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

Indian  Bank Ltd. Rs 57.50 Buy on dips to Rs.53.50 and 
add more at Rs.49.50 

Rs 61.50 and 
Rs.65 Rs.47 2 Quarters 

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

 
 

Technical Observations: 

 After witnessing a bottom reversal in the later part of March 20 at Rs 41.55, the stock price of this PSU Bank (Indian 
Bank Ltd) has witnessed a sustainable upside bounce in the next few months. It later shifted into a narrow range 
movement, as per weekly time frame chart.  

 The recent minor downward correction seems to have ended, as the stock price sustained above the key trend line 
support of Rs 53, as per the concept of change in polarity.  

 We have observed a formation of positive sequence like higher tops and higher bottoms. The recent swing low of Rs 
53.10 in latter half of Sept 20 could be considered as a new higher bottom of the sequence. Hence, one may expect 
upside momentum to pick up soon.  

 Weekly 20 period and 10 period exponential moving averages are in the process of showing golden crossover signal 
(short term moving average crossing above long term moving average). Further upside in the stock price is expected to 
confirm this pattern. 

 The positive chart pattern of Indian Bank Ltd indicates a long trading opportunity. One may look to create positional 
long as per the levels mentioned in the table above. 

 

Our Take: 

 Indian Bank is amongst the better managed PSU banks as it has required limited support from the Govt to raise 
funds. It has strong backing of the Govt. which infused capital to the tune of Rs 2534cr in FY20 and currently holds 
88.06% stake. 
 

 The bank has remained profitable despite higher provisioning requirement indicating that its asset quality is 
superior to some of the other PSU banks which have required huge infusion of capital.  
 

 Higher provisioning on the notional NPAs and 100% provisioning on some of the stressed assets has given the 
bank a cushion for future profits. Recoveries from the stressed assets could significantly add to the profits. 
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 We expect, the ongoing nationwide lockdown coupled with the integration process underway would keep growth 
muted in the near term. Going forward, in the current scenario, banks with relatively weak asset quality profile 
and subdued return ratios are more vulnerable to any profitability headwinds. For Indian Bank moratorium book, 
watchlist trend and restructured book will continue to be key monitorables. 
 

 Post amalgamation with Allahabad Bank, the bank has much balanced geographical presence, strong CASA (42%) 
and PCR (68%) though have higher Net NPAs (3.76%). The bank has relatively (vs PSUs peers) better operating 
earnings, has amongst highest CET-1 while wholesale stress seems to be under control. Allahabad Bank’s good 
deposit franchise to benefit the combined entity while its loan book to give some stress. 

 Indian Bank quotes at 0.18xFY22E ABV and has scope for upside from current levels provided the asset quality 
issues do not magnify in the near term.   
 

Triggers 

 The synergies of the merger with Allahabad bank are likely to play out over the next few quarters as the bank 
rationalizes branches, ATMs, work force, etc. and monetizes some of its properties. It has identified 21 properties 
for rationalization with an expected realizable value of Rs 450cr. 
 

 Loan book grew by 5% yoy to Rs. 3.7lk Cr at the end of Q1FY21 despite being a difficult year of growth and the 
bank being cautious in lending to corporate accounts. RAM sector (Retail, Agriculture and MSME) accounted for 
53% of the advances. As on Q1FY21, ~80% of the exposure is investment grade & PSU sector while moratorium 
for term loans availed stood at 23% (Retail - 8%, Agri - 5%, MSME - 4% and Corporate at 6%.). Loan under 
Moratorium at the end of July was 20% (based on 1 month instalment/interest not paid) and 7% (based on 2 
month instalment / interest not paid). 
 

 CASA Ratio of the bank has improved by 141bps over the last 4 quarters to 42.2% at the end of Q1FY21. The bank 
is also reducing its high cost PDs/CDs which have fallen from Rs 22655cr in Q1FY20 to Rs 3592cr in Q1FY20. This 
has led to a contraction in cost of deposits by 44bps to 4.83%. 
 

 Cost-Income ratio improved by more than 250bps to 47.06% and with all the rationalization and other cost cutting 
as well as the income earnings efforts that are being put in place, this should come down further.  
 

 Indian Bank was showing promising improvement on the asset quality front. However the amalgamation of the 
weaker Allahabad Bank led to further deterioration in the combined asset quality. Nevertheless GNPA/NNPA 
ratios improved in Q1FY21 sequentially by 49/8bps to 10.90%/3.76% respectively while the provision coverage 
ratio strengthened to 80.5% from 77.9% qoq. 
 

 Indian Bank has upfronted provisions on notional NPA accounts by providing 15% in Q4FY20 and 15% in Q1FY21 
against the RBI prescribed 10%. Accrued interest on these accounts has also been provided for. It has also made 
100% provisions against some of the bigger accounts. The bank made an additional contingent provision buffer of 
Rs.100 cr and now holds a total Rs 630 cr of contingent provision (19 bps of loans) in line with PSB peers. BB & 
below corporate book declined to 13% of loans (17% in Q4). Recoveries from these accounts would provide a 
cushion in future quarters. Almost 50-55% of the notional NPAs as of Mar-20 have been recovered by Jul-20. The 
bank expects recovery of Rs.4500 cr in FY21, which includes NCLT recoveries of Rs.2000 cr of the total NCLT pool 
of Rs.27000 cr. 
 

 The bank is making efforts to improve its technology and provide a better experience to its customers. It has 
unveiled its IB-eNote facility, aimed at providing a paperless working environment and to improve the turnaround 
time considerably. The initiative is expected to save costs on paper, printing and other administrative expenses. 
Indian Bank also unveiled 'Ind Guru', an e-learning platform for its employees that offers technology enabled 
solutions aimed at capacity building. 
 

 It is targeting NIMs of over 3% against the current 2.83%. 
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Concerns: 

 Asset quality has been improving. 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. Higher corporate advances of erstwhile 
Allahabad Bank could also cause a deterioration in asset quality. 
 

 Advances growth have been muted except for the retail sector. Slower growth in advances might hurt the ability of the 
bank to earn adequate income to meet all its expenses.  
 

 Synergy benefits could take time to materialize and the bank might incur higher integration expenses in the initial few 
quarters post amalgamation hurting the near term profitability. Negative surprises in the merger with Allahabad Bank 
could hurt the Bank. 
 

 Since past many years, Government has been recapitalizing PSU banks. Recent Pandemic lead economic recession has 
created a considerable amount of stress in the fiscal situation. So government in the current scenario might not be in 
the position to keep infusing capital in banks at the same rate. 
 

 There has been a gradual shift in retail deposits mainly towards to large PSU banks or leading private sector banks 
which has accelerated especially post the Covid pandemic. Cost of deposits of PSU banks like Indian Bank can potentially 
be impacted by this. 

 
About the Company: 

 Indian Bank was established on August 15, 1907, as part of the Swadeshi movement and is the seventh largest bank 
post the amalgamation of PSU banks with total business of around Rs 8.3 lakh crore. 
 

 It has a pan-India presence with a combined network of 6062 branches and customer base of ~10.4 cr as of FY20. 
 

 The bank has three foreign branches, one each in Singapore, Colombo and Jaffna. The bank has two subsidiaries, viz, 
Indbank Merchant Banking Services Ltd and Indbank Housing Ltd. The bank has sponsored three Regional Rural Banks, 
namely, Saptagiri Grameena Bank, Pallavan Grama Bank and Puduvai Bharathiar Grama Bank. 
 

 The Bank holds 28.5% stake in Universal Sompo General Insurance Co. 
 

Financial Highlights 
Particulars (Rs cr) Q1FY21* Q1FY20 YoY-% Q4FY20 QoQ-% FY17 FY18 FY19 FY20 

Net Interest Income 3874 1785 117.0 2003 93.4 5146 6264 7018 7606 

PPoP 2753 1374 100.4 1703 61.7 4001 5001 4881 6498 

APAT 369 365 1.1 -218 -269.6 1406 1259 322 753 

Diluted EPS (Rs) 3874 1785 117.0 2003 93.4 5146 6264 7018 7606 
* Figures for Q1FY21 are post-merger with Allahabad Bank and hence not comparable to prior periods            (Source: Company, HDFC sec) 
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Financials (Ex- Allahabad Bank) 
PROFIT & LOSS         RATIO ANALYSIS     

(Rs cr) FY18 FY19 FY20   Particulars FY18 FY19 FY20 

Interest Income 17114 19185 21405   Return Ratios (%)    

Interest Expenses 10850 12167 13799   Yield on adv 8.5 8.5 8.5 

Net Interest Income 6264 7018 7606   Cost of funds 5.3 5.3 5.3 

Non interest income 2406 1883 3312   NIM 2.9 3.0 2.9 

Operating Income 8669 8901 10919   RoAE 7.1 1.7 3.6 

Operating Expenses 1332 1539 1634   RoAA 0.5 0.1 0.3 

PPoP 5001 4881 6498   Asset Quality Ratios (%)       

Prov & Cont 3925 4596 5125   GNPA 7.4 7.1 6.9 

Profit Before Tax 1076 284 1373   NNPA 4.3 3.4 3.4 

Tax -183 -38 619   PCR 43.3 53.7 53.1 

PAT 1259 322 753   Growth Ratios (%)       

          Advances 22.6 15.8 9.2 

BALANCE SHEET         Borrowings 56.4 -38.6 71.6 

(Rs cr) FY18 FY19 FY20   NII 21.7 12.0 8.4 

Share Capital 480 480 609   PPP 25.0 -2.4 33.1 

Reserves & Surplus 17968 18908 21480   PAT -10.4 -74.4 134.0 

Shareholder funds 18448 19389 22089   Valuation Ratios       

Deposits 208294 242076 260226   EPS (Rs) 26.2 6.7 12.4 

Borrowings 19760 12138 20830   P/E (x) 2.2 8.5 4.6 

Other Liab & Prov. 6213 6463 6323   Adj. BVPS (Rs) 188.1 210.5 204.8 

SOURCES OF FUNDS 252716 280065 309468   P/ABV (x) 0.3 0.3 0.3 

Cash & Bank Balance 12928 20020 13925   Dividend per share (Rs) 0.0 0.0 0.0 

Investment 71398 64992 81242   Dividend Yield (%) 0.0 0.0 0.0 

Advances 156569 181262 197887   Other Ratios       

Fixed Assets 3418 3961 3896   Cost-Income 42.3 45.2 40.5 

Other Assets 8403 9829 12519   Credit-Deposit 75.2 74.9 76.0 

TOTAL ASSETS 252716 280065 309468       
(Source: Company, HDFC sec) 
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