. The sole purpose of this Note is to provide preliminary information on the
business activities of the company and the projected financial statements in order to assist the recipient in understanding / evaluating the Proposal. Nothing in this document should be construed as an advice to buy
or sell or solicitation to buy or sell the securities of companies referred to in this document. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved) and should consult its own advisors to determine the merits and risks of such an
investment. Nevertheless, Elara Securities (India) Private Limited or any of its affiliates is committed to provide independent and transparent recommendation to its client and would be happy to provide any
information in response to specific client queries. Elara Securities (India) Private Limited or any of its affiliates have not independently verified all the information given in this Note and expressly disclaim all liability
for any errors and/or omissions, representations or warranties, expressed or implied as contained in this Note. The user assumes the entire risk of any use made of this information. Elara Securities (India) Private
Limited or any of its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in or deal as principal or agent in or for the securities mentioned in this
document. They may perform or seek to perform investment banking or other services for or solicit investment banking or other business from any company referred to in this Note. Each of these entities functions
as a separate, distinct and independent of each other. This Note is strictly confidential and is being furnished to you solely for your information. This Note should not be reproduced or redistributed or passed on
directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This Note is not directed or intended for distribution to, or use by, any person or entity who is a citizen
or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject Elara Securities (India)
Private Limited or any of its affiliates to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose
possession this document comes, should inform themselves about and observe, any such restrictions. Upon request, the Recipient will promptly return all material received from the company and/or the Advisors
without retaining any copies thereof. The Information given in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This
Information is subject to change without any prior notice. Elara Securities (India) Private Limited or any of its affiliates reserves the right to make modifications and alterations to this statement as may be required
from time to time. However, Elara Securities (India) Private Limited is under no obligation to update or keep the information current. Neither Elara Securities (India) Private Limited nor any of its affiliates, group
companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection
with the use of the information. This Note should not be deemed an indication of the state of affairs of the company nor shall it constitute an indication that there has been no change in the business or state of affairs
of the company since the date of publication of this Note. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report. Elara Securities (India) Private Limited generally prohibits its analysts, persons reporting to analysts and their family members from maintaining a financial interest
in the securities or derivatives of any companies that the analysts cover. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject
company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

Any clarifications / queries on the proposal as well as any future communication regarding the proposal should be addressed to Elara Securities (India) Private Limited. It is important to note that any dispute with
respect to this research report, would not have access to stock exchange investor redressal forum or arbitration mechanism.

Elara Securities (India) Private Limited was incorporated in July 2007 as a subsidiary of Elara Capital (India) Private Limited.

Elara Securities (India) Private Limited is a SEBI registered Stock Broker in the Capital Market and Futures & Options Segments of National Stock Exchange of India Limited [NSE], in the Capital Market Segment of
BSE Limited [BSE] and a Depository Participant registered with Central Depository Services (India) Limited [CDSL].

Elara Securities (India) Private Limited’s business, amongst other things, is to undertake all associated activities relating to its broking business.

The activities of Elara Securities (India) Private Limited were neither suspended nor has it defaulted with any stock exchange authority with whom it is registered in last five years. However, during the routine course
of inspection and based on observations, the exchanges have issued advise letters or levied minor penalties on Elara Securities (India) Private Limited for minor operational deviations in certain cases. Elara Securities
(India) Private Limited has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has the certificate of registration been cancelled by SEBI at any point of time.

Elara Securities (India) Private Limited offers research services primarily to institutional investors and their employees, directors, fund managers, advisors who are registered or proposed to be registered.

Details of Associates of Elara Securities (India) Private Limited are available on group company website www.elaracapital.com

Elara Securities (India) Private Limited is maintaining arms-length relationship with its associate entities.

Research Analyst or his/her relative(s) may have financial interest in the subject company. Elara Securities (India) Private Limited does not have any financial interest in the subject company, whereas its associate
entities may have financial interest. Research Analyst or his/her relative does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding
the date of publication of Research Report. Elara Securities (India) Private Limited does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of publication of Research Report. Associate entities of Elara Securities (India) Private Limited may have actual/beneficial ownership of 1% or more securities of the subject company at the end
of the month immediately preceding the date of publication of Research Report. Research Analyst or his/her relative or Elara Securities (India) Private Limited or its associate entities does not have any other material
conflict of interest at the time of publication of the Research Report.

Research Analyst or his/her relative(s) has not served as an officer, director or employee of the subject company.

Research analyst or Elara Securities (India) Private Limited have not received any compensation from the subject company in the past twelve months. Associate entities of Elara Securities (India) Private Limited may
have received compensation from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities have not managed or co-managed public offering
of securities for the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associates have not received any compensation for investment banking or merchant
banking or brokerage services from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities may have received any compensation for
products or services other than investment banking or merchant banking or brokerage services from the subject company or third party in connection with the Research Report in the past twelve months.

Disclaimer & Standard warning

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or
provide any assurance of returns to investors.

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Disclaimer for non U.S. Investors

The information contained in this note is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to provide accurate and timely information,
there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information without appropriate professional
advice after a thorough examination of the particular situation.

Disclaimer for U.S. Investors

This material is based upon information that we consider to be reliable, but Elara Capital Inc. does not warrant its completeness, accuracy or adequacy and it should not be relied upon as such.

This material is not intended as an offer or solicitation for the purchase or sale of any security or other financial instrument. Securities, financial instruments or strategies mentioned herein may not be suitable
for all investors. Any opinions expressed herein are given in good faith, are subject to change without notice, and are only correct as of the stated date of their issue. Prices, values or income from any securities
or investments mentioned in this report may fall against the interests of the investor and the investor may get back less than the amount invested. Where an investment is described as being likely to yield income,
please note that the amount of income that the investor will receive from such an investment may fluctuate. Where an investment or security is denominated in a different currency to the investor’s currency of
reference, changes in rates of exchange may have an adverse effect on the value, price or income of or from that investment to the investor. The information contained in this report does not constitute advice on
the tax consequences of making any particular investment decision. This material does not take into account your particular investment objectives, financial situations or needs and is not intended as a
recommendation of particular securities, financial instruments or strategies to you. Before acting on any recommendation in this material, you should consider whether it is suitable for your particular
circumstances and, if necessary, seek professional advice.

Certain statements in this report, including any financial projections, may constitute “forward-looking statements.” These “forward-looking statements” are not guarantees of future performance and are based
on numerous current assumptions that are subject to significant uncertainties and contingencies. Actual future performance could differ materially from these “forward-looking statements” and financial
information.
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