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STOCK DATA

Market Cap (Rs. in Cr.) 15181
EPS (Diluted) FY2017 E 12
P/E 2017E 35
P/B 3.7
Promoter’s Holding -

52 Week High/Low 274-421
Shares Outstanding (in Cr.) 37.3

KEY FINANCIALS (Rs. in Cr, where applicable)

Y/E March 2013 2014 | 2015 | 2016
Advances 6376 9835 | 14449| 21229
NII 257.5 | 341.6 | 556.3| 819.2
Gross NPA 04 0.8 0.8 1
Net NPA 0.1 0.3 0.3 0.6
ROAE 6.7% 51% | 9.3% | 11.2%
ROAA 1.1% 0.7% 1% 1%
NIM 3.2% 2.7% 3% 3%

VALUATION: We believe that RBL will grow its loan
book at 35%+ for the next 3-4 years, it trades at
3.7x FY2017 P/B and at 35x FY 2017 earnings. We
expect profits to rise from 292 Crores in 2016 to
850-950 Crores by FY2020.

RBL BANK LTD.

16/02/2017
RBL BANK
Thesis —

We at Stallion Asset have a consistent Investment
Philosophy of buying Companies that can

1) Growth of more than 25%
2) Smart Management

3) Large Opportunity Size

4) Longevity of Growth

After a successful run up in the recent IPO Listing in
August,2016 (we had recommended Strongly to
subscribe), RBL Bank has yet again managed to post
amazing numbers in Q3FY17 with advances growing
at 46% YOY, NIMs improving to 3.38% (as against
3% in FY16) and controlled NNPA levels at
0.52%,Thus increasing our conviction in this stock.

Since the new management took over in 2010, the
company has shown a robust growth of CAGR 62%
(highest in the industry). Management has guided
long term growth of 35% as per their vision 2020
and we believe that it is achievable.

We at Stallion asset believe that the stock will get
re-rated on the back of consistent 35%+ loan
growth.

Stallion’s View on RBL?

RBL has asset size of 35,000 Crores and 197
branches, exactly where Yes bank (36000Cr in
Asset and 197 Branches) and Indusind Bank
(35,000 Cr. in Assets and 210 Branches) were in
2010. We expect RBL to do an repeat of Yes bank
and Indusind Bank.

Investors are advised to refer through important disclosures made at the last page of the Research Report.
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About RBL Bank

RBL Bank was originally incorporated as a small, regional bank in Maharashtra with two branches in Sangli
and Kolhapur in 1943. It is one of the fastest growing private sector banks in the country. As of December
31, 2016, they have 215 branches, (of which 97 branches were located in Maharashtra in western region
of India and 25 branches were located in Karnataka in south-western India) 374 ATMs spread across 16
Indian states and union territories serving over 2 million customers.

Today, the Bank offers specialised services under six business verticals namely: Corporate & Institutional Banking,
Commercial Banking, Branch & Business Banking, Agribusiness Banking, Development Banking and Financial
Inclusion, Treasury and Financial Markets Operations.(Products are discussed in detail later in the report.)

Why RBL Bank?

e Fastest Growing Bank

e Extremely Good Management
e Focus on Retail Book

e Controlled NPAs

e Operational Efficiency

e Return Ratios

Fastest Growing Bank —

RBL Bank is one of the fastest growing banks of the country with 46.3 % loan grown as on 31°" December,
2016. In last 5 years the company has grown at CAGR of 62% which we term as growth phase post the
management change in 2010. Going forward we expect a long term sustainable growth rate of 35% Plus
for next 3-5 years.

On the basis of loan book size, RBL Bank is a very small bank compared to its peers. Hence scalability from
here on is not going to be a problem for the company and opportunity remains large in the agri and retail
space where the company is going to focus.

Advances (Rs.in Cr)

Company Name Advances Loan Book
Growth (%) | (Rs.inCr.) 21219
As on 31° December, 2016

RBL Bank 46.3 26700 62% CAGR Growth

DCB Bank 24 14584 1S

ICICI Bank 5 457469 0835

Indusind Bank 25 102770 -

Kotak Mahindra Bank | 12 129261 113

Yes Bank 38.7 117087

Axis Bank 10 347175 J I I

HDFC Bank 17.5% 495000

2012 2013 2014 2015 2016

Investors are advised to refer through important disclosures made at the last page of the Research Report.




Extremely Good Management — “Bet on the Jockey”

RBL BANK LTD.

Mr. Vishwavir Ahuja took over the company as the MD/CEO in June 2010 transforming the bank from

traditional bank to modern bank. Prior to this company, he has worked in Bank of America from 2001.

Management is ambitious, experienced and has proved its ability to perform in last 5 years (FY11-16).

Pre- Management Change Post Management Change
2006 E-DDT ; %%%%H 2009 2010 2011 | 2012 | 2013 . 2%“&? - 2015 2016
Advances 500 500 600 2800 1200 1300 || 4100 6400 9800 | 14400 [ 21200
Gross NPA (%) 7.6 6.8 e lﬁEﬁH 21 2.3 1.1 0.8 0.4 3/0.8 0.8 1
EPS(inRs.) | | 0 0 2 3 2 | 0 ﬁ?ﬁ“’%’#ﬁ

RBL Bank has incentivised the senior leaders of the company by giving them with attractive ESOP

scheme. Company has linked more than two - thirds of the total employees to the ESOP Scheme. These

RBL

DCB

ICICI

Indusind

Kotak

Yes

AXxis

HDFC

ESOPs as %age of
sales

9.14%

3.06%

3.84%

2.66%

4.60%

1.49

5.09

ESOP schemes form 9% of the total equity of the company which is highest among the peer group.

“We believe ESOP add value to the company, and will help attract and retain top Quality talent.”

Vision 2020 — We have full faith and strongly believe vision 2020 is achievable.

Advances

CASA Ratio

Other Income

Yo

Operational Efficiency

Return Ratios

~ 1/37 of Net Total Income

RBL Vision 2020

30-35% CAGR

0.75-1%

increase

every year

Cost/income ratio of
51% - 52% by 2020

~ 1.50% RoA by 2020

Actual

9M FY 17

46%

March 31, 2016: 18.6%
December 31, 2016: 23.2%

37

4%

March 31, 2016: 58.6%
December 31, 2016: 54.0%

March 31, 2016: 0.98%
December 31 2016: 1.08%*

If Vision 2020 is achieved, RBL’s loan book would grow to 70,000 Cr. from 21229 In FY 2016 and will do
profits between 1000-1100 Crores from 292 Crores in FY2016. We believe this target will be achieved.

Investors are advised to refer through important disclosures made at the last page of the Research Report.
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Focus on Retail Book —

Company’s focus on growing retail book and its presence in the entire agri value chain will boost their
profitability as non-wholesale business yield higher (approx. 13%) as compared to 10% in the case of
wholesale business.

Revenue (IGE])] %age of total GNPA GNPA AUM Growth Criteria
Stream Book book (9MFY17) (FY16) CAGR YOY
(9M17) (FY1e) (FY13-16) (FY16)
Wholesale (62%)
C&IB 11,544 39% 0.33% 0.21% 44% 56% Targets large companies

with turnover over 1500
Cr or gross block over
750cr and public sector
undertakings.

CB 5,034 21% 3.29% 2.96% 31% 31% MSMEs: Turnover -250
Cr to 1500 Cr

Non-wholesale (38%)

BBB 4,789 17% 1.29% 1.09% 74% 50% SMEs : 35 Cr to 250 Cr
and less than 35 Cr
AB 1,747 8% 0.67% 0.38% 102% 31% Present in entire agri-
value chain
DB&FI 3,659 15% 0.36% 0.26% 63% 51% Lending to MFIs, HFC's

by taking stakes in the
companies and tie ups.

RBL’s Revenues are divided into 5 main segments:

1. Corporate and Institutional Banking(C&IB) — It includes lending to large corporate at lower
margins. As the company will increase lending in other areas, the exposure to the wholesale side
will reduce going forward.

2. Commercial Banking (CB) — It focuses on small companies mainly SMEs and MSMEs.

Branch and Business Banking (BBB) — It includes personal loans, small enterprise loans, credit
cards, working capital loans.

4. Agriculture Business — RBL is present in the entire agri value chain, thus financing the farmer
requirements right from warehousing for crops to harvest of crops.

5. Development Banking and Financial Inclusion (DB&FI) — RBL lends to MFIs, HFCs and other
NBFCs. It has also done partnerships with business correspondents and tie-ups with e-commerce
companies.

RBL Bank has reduced its exposure of corporate and SME portfolio from 75% in FY13 to 60% in FY16. Its
retail business has grown the fastest at 74% CAGR and accounts for 17% of advances as compared to 11%
in FY13. The bank intends to focus more on the retail business, just like other private sector players.

Investors are advised to refer through important disclosures made at the last page of the Research Report.
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Controlled NPAs —

Company has managed to keep its NPAs under control with Gross NPA and Net NPA for Q3FY17 at
1.06% and 0.52% respectively. RBL has stayed away from lending to stressed sectors like steel, power,
infra and given priority to retail lending.

Company NPA Loan Book In the banking Industry, all banks (private as well as
Q3 FY17 Exposure . . .
RBL Bank 0.52 Wholesale public sector) are facing problems on the NPA side.
DCB Bank 074 Retail Banks with majority exposure to wholesale and
1CICI Bank 396 Wholesale corporate side are exposed to highér risk in terms. of
indusind Bank 039 Corporate loan recovery as compared to retail. Few bafmks Il.ke
Kotak Bank 092 Corporate RBL‘has been able to keep a check.on NPAs in spite
Yeos Bank 029 Corporate of high expo.sure to wholesale lending (62%) and on
Axis Bank 518 Retall the other side ICICI I?%ank has not been able to
HDEC Bank 030 Retall perform well. We believe that RBL bank has the
ability to lend selectively.

Operational Efficiency —

Every industry has to adopt the latest technology to keep itself ahead of its peers. RBL is the one of
the only bank which has been able to transform its business by investing more on experienced
manpower, brand building and technology. Cost to income ratio has come down steadily every
year. They are seeing traction on the digital banking front, and to take a pie of this new market
they have taken various initiatives like Partnership with Bajaj Finance, wallets and merchant
acquisition to reach places where bank is not currently present and API banking to ensure faster
disbursements of loans, instant fund transfers etc. All these initiatives will help RBL to work more
efficiently on the cost front and fulfil its vision 2020 of having cost to income ratio of 51-52%.

Cost to
Cost to Income (%) Income Ratio
(%)
/0 62 RBL Bank 53.34%
_rss/'\ 59 DCB Bank 60.07%
ICICI Bank 40.6%
Indusind Bank | 47%
Kotak Bank 57.52%
Yes Bank 42%
2012 2013 2014 2015 2016 Axis Bank 38.55%
HDFC Bank 44.28%

Investors are advised to refer through important disclosures made at the last page of the Research Report.
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REL Bank has one of the highest Cost to Income ratio because the bank is into aggressive

expansion mode. We believe that as the company will achieve scale on the loan book, the cost to
income ratio will come down in 2-3 years

Return Ratios —

FY13 FY14 FY15
ROE 6.7 5.1 9.3
ROA 1.1

FY16
11.2
0.7 1 1

The Bank had a poor ROE of 11.2% in 2016, but we expect it to improve to 15% by FY18. There are
massive costs for a bank, the cost are upfront whereas gains are on a later stage.

Stallion Assets View — We may face Anchoring bias, but this is a very important analysis that we did
before recommending RBL bank. At the end of 2016, RBL had total assets of 35,000 Crores which
similar to what Indusind and yes bank had in 2010, Casa of 18% which is between Indusind banks and
Yes Banks CASA of 2010. The best stock price action happens when a bank grows from 30k Crores to
1 Lakh Crores of Asset base.

INDUSIND BANK Yes Bank RBL
FY 2010 | Fy 2016 FY 2010 | FY 2016 FY 2016
Assets | 35430 | 140227 Assets | 36382 | 165263 Assets | 35400
Growth 31.7% Growth 35.3% Growth |35%+Exp.
casa | 27% | 36.53 casa | 10% | 30% CASA | 18%

Yes bank and Indusind bank have given 6x and 7.5x returns in last 6 years, RBL is in the same the
same spot as both of them with 35000 Crores of Assets. In 2010 Yes bank had 197 Branches,
whereas Indusind at 210, at the End of FY 2016 RBL had 197 branches.

In March 2010, Indusind had a market cap of 7,134 Crores and was trading at 3.3x Book whereas Yes
bank had a market cap of 8840 Crores and was trading at 2.86x book. RBL is trading at 3.7x FY17
Book. We believe there is a possibility of a repeat of yes bank and Indusind with RBL.

Risks

e RBL is extremely concentrated with 48% of its total 197 branches located in Maharashtra alone.
Geographical diversification is needed to reduce the business risk.

e This is our bet on the Jockey rather than the franchise alone; we have a person risk in this
company.

Investors are advised to refer through important disclosures made at the last page of the Research Report.
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e Major Banks in the country are facing rising NPA problems. This is the biggest risk for a bank.
Along with a healthy growth in advances they need to keep their NPA’S under control. We don’t
have a problem till NPA’s are less than 2%

e Though RBL Bank has expanded its presence, the bank has not been able to garner low cost
deposits. Current account at 11% and savings account at 7% taking the total CASA deposits to only
18%. These deposits have come down from 35% in FY11 on account of aggressive growth in term
deposits. Due to higher cost of funding the NIMs of the company is lower than its peers.

Management has guided for a 1% increase in CASA every year, we need to keep a watch closely.

Valuation-

RBL may not look cheap on trading parameters with FY2017 PE of 35x and P/B of 3.7x but a 40%+ growing
franchise with great management team won’t be available for cheap. We believe that the worst case valuation
for RBL is 3x book if growth remains more than 30% and hence we have limited downside risk. The good thing
about fast growing companies is that even if you buy it expensive initially they start looking cheap after a few
quarters. We believe RBL is a compounder from these levels and we intend to hold it till growth remains above
30% or gross NPA doesn’t go above 2%.

RBL Bank 3.7 35 12.6% 3.38 0.52% 23%
DCB Bank 1.8 17.3 10.72% 3.94 0.74% 26%
ICICI Bank 1.9 16.3 10.4% 3.12 3.96% 50%
Indusind Bank 3.9 27 15.5% 4 0.39% 37%
Kotak Bank 3.7 29.5 13.5% 4.48 0.92% 42%
Yes Bank 3.6 17.8 22.1% 3.5 0.29% 33%
Axis Bank 2.1 33.9 33.9% 3.43 2.18% 48%
HDFC Bank 4 4 23% 4.1 0.3% 45%

Conclusion — We have been extremely bullish on financial space, and we believe RBL can give outlier
returns. RBL is estimated to grow its loan book by 40%+ in FY 2018, but impact would be higher on the P&L
as cost to income ratio decreases. RBL is the fastest growing bank, a tad bit expensive but we have full faith
on that this management will deliver. We believe that RBL will not trade at less than 3x book if growth is
more than 35%+. Our Stop loss for RBL is the demonetization low of about 330. So our upside is unlimited
whereas our downside is 20%.

Investors are advised to refer through important disclosures made at the last page of the Research Report.
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Analyst Position — Amit Jeswani and Family have no Positions

Analyst Certification: The Analyst certify (ies) that the views expressed herein accurately reflect his (their) personal view(s)
about the subject security (ies) and issuer(s) and that no part of his (their) compensation was, is or will be directly or
indirectly related to the specific recommendation(s) or views contained in this research report.

Disclaimer: www.stallionasset.com (here in referred to as Stallion Asset) is the domain owned by Amit Jeswani. Mr Amit
Jeswani is the sole proprietor of Stallion Asset and offers independent equity research services to retail clients on
subscription basis. SEBI (Research Analyst) Regulations 2014, Registration No.INHO000002582.

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or
taxation advice to you. Stallion Asset is not soliciting any action based upon it. This report is not for public distribution and
has been furnished to you solely for your information and should not be reproduced or redistributed to any other person in
any form. This document 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 views expressed are those of analyst and the firm may or may not subscribe to all the views
expressed therein. The report is based upon information that we consider reliable, but we do not represent that it is
accurate or complete, and it should not be relied upon such. Stallion Asset or any of its affiliates or employees 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. Neither Stallion Asset, nor its employees, agents nor representatives shall be liable for any
damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise
from or in connection with the use of the information. Stallion Asset or any of its affiliates or employees do not provide, at
any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without
limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement.

The recipients of this report should rely on their own investigations. Stallion Asset and/or its affiliates and/or employees
may have interests/ positions, financial or otherwise in the securities mentioned in this report. Stallion Asset has
incorporated adequate disclosures in this document. This should, however, not be treated as endorsement of the views
expressed in the report.

Stallion Asset or its associates including its relatives/analyst do not hold beneficial ownership of more than 1% in the
company covered by Analyst as of the last day of the month preceding the publication of the research report. Amit Jeswani
or its associates/analyst has not received any compensation from the company/third party covered by Analyst ever.

Served as an officer, director or employee of company covered by Analyst and has not been engaged in market-making
activity of the company covered by Analyst.

We submit that no material disciplinary action has been taken on Amit Jeswani/ Stallion Asset by any regulatory authority
impacting Equity Research Analysis. The views expressed are based solely on information available publicly and believed to
be true. Investors are advised to independently evaluate the market conditions/risks involved before making any
investment decision.

Investors are advised to refer through important disclosures made at the last page of the Research Report.




