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Bottom falls out; a lot left unanswered

IndusInd Bank (IIB IN) has highlighted deficiencies in derivatives accounting and estimated
an impact of ~2.4% of 9IMFY25 net worth of ~INR 16bn post tax and ~INR 21bn pre-tax. Given
the impact assessment, this leads to uncertainty in context of lower-than-expected tenure
extension of MD & CEO Sumant Kathpalia and the exit of CFO Gobind Jain earlier. While the
timing of this event is strange, coming on the heels of the lower tenure extension, there is a
lot left unanswered: 1) Why was this not highlighted earlier, 2) How is such a lapse possible
despite concurrent audits, 3) Why did the auditors not share any qualifications, 4) Are there
any additional challenges, and 5) How did this issue go undetected for more than five years?
This poses a series of questions on lapses in terms of processes and sanctity of book value.
Beside the one-year extension of MD & CEO and key management positions, there are likely
to be key transitions in the next couple of years, adding to more uncertainty. We expect
further stock correction, but the question remains what comes next? We believe this event
will shake investor confidence on franchise value. While valuation look low, book value
sanctity is under question. We are yet to cut earnings estimates, given a pending external
report, but earnings downgrade is imminent. We downgrade to Sell from Accumulate with
a lower TP of INR 830 from INR 1,020.

The question is only one or one of many? IIB has highlighted issues in derivatives
accounting. Interestingly, this accumulated over some time and amassed to INR 21bn
(pre-tax). This benefitted NII and Other income, and thus reversal (which needs to pass
through P&L) would hurt profitability. IIB has appointed an external agency to look into
deficiencies and assess the impact. The question is whether the worst is over or is there
is still more in store. Given the recent events, we are finding it difficult to make an
assessment, and, thus, the bank is staring at significant risk of an earnings downgrade.

What happened? The bank internally hedged forex borrowers by entering internal
derivative contracts with its trading desk. The trading desk then hedged this exposure
externally in the market. External trade was marked to the market, meaning its value
fluctuated with market rates, negatively affecting P&L. The internal trade was
accounted for using swap cost accounting or swap valuation, affecting asset book
instead of P&L. External trades moved with the market, but internal ones followed
swap valuation, which might not reflect market movements. This mismatch could
temporarily bolster reported NII while suppressing actual trading losses. But external
hedge was MTM, and this created mismatch in income recognition. Over time, if
internal trade diverged significantly from external market movements, the real impact
surfaced when the trade was unwound or matured.

Downgrade to Sell with alower TP of INR 830: The past year has been challenging for IIB.
The outcomes have been less than desired and marred by event risks. This was reflected
in price movement with more than 30% correction in the past six months. We have yet to
prune our earnings estimates, but this event does create challenges around potential
downside revision. Given the uncertainty, we downgrade IIB to Sell from Accumulate
with a lower TP of INR 830 from INR 1,020 based on 0.8x (from 1.0x) FY27E P/BV.

Key financials

YE March (INR bn) FY23 FY24 FY25E FY26E FY27E
PPoP (INR bn) 143.5 157.4 151.2 173.9 199.8
YoY (%) 11.7 9.7 (4.0) 15.1 14.9
NP (INR bn) 73.9 89.5 63.9 94.2 108.8
YoY (%) 60.3 21.1 (28.6) 47.3 15.5
EPS (INR) 95.2 115.0 82.1 121.0 139.8
YoY (%) 60.0 20.7 (28.6) 47.3 15.5
P/PPOP (x) 4.9 4.4 4.6 4.0 35
ROAE (%) 14.5 15.4 9.9 13.2 13.6
RoAA (%) 1.8 2.0 13 1.7 1.7
P/E (%) 9.5 7.8 11.0 7.4 6.4
P/ABV (x) 13 1.2 1.1 1.1 11

Note: Pricing as on 10 March 2025; Source: Company, Elara Securities Estimate
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Key data
Bloomberg 1B IN
Reuters Code INBK.NS
Shares outstanding (mn) 779
Market cap (INR bn/USD mn) 702/8,036
Enterprise Value (INR bn/USD mn) 0/0
Avg daily volume 3M (INR mn/USD mn) 5,833/67
52 week high/low 1,576/881
Free float (%) 85
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Financials (YE March)

Income t (INR mn) FY23 FY24 FY25E FY26E FY27E
Net interest income 175,520 206,159 213,785 242,548 275,171
YoY growth (%) 17.3 17.5 3.7 13.5 13.5
Fee income 74,396 79,390 86,245 97,255 110,190
Trading profits (195) 6,989 5,000 5,500 5,500
Non-interest income 82,065 93,879 96,870 108,661 121,891
Net operating revenue 257,585 300,038 310,655 351,208 397,062
YoY growth (%) 15.0 16.5 3.5 13.1 13.1
Operating expenses 114,120 142,635 159,473 177,271 197,277
YoY growth (%) 19.4 25.0 11.8 11.2 11.3
Pre-provisioning operating profit 143,465 157,403 151,182 173,937 199,785
YoY growth (%) 11.7 9.7 (4.0) 15.1 14.9
Provisions for bad debts 38,856 37,987 65,737 48,049 54,400
Other provisions 3,013 - - - -
Profit before tax 98,596 119,415 85,445 125,888 145,385
Tax 24,699 29,918 21,507 31,686 36,593
Profit after tax 73,897 89,498 63,939 94,202 108,792
YoY growth (%) 60.3 21.1 (28.6) 47.3 15.5
Balance sheet (INR mn) FY23E FY24E FY25E FY26E FY27E
Customer loans 2,899,237 3,432,983 3,793,446 4,267,627 4,865,094
YoY growth (%) 21.3 18.4 10.5 12.5 14.0
Investments 831,162 1,065,267 1,164,520 1,281,883 1,459,390
Cash & bank balances 565,111 368,016 374,606 419,963 478,965
Fixed assets 16,910 11,237 11,850 12,000 11,688
Other assets 262,604 261,108 229,727 232,565 265,335
Total Assets 4,575,024 5,138,611 5,574,149 6,214,038 7,080,471
Net worth 543,200 617,231 671,219 753,662 850,694
Deposits 3,364,381 3,847,929 4,240,418 4,791,672 5,462,506
YoY growth (%) 14.6 14.4 10.2 13.0 14.0
Borrowings 490,112 476,114 459,183 442,257 508,917
Other liabilities 177,330 197,337 203,329 226,446 258,354
Total Liabilities 4,575,024 5,138,611 5,574,149 6,214,038 7,080,471
Key operating ratios FY23 FY24E FY25E FY26E FY27E
Lending yield 11.3 12.0 11.6 11.5 11.3
Cost of Funds 5.0 5.9 6.0 5.8 5.7
Spreads 4.0 4.1 3.7 3.8 3.8
Net interest margin 4.3 4.5 4.2 4.3 4.3
CASA Ratio 40.1 37.9 345 34.7 35.0
Non-interest income / operating income 31.9 31.3 31.2 30.9 30.7
Cost/income 44.3 47.5 51.3 50.5 49.7
Operating expense/avg assets 2.7 2.9 3.0 3.0 3.0
Credit costs / avg loans 1.5 1.2 1.8 1.2 1.2
Effective tax rate 25.1 25.1 25.2 25.2 25.2
Loan deposit ratio 86.2 89.2 89.5 89.1 89.1
ROA decomposition (%) FY23 FY24E FY25E FY26E FY27E
NII /Assets 4.3 4.5 4.2 4.3 4.3
Fees/Assets 2.0 1.9 1.8 1.8 1.8
Invst profits/Assets (0.0) 0.2 0.1 0.1 0.1
Net revenues/Assets 6.4 6.5 6.1 6.2 6.2
Opex /Assets (2.8) (3.1) (3.1) (3.1) (3.1)
Provisions/Assets (1.2) (0.8) (1.3) (0.9) (0.9)
Taxes/Assets (0.6) (0.7) (0.4) (0.6) (0.6)
Total costs/Assets (4.5) (4.6) (4.8) (4.5) (4.5)
ROA 1.8 2.0 1.3 1.7 1.7
Equity/Assets 12.6 12.7 12.6 12.6 12.6
ROAE -RHS 14.5 15.4 9.9 13.2 13.6
Key financial ratios (%) FY23 FY24E FY25E FY26E FY27E
Tier I Capital adequacy 16.8 15.8 15.8 15.9 15.8
Gross NPL 2.0 1.9 2.3 2.4 2.6
Net NPL 0.6 0.6 0.7 0.7 0.8
Slippage ratio 2.8 2.1 2.3 2.1 2.2
Assets / equity (x) 8.4 8.3 8.3 8.2 8.3
Per share data

EPS (INR) 95 115 82 121 140
YoY growth (%) 60 21 -29 47 15
BVPS (INR) 700 793 862 968 1,093
adj- BVPS (INR) 685 775 839 940 1,059
Dividend yield (%) 1.00 1.68 1.30 1.54 1.54
Valuation (x)

P/BV 1.29 1.14 1.04 0.93 0.82
P/ABV 1.32 1.16 1.07 0.96 0.85
P/E 9.46 7.83 10.96 7.44 6.44

Note: Pricing as on 10 March 2025; Source: Company, Elara Securities Estimate
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Date Rating Target Price Closing Price
47 18-Jan-2023 Buy INR 1,545 INR 1,223
48 18-Jul-2023 Buy INR 1,646 INR 1,390
49 3-0ct-2023 Buy INR 1,738 INR 1,435
50 18-Jan-2024 Buy INR 1,890 INR 1,613
51 26-Jul-2024 Buy INR 1,770 INR 1,404
52 24-0Oct-2024 Buy INR 1,600 INR 1,280
53 31-Dec-2024 Buy INR 1,320 INR 960
54 7-Mar-2025 Accumulate INR 1,050 INR 937
55 10-Mar-2025 Sell INR 830 INR 901

Guide to Research Rating

BUY Absolute Return >+20%
ACCUMULATE  Absolute Return +5% to +20%
REDUCE Absolute Return -5% to +5%

SELL Absolute Return < -5%
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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.

Disclosures for U.S. Investors

The research analyst did not receive compensation from IndusInd Bank Limited.

Elara Capital Inc.’s affiliate did not manage an offering for IndusInd Bank Limited.

Elara Capital Inc.’s affiliate did not receive compensation from IndusInd Bank Limited in the last 12 months.

Elara Capital Inc.’s affiliate does not expect to receive compensation from IndusInd Bank Limited in the next 3 months..

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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