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Building a sustainable franchise

Tech stack to aid business growth; cost ratios to improve from 2HFY25

We met with the top management team of IDFC First Bank, represented by Mr. V
Vaidyanathan — MD & CEO, Mr. Sudhanshu Jain — CFO, and Mr. Saptarshi Bapari —
Head of IR, to discuss the bank’s growth outlook, performance of new businesses,
profitability goals, and other key focus areas. Here are the key takeaways from the
discussion:

Loan growth to remain robust; granularity to improve further
IDFC First Bank has made a strong progress in fortifying its balance sheet as it
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focused on granular retail segments while consistently reducing the mix of
corporate and infrastructure loans. The consumer and rural finance segments,
thus, account for ~71% of total loans, while the mix of legacy infrastructure
books has declined to a mere 1.4% of loans. Over the past two years, the
advances book has reported ~25% CAGR and the bank has guided for a
sustained advances CAGR of ~20% over FY24-29, under its Guidance 2.0
roadmap. Management believes that the bank is well poised to grow in the
early 20s over the coming years, aided by strong customer demand (riding on
India's consumption narrative), superior customer service, and a healthy
inflow of liabilities. The bank thus aims to grow its loan book to INR5t by FY29E
from INR2t backed by a blend of robust retail and commercial loan offerings
while remaining agile in seizing prudent corporate opportunities. We estimate
IDFC First Bank to deliver a 22% CAGR in loan book over FY24-26 to reach INR2.9t.

Robust tech platform enables a superior customer experience; liability momentum to remain strong
Despite being one of the late entrants in the banking system, IDFC First Bank has shown commendable performance
in building its technological capabilities and mobile banking platform (10m App downloads with a 4.9 star rating).
The bank has developed an end-to-end digital platform to meet a wide range of customer needs, offering products
in a highly user-friendly manner. The strong digital and increasing physical presence in urban areas has helped the
bank garner ~INR1.17t of retail deposits between FY20-24. We believe that with the best-in-class digital platform,
improved brand goodwill, and a rising mix of affluent customers, IDFCFB is well positioned to sustain the ongoing
momentum in deposits. Management thus indicated ~30% growth in deposits over FY25, which will enable it to
retire the high-cost borrowings that are due for maturity as well as support healthy loan growth.

CD ratio has improved 20% over the past two years; high-cost legacy borrowings to unwind by FY26E
IDFCFB has been making strong progress in replacing high-cost borrowings, while delivering robust loan growth
driven by strong traction across segments. The bank has delivered ~38% CAGR in deposits over FY22-24, while CASA
mix was broadly stable at ~47% over the similar period. CD ratio has thus eased to 97% currently (including credit
substitutes) from 117% in FY22. We believe that with improving digital prowess and gradually expanding branch
network, the bank is well poised to grow its deposit base at an industry leading run-rate. IDFC First Bank has retired
its legacy high-cost borrowings (8.9% interest) amounting to ~INR60b in FY24, while it further has a repayment
schedule of ~INR69b/INR46b worth of high-cost legacy borrowings in FY25/26E. The bank would thus benefit from
the retirement of these high-cost borrowings, while the requirement for higher deposit mobilization will also ease
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as, by FY26E, most of the high-cost legacy borrowings will run down. We expect the overall LDR to moderate to 88%
by FY26E, while the bank has already guided for an LDR of 85% by FY29E.

Cost ratios to moderate from 2HFY25E; PPoP/PAT to clock 35%/30% CAGR over FY24-26E

Being a relatively new entrant in banking, IDFC First Bank has made significant investments in building the business
at an accelerated pace over the past 3-4 years. This has led to elevated cost ratios with the cost-to-income being
consistently more than 70% (~72% in FY24) over the past few years. Management suggested that the cost ratios in
the asset business has moderated sharply; however, the same remains elevated in branch banking (liability
business). The ratios will improve with increasing economies of scale. The credit cards business, which has been
reporting a healthy growth (58% YoY loan growth in the cards business) is also likely to achieve breakeven by end
the of FY25. This will thus aid improvement in the cost ratios. The bank has additional levers and is focusing on a
branch-light and tech-heavy strategy to control costs besides looking at opportunities to augment healthy fee
income. The re-pricing of the high-cost borrowings over FY25/26E will be beneficial for margins and support revenue
growth. Management suggested a steady improvement in the cost ratios from 2HFY25 onwards with C/I ratio
moderating towards 67-68% by 4QFY25 from ~73% in 4QFY24.

Asset quality remains steady; SMA1 & 2 too trending up well

IDFC First Bank has been able to demonstrate strong asset quality over the past couple of years, which allows it to
earn significantly higher risk-adjusted margins than peers. While asset quality did experience stress during Covid-19,
the recovery since has been quick and sharp, thus reinforcing faith in the strength of the business model. The bank
has a 10-step stringent underwriting process, wherein only 40-60% of the applications are approved and this has
enabled lower cheque bounces rates. This has reflected in controlled SMA 1&2 at 0.85% in 4QFY24 vs 0.87% 4QFY23.
GNPA/NNPA ratios have also improved to 1.9%/0.6%, while the coverage ratio stood at a healthy 69%. The bank has
guided for a credit cost of 1.65% over FY25, with 2HFY25 is likely showing improving trends. We built in stable asset
quality ratios over FY24-26E, while PCR is likely to improve to ~74%.

Other highlights

m The bank has significantly improved its PSL compliance and has met all the requirements in FY24 vs regular
shortfalls that it used to witness earlier.

m While the Tier-1 ratio stands comfortable at ~13.4%, the bank may look at a capital raise during FY25 to support
the strong growth momentum.

m The bank expects lending yields to remain broadly stable which along with an improvement in funding cost and
retirement of high-cost borrowings will help maintain steady margins.

Valuations and view: Reiterate Neutral with a TP of INR88

IDFC First Bank has been on track to deliver sustained improvement in earnings. The bank has built a strong retail
franchise with >70% mix of retail assets and has delivered on most parameters under Guidance 1.0, barring the C/I
ratio, on which the bank suggests a strong progress from 2HFY25. Management remains confident on delivering
industry-leading business growth while focusing on building a diversified retail portfolio. Cost ratios have been sticky
as the bank continued to make significant investments in the business, expediting the transition journey from an
NBFC into a bank with robust liability franchise and a well-diversified loan portfolio with top notch digital
capabilities. However, management has suggested for a continued improvement in cost ratios, mainly from
2HFY25E, as operating leverage improves and the bank follows a branch-light distribution and sourcing model. We
thus estimate IDFC First Bank to deliver a PPoP/PAT CAGR of 35%/30% over FY24-26E leading to an RoA/RoE of
1.3%/13.2%. Reiterate Neutral with a TP of INR88 (premised on 1.6x FY26E ABV).
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Exhibit 1: Focus on digital and comprehensive product offerings benefitting the deposit franchise

The Bank has developed a wide Product Suite of a Universal Bank

Retail Lending Solutions
Home Loans, vehicle Loans, Consumer Loans, Education Loans, Personal
Loans, Used Car Loans, Gold Loans, Rural Finance, Tractor Finance

Corporate Lending
Working Capital demand Loans, Cash Credit, Term
Loans, Corporate Bonds / NCDs, Foreign Currency Loans,

Supply Chain Financing
Dealer finance, Vendor
finance, TREDS, Factoring,
Invoicediscounting

SME Lending Solutions

gainst Property, Business Banking, Working
Capital Loans, Commercial Vehicle Loans, Micro
Enterprise Loans, Trade Advance, Startup Banking

Treasury & Forex Solutions
Correspondent banking, FX Sclutions, Cross-border
Government Bonds & Strips, i
ce Scheme, External Comm

CASA and Fixed Deposits

Current Accounts, Savings Accounts, Fixed
Deposits, Nostro/ Vostro Accounts, Overdrafts,
Corporate Salary Accounts, Accounts for ONDC,
Escrow Accounts,

Treasury solutions incl. forwards, options, swapsetc.

Transaction Banking & CMS
NEFT/RTGS/IMPS Payments, Transfers (ACH, Direct
, UPl & QR, Cheques, Demand drafts, Cash
Delivery, Payroll Pro ng, BBPS Payments, Cash/
cheque collection, Cash Deposit machine

NRI Banking

NRE Accounts, NRO Accounts,
Seafarer Accounts, FCNR Deposits,
NRE / NRO Deposits

Trade Finance / ' 3 [ DL Wealth Management & Distribution

) Wealth Management, Distribution of Life
Insurance, General Insurance, Credit Shield,
Health Insurance, Mutual Funds, AlFs

Letter of Credit & discounting, Bank Guarantee,
Buyw's Ciedil / SBLC, Packi
Currency & INR, Remittances (inward & outward),
Preshipment & post shipmentfinance

Credit i Fureign

Credit Cards
FASTag g : PR E
Wealth Credit Card, Private Credit Card, Millenia Credit Card, WoW

Ta; lA’Si‘Jer’_ Tol '5“"""” SOUF‘:"-‘" ?-m- Credit Card against Deposits, Corporate Card, Vistara Travel card, HP
1 solutionincluding Toll, Parking & Fuel Fuel Card

Source: Company

Exhibit 2: The bank has built an end-to-end digital stack catering to the wide needs of customers
Digital Applications — Mobile Banking App : One stop Financial Solution

- v CREATE FD in 2 CLICKS

#1

BANK APP
IN INDIA

FIRSTMONEY PL - ETB/NTB

g
g

Transter Successhd

INVEST in MF / IPO

Only Indian bank to feature in
Global Top-20 Banking Apps

SMART STATEMENT

¥ 30,000.00

RUPAY CC on UPI

PAY ABROAD

RECHARGE & BILL PAY

{ &

4.9 4.7
FINANCIAL PLANNING &&&ﬂ* & '&&&&
e & i sione

12M+ 5M+ 1M+ 10M +

USERS MONTHLY MONTHLY MONTHLY
ON APP ACTIVE TRANSACTING TRXNS

ACCOUNT AGGREGATOR

Source: Company
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Exhibit 3: Strong digital stack has led to a healthy growth across segments

Our Digital Initiatives
Significant traction on electronic platforms

Digital Transactions = POS Transactions
5 Bl 959% of the overall transactions =3 ® YoY growth of 44% in volume 44%
are digital ’ and 40% in value

UPI Transactions (Value)
(¥ B Growth of ~62% for FY24
over the last year

=) FASTag
I- Over 17 Mn FASTags issued [RELLLLS
till March 24

35 biller operating units

Debit Card Spends
£y Bl Spends grew 39% YoY over last year

Credit Cards Spends - Bharat Bill Payment System
L1y B 58% YoY Growth during FY24 u Ranked 3™ amongst

API Tech Integration for CMS
Growth of 87% YoY T4

Source: Company
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Exhibit 4: Total funded assets grew 26% YoY in 4QFY24 Exhibit 5: Consumer & Rural Finance formed ~71% of loans
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Exhibit 6: NIM moderated 7bp QoQ to 6.35% Exhibit 7: Cost of funds broadly stable at 6.43% in 4Q24
CASA ratio (%) NIM (%) YoA (%) = CoF (%)
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Source: MOFSL, Company  calculated Source: MOFSL, Company
Exhibit 8: C/I ratio stood high at 72.8% in 4QFY24 Exhibit 9: LCR ratio lower at 114% with CD ratio at 97%
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Exhibit 10: GNPA/NNPA ratio stood at 1.9%/0.6%

Exhibit 11: Customer deposits grew 42% YoY in 4QFY24
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Exhibit 12: Bank was a net seller of PSLCs in FY23 for the
first time

Source: MOFSL, Company

Exhibit 13: CD ratio is expected to moderate to 88% by
FY26E

Net PSLC Purchased/ (Sold) - INR bn
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Source: MOFSL, Company

Exhibit 14: Asset Quality to remain stable over FY25-26E

Source: MOFSL, Company

Exhibit 15: RoA/RoE to improve to 1.3%/13.2% by FY26E
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Exhibit 16: DuPont Analysis

Y/E MARCH FY20 Fy21 FY22 FY23 FY24 FY25E FY26E
Interest Income 10.3 10.2 9.7 10.6 11.3 11.4 11.3
Interest Expense 6.5 5.5 4.2 4.7 5.2 5.2 5.2
Net Interest Income 3.8 4.7 5.5 5.9 6.1 6.2 6.1
Fee income -1.4 -2.4 -1.3 0.6 11 14 1.6
Trading and others 2.5 3.8 3.1 1.5 1.1 0.9 0.7
Non-Interest income 1.1 1.4 1.8 21 2.2 2.3 2.3
Total Income 4.9 6.1 7.3 8.0 8.4 8.5 8.4
Operating Expenses 3.7 4.5 5.5 5.7 6.1 5.8 5.6
Employee cost 1.0 13 1.5 1.7 1.8 1.7 1.6
Others 2.7 3.3 3.9 3.9 4.3 4.1 4.0
Operating Profit 1.2 1.6 1.9 2.3 2.3 2.6 2.8
Core Operating Profit -1.2 -2.2 -1.2 0.8 1.2 1.8 2.1
Provisions 2.7 1.3 1.8 0.8 0.9 1.1 1.1
PBT -1.5 0.3 0.1 1.5 14 1.5 1.7
Tax 0.3 0.0 0.0 0.4 0.3 0.4 0.4
RoA -1.8 0.3 0.1 1.1 1.1 1.1 1.3
Leverage (x) 9.4 9.4 9.1 9.2 9.3 9.7 10.5
RoE -17.1 2.7 0.7 10.4 10.2 11.1 13.3
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Financials and valuations

Income Statement (INRb)
Y/E March FY20 Fy21 FY22 FY23 FY24 FY25E FY26E
Interest Income 163.1 159.7 171.7 227.3 303.2 374.7 455.7
Interest Expense 102.3 85.9 74.7 100.9 138.7 170.7 208.9
Net Interest Income 60.8 73.8 97.1 126.4 164.5 204.0 246.8
Growth (%) 89.9 21.5 31.5 30.2 30.2 24.0 21.0
Non Interest Income 17.2 22.1 32.2 447 60.0 75.0 93.8
Total Income 78.0 95.9 129.3 171.0 224.5 279.0 340.6
Growth (%) 92.5 23.0 34.8 323 31.3 24.3 22.1
Operating Expenses 58.6 70.9 96.4 121.7 162.2 192.0 226.7
Pre Provision Profits 19.4 25.0 32.8 49.3 62.4 87.0 113.9
Growth (%) -205.5 29.0 314 50.2 26.5 39.6 30.8
Core PPP 15.5 19.0 274 46.1 59.3 84.2 111.2
Growth (%) -182.8 23.0 44.0 68.6 28.6 41.8 32.1
Provisions (excl tax) 43.2 20.2 311 16.6 23.8 36.5 45.4
PBT -23.8 4.8 1.8 32.7 38.6 50.6 68.5
Tax 49 0.2 0.3 8.3 9.0 12.7 17.2
Tax Rate (%) -20.4 49 16.9 25.4 23.3 25.1 25.1
PAT -28.6 4.5 1.5 244 29.6 37.9 51.3
Growth (%) NM NM -67.8 1,575.3 21.3 28.1 35.4
Balance Sheet
Y/E March FY20 FY21 FY22 FY23 FY24 FY25E FY26E
Equity Share Capital 48.1 56.8 62.2 66.2 70.7 70.7 70.7
Reserves & Surplus 105.3 121.3 147.7 190.7 250.3 289.8 341.1
Net Worth 153.4 178.1 209.9 256.8 321.0 360.5 411.8
Deposits 651.1 886.9 1,056.3 1,446.4 2,005.8 2,607.5 3,301.1
Growth (%) -7.6 36.2 19.1 36.9 38.7 30.0 26.6
of which CASA Dep 209.4 459.0 511.7 719.8 936.7 1,209.9 1,551.5
Growth (%) 129.8 119.2 11.5 40.7 30.1 29.2 28.2
Borrowings 574.0 457.9 529.6 572.1 509.4 541.5 595.2
Other Liabilities & Prov. 113.5 108.6 105.8 123.7 124.4 130.6 139.8
Total Liabilities 1,492.0 1,631.4 1,901.7 2,399.0 2,960.6 3,640.1 4,447.8
Current Assets 419 58.3 157.6 139.0 124.8 185.8 226.0
Investments 454.0 454.1 461.4 611.2 747.1 911.5 1,121.1
Growth (%) -22.4 0.0 1.6 325 22.2 22.0 23.0
Loans 856.0 1,005.5 1,178.6 1,517.9 1,945.9 2,381.8 2,905.8
Growth (%) -0.8 17.5 17.2 28.8 28.2 22.4 22.0
Fixed Assets 10.4 12.7 13.6 20.9 26.2 32.8 40.7
Other Assets 129.7 100.9 90.6 110.4 117.1 128.2 154.2
Total Assets 1,492.0 1,631.4 1,901.8 2,399.4 2,961.2 3,640.1 4,447.8
Asset Quality FY20 FY21 FY22 FY23 FY24 FY25E FY26E
GNPA (INR m) 22.8 43.0 44.7 38.8 37.2 46.4 55.8
NNPA (INR m) 8.1 18.8 18.1 13.0 11.6 12.9 14.6
GNPA Ratio 2.7 4.3 3.8 2.6 1.9 1.9 1.9
NNPA Ratio 0.9 19 1.5 0.9 0.6 0.5 0.5
Slippage Ratio 3.1 6.0 6.9 3.4 3.2 3.0 2.9
Credit Cost 5.0 2.2 2.8 1.2 1.3 1.7 1.7
PCR (Excl Tech. write off) 64.5 56.2 59.5 66.4 68.8 72.1 73.8
E: MOFSL Estimates
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Y/E March FY20 FY21 FY22 FY23 FY24 FY25E FY26E
Yield and Cost Ratios (%)

Avg. Yield-Earning Assets 11.3 11.1 10.4 11.2 11.9 11.9 11.8
Avg. Yield on loans 14.0 13.6 13.0 14.2 15.0 14.6 14.5
Avg. Yield on Investments 7.6 6.8 5.8 6.1 6.1 6.9 6.9
Avg. Cost-Int. Bear. Liab. 7.8 6.7 5.1 5.6 6.1 6.0 5.9
Avg. Cost of Deposits 7.0 6.2 4.4 5.0 5.8 5.9 5.8
Interest Spread 7.1 7.4 8.6 9.2 9.1 8.7 8.8
Net Interest Margin 4.3 5.3 6.1 6.4 6.7 6.7 6.6

Capitalisation Ratios (%)

CAR 13.4 13.8 16.7 16.8 16.3 14.8 13.8
Tier | 13.3 13.3 14.9 14.2 13.5 12.4 11.8
Tier Il 0.1 0.5 1.9 2.6 2.8 2.4 2.1

Business and Efficiency Ratios (%)

Loans/Deposit Ratio 131.5 113.4 111.6 104.9 97.0 91.3 88.0
CASA Ratio 32.2 51.7 48.4 49.8 46.7 46.4 47.0
Cost/Assets 3.9 4.3 51 51 5.5 5.3 5.1
Cost/Total Income 75.2 74.0 74.6 71.2 72.2 68.8 66.6
Cost/Core Income 79.1 78.9 77.9 72.5 73.2 69.5 67.1
Int. Expense/Int.Income 62.7 53.8 43.5 44.4 45.7 45.6 45.8
Fee Income/Total Income 17.1 16.8 20.7 24.3 25.4 25.9 26.7
Non Int. Inc./Total Income 22.1 23.1 24.9 26.1 26.7 26.9 27.5
Empl. Cost/Total Expense 26.1 27.9 28.0 30.7 29.3 29.2 28.9
Investment/Deposit Ratio 69.7 51.2 43.7 42.3 37.2 35.0 34.0

Profitability Ratios and Valuation

RoE -17.1 2.7 0.7 10.4 10.2 111 133
RoA -1.8 0.3 0.1 11 11 1.1 1.3
RoRWA -2.6 0.4 0.1 1.6 1.5 1.6 1.7
Book Value (INR) 32 31 34 39 45 51 58
Growth (%) -16.0 -1.6 7.6 15.0 17.0 12.3 14.2
Price-BV (x) 2.7 2.7 2.5 2.2 1.9 1.7 1.5
Adjusted BV (INR) 30 28 31 37 43 49 56
Price-ABV (x) 2.8 3.1 2.8 2.3 1.9 1.7 1.5
EPS (INR) -6.0 0.9 0.2 3.8 43 5.4 7.3
Growth (%) NM NM -71.6 1,452.3 13.8 24.0 35.4
Price-Earnings (x) NM 98.2 NM 22.3 19.6 15.8 11.7
Dividend Per Share (INR) 0.75 0.00 0.00 0.00 0.00 0.00 0.00
Dividend Yield (%) 0.9 0.0 0.0 0.0 0.0 0.0 0.0

E: MOFSL Estimates

Investment in securities market are subject to market risks. Read all the related documents carefully before investing
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