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Stock Buy at LTP Add on dips  Targets SL * Time Horizon 

IDBI Bank Ltd. Rs 38.90 Rs 34.50 Rs 45 and Rs 53 Rs 32.5 2 Quarter 

Note: * Excluding Freak Trades lasting less than a minute. 
 

 
 

Technical Observations: 

 The stock price has been in a down trend by the formation of lower highs over the last couple of months, as per weekly 
timeframe chart.  

 We observe a formation of larger triangle type pattern (converging trend lines) and the stock price has made an attempt 
of upside breakout of that pattern at Rs 37 on Friday.  

 Hence, the formation of this triangle after the sharp upmove of June 20 could signal possibility of uptrend continuation 
pattern. Hence, present upside breakout could be considered as an uptrend continuation pattern.  

 Volume has started to expand in last week with sharp upmove in the stock price, which signal participation of longs. 

 Weekly 14 period RSI has placed at 54-55 levels and its sustainable move above 60 could open sharp upside momentum 
in the stock price.  

 The overall positive chart pattern of IDBI Bank Ltd indicate long trading opportunity. One may look to create long 
position as per the levels mentioned in the table above. 

 

Our Take: 

 IDBI Bank has already achieved two out of the three parameters to come out of the prompt corrective action (PCA) 
framework of the RBI. It was placed under the PCA (Prompt Corrective Action) framework in May 2017 after its 
Gross NPA shot up to 21.25% and Net NPA to 13.21% for FY17, virtually wiping out the entire networth of the 
bank. Since then the bank has made huge provisions and brought down its net NPA ratio to 3.55% in Q1FY21. 
 

 The bank is likely to exit the PCA framework of RBI soon, which would allow it some flexibility in lending and 
expansion of its network. It is also expecting recoveries from two fully written off portfolios in the near term. 
 

 Govt. of India and LIC have infused capital in the company to the tune of ~Rs 45700 over FY17-FY20 supporting 
the bank as it made provisions against its legacy advances. Consequently its capital adequacy ratio stood at 13.37% 
and Tier I ratio at 10.59% at the end of Q1FY21.  
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 Post the acquisition of 51% stake in the bank by LIC in Jan-2019, the bank shifted its focus from corporate lending 
to retail lending with the target to raise the retail book to 70% of total advances in 5 years. As of Q1FY21 Retail: 
Corporate advances ratio stood at 57:43 as compared to 51:49 as at end-March 2019. Also IDBI Bank has become 
first-of-its-kind financial conglomerate to become one-stop solution for a wide gamut of banking and insurance 
products. It has become a corporate agent for LIC through its bancassurance channel, thereby leveraging its 
touchpoints to distribute LIC’s products and also facilitating premium collection. 
 

 Cash equity infusions by LIC in FY19 and FY20 helped bring down the bank’s bulk deposits to ~15.6% of the total 
deposits as on June 30, 2020 from ~34.3% as on June 30, 2018. These developments has reduced its cost of 
deposits to 4.65% for Q1FY21 from 5.3% in Q1FY20.  Also cost of funds have reduced to 4.96% for Q1FY21 from 
5.63% for Q1FY20. 
 

 Though the stock does not look cheap at 1.8xFY20ABV, the cleanup in books carried out so far, the potential sale 
of ownership and its pending exit from PCA could result in some upmove in the stock. The large moratorium % 
and absence of details of BBB and below borrowers is a dampener. 
 

Triggers 

 IDBI bank has become profitable in the past 2 quarters after 13 consecutive quarters of losses on account of huge 
provisioning for its legacy corporate portfolio. It indicates that most of the legacy NPAs have been provided for 
and provisioning requirement is likely to come down in the coming quarters. 
 

 IDBI Bank, like other lenders, aims to raise money to strengthen its capital buffers after the blow from the 
lockdown to check the spread of coronavirus. It plans to first raise Rs 6,000cr in a qualified institutional placement 
(QIP). After assessing the impact of the loan moratorium, the bank may raise another Rs 5,000cr after the 
December quarter. 
 

 CASA Ratio of the bank has been increasing gradually and stood at 47.55% at the end of Q1FY21, a growth of 
440bps yoy. Consequently cost of funds has reduced by 67bps to 4.96% in Q1FY21. 
 

 Financial parameters are witnessing a sharp improvement for the bank. Yield on advances have expanded by 
92bps over Q1FY20 to Q1FY21 to 9.54%. Similarly NIMs have seen an expansion of 68bps while Cost-Income ratio 
has contracted by 623bps during the same period. 
 

 Life Insurance Corporation of India (LIC) is planning a gradual sale of its stake in IDBI Bank as the Govt. is planning 
to list the insurance behemoth in H2FY21. Also GoI has expressed its intention to sell its stake of 47.1% in the 
Bank. This could create excitement of anticipation of new owner and also an overhang of supply. 
 

 A dedicated team, viz. NPA Management Group (NMG), has been set up by IDBI Bank for a focussed approach 
towards resolution and recovery of NPAs. The Bank also set-up dedicated desks for handling cases under 
Corporate Insolvency Resolution Process (CIRP) and for focussed recovery in the retail segment. As the bank has 
provided for most of the stressed assets, any recoveries would add to the profits of the bank. IDBI is carrying a 
provision of 90% against sub-standard and doubtful assets. 

 

 Given the near-term asset quality challenges, IDBI’s internal capital generation could remain weak and could be 
supported by the planned divestment of non-core businesses (IDBI Federal Life Insurance and IDBI AMC) or any 
large recoveries from NPAs. 

 
Concerns: 

 Asset quality has been brought under control by making provisions for legacy corporate assets. However, fresh 
formation of bad loans due to the Covid related stress would increase provisioning requirement and the bank can 
once again slip into the red. The overall book under moratorium is at a high at 58-65%, which is among the highest 
in the banking sector, leading to uncertainty regarding the near-term asset quality. Overall slippages could remain 
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high at ~4% of the standard advances in FY21. Also the value of borrowers with ratings or BBB and below is not 
available publicly making estimation of  
 

 Over the years, there has been a gradual shift in retail deposits mainly towards large PSU banks or leading private 

sector banks which has accelerated especially post the Covid pandemic. Cost of deposits of PSU banks like IDBI 

can potentially be impacted by this. 

 

 Deterioration in asset quality would require the bank to raise further capital for provisioning requirement. It could 
also result in the bank taking a longer time to come out of RBI’s PCA framework. Though the bank may face asset 
quality challenges because of the Covid-19-induced stress, there is a good chance that the slippages and credit 
costs could remain comparatively lower than in previous years. Further, IDBI could largely absorb the incremental 
credit provisions through its core operating profits, thereby limiting its incremental capital requirement for 
meeting the regulatory levels. 

 

 Advances of the bank have been on a declining trend, falling by 11.5% yoy in FY20 and 3.1% qoq in Q1FY21. 
Sustained decline in advances might hurt the ability of the bank to earn adequate income to meet all its expenses.  

 

 Fee income as a proportion of other income has declined from 62% in FY16 to 42% in FY20. Earnings from fees is 
a high margin business for banks and further decline could hurt its profitability. 

 

 The GoI (47.11% shareholding) has announced its intention to fully divest its stake in IDBI. This could lead to supply 
of stock and higher float. With LIC also looking to exit ahead of its listing, the Bank may need a strategic investor or 
may need to be merged into some other PSU bank. 

 
About the Company: 

 Industrial Development Bank of India (IDBI) was established under the IDBI Act, 1964 as a Development Financial 
Institution (DFI). Initially, IDBI was set up as a wholly-owned subsidiary of the RBI to provide credit and other 
facilities for the development of industry. However, the IDBI Act, 1964 was repealed and IDBI Ltd. was incorporated 
as Banking Company on September 27, 2004 under the Companies Act, 1956. Thereafter, IDBI Ltd. was merged 
with IDBI Bank Ltd. with effect from October 1, 2004. 
 

 IDBI was a Public Sector Bank till February 2019 and was majorly owned by the GoI. In January 2019, LIC increased 
its stake in the bank to 51% by infusing capital of Rs. 21,624 crore, resulting in the dilution of the GoI’s ownership 
to 46.46% as on January 24, 2019 from 85.96%. LIC maintained its holding at 51% during the subsequent capital 
raise of Rs. 9,300 crore in September 2020 while the GoI’s share remained at similar levels of 47.11%. Given the 
decline in the GoI’s majority shareholding, the RBI has classified IDBI as a private sector bank. 
 

 As on June 30, 2020, the bank operated through 1,891 branches and 3,680 ATMs. 
 

 As on date, IDBI Bank has five subsidiaries, viz., IDBI Asset Management Ltd (66.67% stake), IDBI Capital Markets 
and Securities Ltd (100%), IDBI Intech Ltd (100%), IDBI Trusteeship Services Ltd (54.7%) and IDBI MF Trustee 
Company Ltd. (100%). It has entered into Share Purchase Agreement for selling entire stake in the Asset 
Management and Trusteeship business and awaiting regulatory approval for completion of transactions. The 
subsidiaries had a total income of Rs 271.7cr in FY20 and PAT of Rs 46.1cr. 
 

 The Bank also has a JV, IDBI Federal Life Insurance Company Limited with the Bank holding 48% stake, and Ageas 
Insurance International holding 26%. IDBI Bank has announced its plan to divest 27% of its stake in IDBI Federal Life 
Insurance Company to its existing partners. IDBI Bank will sell 23% to Ageas Insurance and 4% to Federal Bank at a 
combined value of about Rs 595 crore. Its stake will overtime be cut to below 10%. The Bank has investments in 
other institutions like NSDL and its subsidiaries / associates. Value of these is much higher than their cost. Also SLR 
investments by the Bank is higher than prescribed due to curbs on lending. Value of these have risen due to falling 
interest rates. 
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Financial Highlights 
Particulars (Rs cr) Q1FY21 Q1FY20 YoY-% Q4FY20 QoQ-% FY17 FY18 FY19 FY20 

Net Interest Income 1773 1458 21.7 2356 -24.7 5752 5640 5906 6978 

PPoP 1326 951 39.4 1874 -29.2 4619 7909 4052 5112 

APAT 144 -3801 LP 135 6.7 -5158 -8238 -15116 -12887 

Diluted EPS (Rs) 0.1 -4.9 LP 0.1 6.7 -25.1 -26.7 -19.5 -12.4 
(Source: Company, HDFC sec) 

 
Financials 

PROFIT & LOSS         RATIO ANALYSIS     

(Rs cr) FY18 FY19 FY20   Particulars FY18 FY19 FY20 

Interest Income 23027 22071 20825   Return Ratios (%)    

Interest Expenses 17386 16166 13847   Yield on adv 8.4 8.8 9.6 

Net Interest Income 5640 5906 6978   Cost of funds 5.9 5.8 5.4 

Non interest income 7014 3300 4470   NIM 1.8 2.0 2.6 

Operating Income 12654 9206 11448   RoAE -37.6 -51.4 -36.0 

Operating Expenses 4745 5154 6336   RoAA -2.3 -4.5 -4.2 

PPoP 7909 4052 5112   Asset Quality Ratios (%)       

Prov & Cont 20502 26879 14079   GNPA 28.0 27.5 27.5 

Profit Before Tax -12593 -22827 -8967   NNPA 16.7 10.1 4.2 

Tax -4355 -7711 3920   PCR 63.4 82.9 93.7 

PAT -8238 -15116 -12887   Growth Ratios (%)       

          Advances -10.0 -14.5 -11.5 

BALANCE SHEET         Borrowings 12.1 -28.3 -18.9 

(Rs cr) FY18 FY19 FY20   NII -1.9 4.7 18.2 

Share Capital 3084 7736 10381   PPP 71.2 -48.8 26.2 

Reserves & Surplus 18126 29875 23644   PAT 59.7 83.5 -14.7 

Shareholder funds 21210 37612 34024   Valuation Ratios       

Deposits 247932 227372 222424   EPS (Rs) -26.7 -19.5 -12.4 

Borrowings 63186 45288 36749   P/E (x) -1.5 -2.0 -3.1 

Other Liab & Prov. 18265 10476 7061   Adj. BVPS (Rs) -40.6 20.7 21.3 

SOURCES OF FUNDS 350592 320747 300258   P/ABV (x) 0.7 1.0 1.5 

Cash & Bank Balance 33686 21234 30430   Dividend per share 0.0 0.0 0.0 

Investment 91606 93073 81780   Dividend Yield (%) 0.0 0.0 0.0 

Advances 171740 146790 129842   Other Ratios       

Fixed Assets 6771 8231 8129   Cost-Income 37.5 56.0 55.3 

Other Assets 46789 51420 50076   Credit-Deposit 69.3 64.6 58.4 

TOTAL ASSETS 350592 320747 300258       
(Source: Company, HDFC sec) 
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