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RECOMMENDATION - BUY

1. RESULTS OVERVIEW: C™MP - 318

= The gross loan book increased by 29% YoY and 2% QoQ at INR21,945cr. The TARGET - 366 (15%)
management anticipates the CASA ratio to remain in the 31-33% range
through FY25 before beginning to meaningfully increase.

= Decent set of data were reported by the bank, with NII/PPoP growing by 17% :
eeon e

= A rise in the cost of funds was offset by a nearly equal gain in vyields, BSE CODE 542867
increasing net interest margin by 23 basis points year over year and 2 basis Market Cap (X Cr) 5250.55
points quarterly to 5.4%. The cost of financing is anticipated to reach its high Shares Outstanding (in Cr) 17.35
in Q2FY24 and then flatten or perhaps drop off. 52 wk High/Low (3) 328/198

2. MANAGEMENT COMMENTARY: e e

= The bank expects to have a portfolio split of 20% gold loans, 30% retail, 20- Face Value (%) 16.00
25% SME, and the remainder wholesale by 2030. Book Value (X) 182.46

= GNPA will be less than 2% and NNPA will be less than 1% during the next EPS (FY23) ) 31.55
three to four years. Dividend Yield (%) 0.00

= The cost-to-income ratio was found to be 62.6%. It is predicted to remain
high through FY25 as a result of investments in technology, distribution
infrastructure, and labor.

3. BUSINESS OVERVIEW:

= (CSBBankis one of the oldest private sector banks in India with a history many SHAREHOLDING PATTERN
years, and a strong base in Kerala along with significant presence in Tamil Jun23 Mar23 Dec'22
Nadu, Karnataka, and Maharashtra. Its offer a wide range of products and Promoters 49.72 49.72 49.72
services to its overall customers, with particular focus on SME, retail, and NRI Mutual Funds 10.57 9.19 9.60
customers. The bank deliver products and services through multiple Fll/FPI _ 5.89 5.73 5.37
channels, including branches and ATMs spread across various states and four Non-Institutions 32.19 32.93 32.98
union territories as on March 31, 2023, and various alternate channels such Promoter Pledging 0.00 0.00 0.00
as micro ATMs, debit cards, internet banking, mobile banking, point of sale
services, and UPI. The bank has developed a well-recognized and trusted
brand in south India, particularly in the states of Kerala and Tamil Nadu. FINANCIAL SNAPSHOT (X Cr)

4. MANAGEMENT GUIDANCE

= The bank's management projected it to expand 30-50% faster than the \C({,feMarch 2022A 2023A 2024E
system. It now expects to expand at least 50% faster than the industry. Interest Earned 2038 2320 2900

= After Q2FY24, the cost of financing will level out or begin to decline. Thus, NlI Other Income 247 316 415
will stay mild in Q2FY24, but will pick up speed after that. Total Income 2285 2635 3315

= Credit cost will likely be in single digits in FY24. Interest Expense 885 985 1275

=  Goal of expanding branch distribution to 1,500 branches by FY '30. ;:‘(’:i:::s':cﬁvity 614 733 810

= CASA ratio will remain in the 30—-33% range over the next couple of fiscals. PAT 258 a7 610

= The bank will keep GNPA/NNPA around 2%/1% and Credit costs in the 40- EPS 26.43 31.55 35.05
50bp range. Ratios

5. BANKING INDUSTRY ROE (%) 21.28 20.35 19.6

= The Indian banking sector has recovered strongly following the covid ::ﬁngi)on 1.90 2.06 1.9
epidemic, owing to a variety of factors including as early regulatory action, P/E (x) YT 779 041
careful capital raising by banks, improved lending discipline, and cautious P/BV (x) 148 141 14
provisioning practices at banks. Indian banks have an all-time high CET 1 /
tier 1 level, decadal low gross / net NPAs, the highest PCR, and robust
contingent provisions as of FY23.

6. VALUATION AND OUTLOOK:

= Expect the bank to post a RoA/RoE of 1.4%/19.6% in FY24E, a little decrease S - -
from current levels as NIM normalizes and the Gold segment contributes ::::;:LC:Lilndusmalval Ratios 529
more growth, resulting in reduced credit costs. Because of expenditures in Industry P/E zi.ss
technology, distribution infrastructure, and labour, the cost-to-income ratio Historical P/B 1.66
is likely to remain elevated through FY25. The bank's asset quality has Industry P/B 2.93
improved dramatically over the previous year, and the trend of good
recoveries and upgrades is projected to continue.

=  We value the company at 10.41x FY24 EPS to arrive at the target of 366.
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Liability Trends Q1FY24 | Q4FY23 | Q3FY23 | Q2FY23 | Q1FY23 | Q4FY22 | Q3FY22
Total Deposit 24475 24506 22664 20987 20267 20188 19056
CASA 7548 7886 7126 7193 7122 6795 6587
Total Advances 21945 21489 19342 18372 17066 16742 15610
CASA Ratio (%) 30.84 32.18 31.44 34.27 35.14 33.66 34.57

QUARTERLY PERFORMANCE (STANDALONE)

(X Cr)
Y/E March FY22 FY23 FY24
FY24E*
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Ql
Interest Earned | 495.85 | 527.65 | 51956 | 53593 | 55518 | 592.05 | 636.49 | 683.49 2900
YoY change (%) | 5-51% 9.33% 4.51% 821% | 11.97% | 12.21% | 22.51% | 27.53% 25%
Other Income | 59.79 52.16 63.61 54.85 44.94 89.90 12632 | 121.55 415
TotalIncome | 555.64 | 579.81 | 583.17 | 59078 | 600.12 | 681.95 | 762.81 | 805.04 3315
Interest
217.47 | 22431 | 21573 | 22524 | 23021 | 24231 | 288.05 | 319.48 1215
Expense
Operating 188.79 | 207.95 | 22539 | 210.82 | 21255 | 24620 | 272.88 | 304.13 1160
Expenses
Opper:,afﬂ"g 14938 | 14755 | 142.05 | 154.72 157.36 193.44 | 201.88 | 181.43 940
Provision -9.07 -50.56 -34.10 1.68 3.73 -14.96 -9.20 4.73 130
Pr°f';::f°re 158.45 | 198.11 | 176.15 | 153.04 | 161.09 | 208.40 | 211.08 | 176.70 810
Tax 39.88 49.86 45.48 38.52 40.54 52.45 54.74 44.47 200
Net P';’:: After | 11857 | 14825 | 13067 | 11452 | 12055 | 15595 | 15634 | 132.23 610
YoY change (%) | 72.09% | 179.45% | 204.66% | 87.74% | 1.67% 5.19% | 19.64% | 15.46% 11.3%

Source: Company, Hem Securities Research.

EWS*Insights into the assumptions:
1> Bank credit growth is likely to increase up, Credit growth has started showing signs of recovery.
2> Asset quality improved as lower slippages and better recoveries helped the overall performance.
3> Banks are preparing to expand their digital offerings through partnerships with fintech companies or in-house
development.
4> Improvement in collection.
5> Given the economy's return to normalcy, the forecast for company growth and credit costs remains positive.
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NDUSTRY OVERVIEW

The RBI changed its accommodative stance and raised the repo rate by a total
of 225 basis points over the previous five monetary policy meetings, which led
to an increase in interest rates. Banks may gain in the short run on the margin
front because the majority of loans are made on a floating rate basis and higher
deposit costs may take some time to take impact.

Scheduled Commercial Banks (SCBs) continued to maintain robust capital
positions, with CRAR and CET-1 Ratios of SCBs reaching as high as 16.7% and
13.6%, respectively, in March 2022. (RoE). The ratios of SCBs' gross
nonperforming assets (GNPA) and net non-performing assets (NNPA) fell to six-
year lows of 5.9 percent and 1.7%, respectively, in March 2022. The provisioning
coverage ratio (PCR) increased from 67.6 percent in March 2021 to 70.9 percent
in March 2022.

Banks, especially larger banks, are getting ready to increase their digital
offerings through internal development or partnerships with fintech.
Incumbents will be helped by persistent focus on digital offerings to manage
disruptive issues. Additionally, "digital banking," a new banking format, is
developing steadily.

According to RBI monthly figures, systemic credit growth reached a multi-year
high of 15.0% YoY in FY23. Credit growth began the year at 11.2% (YoY) and
peaked at 17.9% YoY in October'22.

Suryoday SFB

Ujjivan SFB

AU SFB

CSB Bank

KEY PLAYERS
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Interest Earned (Crs.)
W M.Cap (Crs.)

PEER PERFORMANCE (X Cr)
Particulars CSB Bank AU Bank Ujjivan SFB Suryoday SFB
Market Cap 5673 47446 9517 1919
Interest Earned (FY-23) 2320 8205 4164 1183
Pr°ﬁt:c‘t’i""‘it?;:"“ary 733 1864 1467 100
PAT 547 1428 1100 78
EPS(Rs) 31.55 21.86 5.82 7.32
Total Deposit 24475 69315 26660 5167
CASA Ratio 30.84 35 24.6 21.7
Net Interest Income 364 1246 793 210
NIM 5.40 5.7 9.2 10.4
Total Advances 21945 63635 25326 6114
Gross NPA (%) 1.27 1.76 2.4 3.1
Net NPA (%) 0.32 0.55 0.06 1.5
Pr°"i5i"’";fiz"erage 75 73 97.6 51.5
Capital Adequacy Ratio 25.99 215 26.7 33.72

Source: Company, Hem Securities Research.
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STORY IN CHARTS

Revenue & Growth Credit/Deposit Ratio
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INVESTMENT RATIONALE:

= (CSB Bank has embarked on a Sustain - Build - Scale 2030 (SBS 2030) initiative. The bank's goals are to maintain its solid
foundation and essential strengths, build the future highway via investments in technology, digital infrastructure, partnerships,
leadership, products, and processes, among other things, and scale the bank to the next level of growth and excellence.

= The bank's total gross advances are increasing at a strong rate. Gold loans contributed to the expansion. Furthermore, the gold
loan book accounted for 66% of the additional YoY credit growth. Gold loan increase was driven by tonnage growth from both
existing and new clients. The bank has a 73% LTV (Loan to Value) ratio and 24.41 tonnes of gold as collateral, which is up 30%
year on year. With 0.19% NPAs, the book has returned 11.44% to the bank. The bank's gold loans are largely subject to a set
rate of interest.

= |t has established a brand identity among NRIs in the Southern area, resulting in consistent inflows and stability to its deposit
base. The bank also benefits significantly from a huge and sticky NRI deposit base, which has remained constant. Over the last
five years, the deposit renewal rate has stayed above 90%.

= Significant improvement in asset quality.

= Following the infusion of funds by promoters and subsequent IPO fund raise, the bank has a very good capital adequacy level.
Furthermore, the loan book is skewed towards gold loans, resulting in lower risk-weighted assets. The Capital Adequacy Ratio
(CAR) was 25.99% as of Q1FY24, significantly over the legal threshold of 12%. Tier | capital for the bank was 24.8%. There are
very few banks in India with a CAR of more than 25%.

= Following a substantial decline in performance, the bank chose to restructure its management and named Mr. C VR Rajendran
as MD & CEO in November 2016. Since his appointment, the bank has started cleaning up the books, recognizing the accounts
as NPAs, and implementing an expedited provisioning programme. Mr Pralay Mondal has been appointed as the MD and CEO
upon his retirement. Mr. Mondal has over 30 years of leadership experience in retail banking with HDFC Bank, Yes Bank, and
Axis Bank. The majority of senior management has more than 20 years of banking expertise. The bank has also begun adding
mid- and low-level experienced personnel for several verticals, therefore improving its overall workforce.

RISK FACTORS:

= Asof June 2023, the bank's CASA Ratio was 30.84%, which was lower than the industry average. The situation has been steadily
improving recently but needs to be vigilant.

= Higher-than-expected deterioration in the asset quality.

= Kerala, Tamil Nadu, Maharashtra, Andhra Pradesh, and Karnataka account for 89% of all Advances. As of Q4FY23, gold loans
accounted for 45% of total loan book. This demonstrates that the bank has a high concentration of both product offerings and
geographical presence. Any negative developments in these geographies/sectors might have a substantial negative influence
on the bank's performance.

COMPANY RECAP

= (CSB Bank is one of the oldest private sector banks in India with a history many years, and a strong base in Kerala along with
significant presence in Tamil Nadu, Karnataka, and Maharashtra. Its offer a wide range of products and services to its overall
customers, with particular focus on SME, retail, and NRI customers. The bank deliver products and services through multiple
channels, including branches and ATMs spread across various states and four union territories as on March 31, 2023, and various
alternate channels such as micro ATMs, debit cards, internet banking, mobile banking, point of sale services, and UPI. The bank
has developed a well-recognized and trusted brand in south India, particularly in the states of Kerala and Tamil Nadu.

= Mr. Pralay Mondal was appointed as the Managing Director of the Bank with effect from 15th September, 2022. His prior
appointment in the Bank since February 17, 2022 was as Deputy Managing Director of the Bank and prior to that since September
23, 2020 was as President (Retail, SME, Operations and IT) of the Bank. Mr. Pralay is an Engineer from IIT, Kharagpur and a
Management graduate from 1IM, Calcutta. Prior to joining CSB Bank, Mr. Pralay was Executive Director & Head of Retail Banking
at Axis Bank. He has around 30 years of banking experience across multiple business and functions including retail assets, retail
liabilities, business banking, products and technology. Before joining Axis Bank, Mr. Pralay was the Senior Group President and
Head of Retail and Business Banking at Yes Bank. He was instrumental in setting up the entire retail franchise in that bank in a
short period of time. At Yes Bank, Mr. Pralay used to frequently meet the Investors and Analysts and have been part of the core
group engaging with relevant people in India or overseas to represent the bank for raising capital. Prior to that he had a successful
12 years’ stint at HDFC Bank and was earlier associated with Standard Chartered Bank, Wipro InfoTech and Colgate Palmolive.
Mr. Mondal’s achievements include pioneering efforts in doorstep banking and direct sales, creating deep geography
distribution, and building and scaling up of retail businesses. He is also credited with building capital market, wealth
management, private banking, NBFC, credit cards, payments and digital businesses, from scratch.
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ANNUAL PERFORMANCE

Financials & Valuations
Income Statement (X Cr)
2019 2020 2021 2022 2023 2024E
Interest Earned 1347.52 1509.89 1872.29 2038.31 2319.65 2900
YoY change (%) 3.91% 12.05% 24.00% 8.87% 13.80% 25%
Other Income 135.92 221.61 303.13 246.80 316.01 415
Total Income 1483.43 1731.50 2175.42 2285.11 2635.66 3315
Interest Expense 907.56 917.60 930.91 885.01 985.81 1215
Operating Expense 562.51 533.32 729.00 786.38 942.46 1160
Provision 313.46 146.58 222.97 -0.51 -26.21 130
Profit from Ordinary Activities -300.10 133.99 292.55 614.23 733.61 810
Before Tax
YoY change (%) 100.92% -144.65% 118.33% 109.96% 19.44% 2.1%
Tax -102.68 121.27 74.15 155.74 186.25 200
Net Profit After Tax -197.42 12.72 218.40 458.49 547.36 610
YoY change (%) 102.55% -106.45% 1616.35% 109.93% 19.38% 11.3%
EPS -22.98 0.73 12.59 26.43 31.55 35.05

Source: Company, Hem Securities Research.

Balance Sheet (XCr)
Y/E March 2019 2020 2021 2022 2023
Share Capital 86 174 174 174 174
Reserves | 694 | 1,787 | 2,007 | 2,478 | 3,030
Borrowings | 15,124 | 16,585 | 20,566 | 22,195 | 25,289
Other Liabilities 1,007 319 591 509 670
Total Liabilities & Equity 16,911 18,364 23,337 25,356 29,162
Fixed Assets 218 253 269 288 319
cwip | 0 | 0 | 0 | 0 | 0
Investments | 4,028 | 5,360 | 6,126 | 7,012 | 5,849
Other Assets 12,666 13,251 16,942 18,057 22,994
Total Assets 16,911 18,864 23,337 25,356 29,162

Source: Company, Hem Securities Research.
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Ratios

Y/E March (Basic (INR) 2020 2021 2022 2023
Profit and Loss Account

Net interest income 592 941 1153 1334
Employee expenses 331 496 481 558
ROE (%) 0.99 12.48 21.28 20.35
ROA (%) 0.07 0.99 1.90 2.06
EPS 0.73 12.59 26.43 31.55
Key Performance Indicator

NIM (%) 3.20 4.81 5.27 5.48
CASA (%) | 29.17 | 32.19 | 33.7 | 32.18
Yield on Assets (%) | 10.56 | 11.28 | 11.19 | 11.17
Cost of Funds (%) | 6.90 | 6.23 | 5.34 | 5.40
Cost-to-Income | 66 | 59 | 56 | 57
GNPA (%) | 3.54 | 2.68 | 1.81 | 1.26
NNPA (%) | 1.91 | 1.17 | 0.68 | 0.35
Provision Coverage Ratio (%) | 80.02 | 84.89 | 89.65 | 92.11
Credit/Deposit (%) | 77.52 | 80.40 | 82.93 | 87.69
Capital Adequacy Ratio (%) | 22.46 | 21.37 | 25.90 | 27.10
Tier 1 (%) 21.79 19.96 24.35 25.87
Valuations Ratios

P/E (x) 161.53 18.48 8.01 7.79
P/BV (x) 1.14 1.99 1.48 1.41
Dividend Yield (%) 0 0 0 0
OPERATIONAL

Advances 11366 14438 15815 20651
Deposit 15791 19140 20188 24506
Net Interest Income 592 941 1153 1334
Net Profit 13 218 458 547

Source: Company, Hem Securities Research.
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RATING CRITERIA

INVESTMENT RATING EXPECTED RETURN

BUY >=15%

ACCUMULATE 5% to 15%

HOLD 0to 5%

REDUCE -5%to0

SELL <-5%

RECOMMENDATION SUMMARY

DATE RATING TARGET
19-August-2023 BUY 366

DISCLAIMER

HEM Securities Limited (“Research Entity or HSL”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the
business of broking, depository services and other related activities. Broking services offered by HEM Securities Limited are under SEBI Registration
No.: INZ000168034.

This Report has been prepared by HEM Securities Limited in the capacity of a Research Analyst having SEBI Registration No. INH100002250 and
distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or solicitation for the purchase or sale of any
financial instrument or as an official confirmation of any transaction. The information contained herein is from publicly available data or other sources
believed to be reliable. This report is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment
decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation 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 his own advisors to determine the merits and risks of such investment. This should not be construed
as invitation or solicitation to do business with HSL. The investment discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information 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 report
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 HSL and
associates / group companies to any registration or licensing requirements within such jurisdiction. The distribution of this report in certain
jurisdictions may be restricted by law, and persons in whose possession this report comes, should observe, any such restrictions. The information
given in this report 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. HSL reserves the right to make modifications and alterations to this statement as may
be required from time to time. HSL or any of its associates / group companies shall not be in any way responsible for any loss or damage that may
arise to any person from any inadvertent error in the information contained in this report. HSL is committed to providing independent and
transparent recommendation to its clients. Neither HSL nor any of its associates, group companies, directors, employees, agents or representatives
shall be liable for any damages whether direct, indirect, special or consequential including loss of revenue or lost profits that may arise from or in
connection with the use of the information. Our proprietary trading and investment businesses may make investment decisions that are inconsistent
with the recommendations expressed herein. Past performance is not necessarily a guide to future performance .The disclosures of interest
statements incorporated in this report are provided solely to enhance the transparency and should not be treated as endorsement of the views
expressed in the report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers simultaneously, not all
customers may receive this report at the same time. We will not treat recipients as customers by virtue of their receiving this report.

HSL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to time,
have long or short positions in, and buy or sell the securities thereof, of company(ies), mentioned herein or (b) be engaged in any
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other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial
instruments of the subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have
other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of
publication of research report or at the time of public appearance.

Investments in securities market are subject to market risks, read all the related documents carefully before investing.

ANALYST CERTIFICATION/ DISCLOSURE OF INTEREST

Name of the Research Analyst: Madhur Mandhana

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.

SN Particulars Yes/No
1. Research Analyst or his/her relative’s or HSL’s financial interest in the subject company(ies) No
2. Research Analyst or his/her relative or HSL’s actual/beneficial ownership of 1% or more securities of the subject No

company(ies) at the end of the month immediately preceding the date of publication of the Research Report

3. Research Analyst or his/her relative or HSL has any other material conflict of interest at the time of publication No
of the Research Report

4. Research Analyst has served as an officer, director or employee of the subject company(ies) No
5. HSL has received any compensation from the subject company in the past twelve months No
6. HSL has received any compensation for investment banking or merchant banking or brokerage services from the No

subject company in the past twelve months

7. HSL has received any compensation for products or services other than investment banking or merchant banking  No
or brokerage services from the subject company in the past twelve months

8. HSL has received any compensation or other benefits from the subject company or third party in connection with  No
the research report

9. HSL has managed or co-managed public offering of securities for the subject company in the past twelve months  No

10. Research Analyst or HSL has been engaged in market making activity for the subject company(ies) No

Since HSL and its associates are engaged in various businesses in the financial services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage services or for any other product or services of whatsoever nature from
the subject company(ies) in the past twelve months. Associates of HSL may have actual/beneficial ownership of 1% or more and/or other material
conflict of interest in the securities discussed herein.

There were no instances of non-compliance by HSL on any matter related to the capital markets, resulting in significant and material disciplinary
action during the last three years.
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