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Indian Bank 

Reiterating BUY on the Stock  
Target Price: Rs.225/ 

                     BUY 

Indian Bank (Indian Bank) 
Indian Bank, a medium-sized public sector bank (PSB) set up in 1907, has 
amalgamated Allahabad Bank (AB) with itself with effective from April 1, 2020. 
Indian Bank has a strong business network with 20,593 touch points including 6,004 
branches, 5,428 ATMs/BNAs, and 9,161 Business Correspondents. Additionally, the 
bank has international presence through three overseas branches, one each in 
Singapore, Colombo and Jaffna. The bank has two  subsidiaries, viz., Indbank Merchant 
Banking Services Ltd and Indbank Housing Ltd and two joint ventures, namely, 
Universal Sompo General Insurance Co Ltd and ARSEC (India) Limited. Post 
amalgamation of AB and successful placement of shares through QIP, Government of 
India (GoI’s) stake stands at 79.86% in Indian Bank, as of June 30, 2021.  
 

We reiterate our Firm Conviction in Indian Bank stock. Why?   
We had initiated our BUY Recommendation on Indian Bank on August 4, 2021 at a 
price of Rs.135.30. Subsequent to our recommendation, the stock hit a 52-week of 
Rs.194.80 in October 2021. However, due to meltdown in the domestic equity markets 
and rising inflation, this banking stock has corrected to Rs.148.20 (net of Rs.6.50 
dividend per share; record date June 14, 2022). Now we reiterate our firm conviction 
in the stock with a target price of Rs.225/ for the following reasons: 
 

 PSB Space provides a lot of Optimism Now: Banking Sector has been one 
of the few sectors to outperform in the recent meltdown in the markets. Year to 
Date, Nifty 50 is down 11.27% whereas the Nifty PSU Bank index is down only 
7.03% in the same period. We believe that this outperformance is likely to 
continue in the Public Sector Banks (PSBs) space over the next 1 to 2 years mainly 
because of two reasons. Firstly, the banking credit growth which fell to as low 
as 5% during the COVID pandemic period, has started improving 
substantially by posting strong double-digit growth in the latest reporting 
period at 13.1%, which is a 3-year high. Second, over the last 4 years, there 
has been a tremendous improvement in the asset quality of banks.  

 

Gross NPA as a % of Gross Advances 

FY2018 11.50% 
FY2019 9.20% 
FY2021 7.30% 
FY2022 5.97% 

Source: RBI 
 

 

 Indian Bank improves its Asset Quality Significantly: Indian Bank has 
reduced its Net NPA significantly over the last 3 years. Despite amalgamation of 
Allahabad Bank (which had quite elevated NPAs), Indian bank reduced its Net NPA 
significantly post this amalgamation. Its Net NPA stands at 2.27% at the close of 
FY2022, which is one of the lowest among PSBs. 

 
Period Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22

Net 

NPAs 

(%)

3.50% 3.13% 3.76% 2.96% 2.35% 3.37% 3.47% 3.26% 2.72% 2.27%

 
Source: BSE; 
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CMP (Rs)  147 

Upside (%) 53% 

High/Low  195/115 

Market cap (Cr) 18,320 

No. of shares (Cr) 124.54 

 

Shareholding (%) 

As on March 31, 2022  

Promoter 79.86 

Public 20.14 

Institutions 12.84 

Of which FPIs 1.72 

      Of which  MFs/Banks/FIs 11.12 

HNI 1.32 

NRI/Corporate Bodies/ 
ESOP 

1.86 

Others (Retail Float) 4.12 

Total 100.00 

 

Key Ratios 

Y/E Mar FY22 FY23E FY24E 

ABV Rs. 279.90 
 

301.00 
 

326.00 
 

P/ABV (x) 
 

0.53 
 

0.49 
 

0.45 

NIM (%) 2.9% 
 

2.9% 
 

3.0% 
 

 

Relative performance 

 
Source: Company, Equinomics Research 
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Indian Bank improves its Asset Quality Significantly (Continued) 
 

 
Source: Equinomics Research, BSE 

 
Post amalgamation of BA, Indian Bank’s Net NPA spiked to 3.76%, however, it brought down successfully, though it 
spiked once again during the Covid pandemic period, to one of the lowest among PSBs.  
  

 Synergy Benefits Post-Merger has led to Significant Improvement in Profitability: Indian Bank has 
improved its operational performance post amalgamation in terms of Net Interest Income (NII), quality of assets and 
profitability.  Post-merger., Indian Bank’s NII, profits and quality of assets are far superior on a combined basis.    

 

Parameters 
FY2019 (Pre-Merger) 

FY2022 (Post-Merger) 
Allahabad Bank Indian Bank 

NII (Rs. crore) 5,510.81 7,018.09 16,728 

PPOP (Rs. crore) 2,767.01 4,880.62 12,717 

NPA (%) 5.22% 3.75% 2.27% 

PAT (Rs. crore) -8,333.96 321.95 3,945 
Source: Equinomics Research, BSE 

Indian Bank improved almost all business / operational parameters in FY2022 over FY2021. 
 

Sr No. Parameters FY2021 FY2022 
1 Cost of Deposits (%) 4.44 3.97 
2 Cost of Funds (%) 4.43 3.90 
3 Cost to Income Ratio (%) 48.55 46.21 
6 Return on Assets (%) 0.50 0.63 
7 Net Interest Margin (Domestic) (%) 2.85 2.91 
9 Return on Equity (%) 10.63 12.13 

10 Earnings per Share (Rs.) 26.61 32.38 
11 Book Value per Share (Rs.) 263.98 269.98 
12 Business per Employee (Rs. cr) 22.17 25.20 
13 Business per Branch (Rs. cr) 153.62 174.90 
14 Net Profit per Employee (Rs. Lakhs) 7.22 9.91 

Source: Equinomics Research, BSE 

 Indian Bank: One of the few PSBs to return to Dividend Payout; Pays Very High Dividend Yield 
Merged PSU 

Banks 
FY2021 FY2022 

Dividend Div. Yield Dividend Div. Yield 
Indian Bank 2.00 1.4% 6.50 4.5% 
Canara Bank  - - 6.50 3.6% 
Union Bank  - - 1.90 5.5% 
PNB  - - 0.64 2.2% 

Source: Equinomics Research, BSE 
 

Indian Bank had paid a dividend of Rs.6/ per share for FY2017 and FY2018. However, due to deterioration in asset quality 
and Covid pandemic, it did not pay any dividend for FY2019 and FY2020. For FY2021, it declared a dividend of Rs.2/ per 
share. However, for FY2022, Indian Bank has declared a dividend of Rs.6.50 per share, which is among the highest in 
the PSB space.  
Continued on next page 
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 Regional Rural Banks (RRBs) Promoted by Indian Bank also show significant growth in their Business 
   

Parameters 
(Rs. Crore) 

Tamil Nadu 
Grama Bank 

Saptagiri Grameena Bank 
Puduvai Bharathiar 

Grama Bank 
Total 

Mar'21 Mar'22 
% 

Chg 
Mar'21 Mar'22 

% 
Chg 

Mar'21 Mar'22 
% 

Chg 
Mar'21 Mar'22 

% 
Chg 

Business 30,578 34,711 14% 15,434 17,453 13% 1,731 1,957 13% 47,744 54,121 13% 
Operating 
Profit 

463 571 23% 362 397 9% 14 16 13% 839 984 17% 

Net Profit 185 232 25% 178 201 13% 9 10 13% 372 443 19% 

Gross NPA % 2.16 1.65 
-51 
bps 

1.47 1.1 
-37 
bps 

2.56 2.49 
-7 

bps 
- - - 

Net NPA % 0.57 0.11 
-46 
bps 

0 0 0 0 0 0 - - - 

CRAR % 12.21 12.74 
53 
bps 

13.55 15.19 
164 
bps 

11.98 10.57 
-141 
bps 

- - - 

No. of 
branches 

640 644 - 225 229 - 44 44 - 909 917 - 

Source: Equinomics Research, BSE 

Performance Highlights of RRBs in Y2022: 

 Reported a 13% yoy Combined Business Growth;  

 Combined Operating profit grew by 17% yoy whereas net profit grew by 19% yoy;  

 Net NPAs is NIL for 2 RRBs and 0.11% for 1 RRB; and 

 Number of branches increased from 909 to 917;  

 

Indian bank: Outlook and Valuation Extremely Appealing  
Indian Bank has one of the lowest Net NPAs among the Public Sector Banks (PSBs) – its Net NPA stands at 2.27%. With 
this kind of business size and credentials, we firmly believe that Indian Bank does not deserve to trade at 48% 
discount to its Adjusted Book Value of Rs.280 in Q4FY2022.  We firmly believe that one day Indian Bank will see its 
steep discount to adjusted book value vanishing largely. 
 

Key Valuation Parameters of Indian Bank  
Particulars Indian Bank Q4FY2022 

P/Adj.BV (x) 0.52 
Net NPA (%) 2.27% 
Business (Deposit + Advances) (Rs. cr) 9,82,804 
Mkt.Cap to Business 1.8% 
Advance Growth yoy 7.3% 
Deposits Growth yoy 10.3% 
Source: Equinomics Research, BSE 

 
It is true that PSBs are known for underperformance in the short to medium term. However, in the long term they have made 
substantial wealth. For example, post the 2003-2004 period, when India faced extreme drought and post 2008-09 Lehman 
crisis, PSB stocks made substantial wealth. In our view now, the time has come for Indian Bank to perform very well as the 
bank has seen substantial improvement in asset quality and improved profitability with merger synergies. We believe that 
Indian Bank is one of the best plays in mid-size Public Sector Banking space with a sizable scale of operations. Indian Bank’s 
business size stands at ~9.83 lakh crore but its market cap (Rs.17,909 crore) to business size is miniscule at 1.8%. The stock, 
at current price of Rs.147/, trades at 47% discount to adjusted book value (ABV) of ~Rs.280 for FY2022. We firmly believe 
that Indian Bank is set for substantial reduction in the discount in the years to come and hence, we firmly reiterate our Buy 
Recommendation on the stock with a target price of Rs.225/, valuing the bank at 0.74x its FY2023E ABV Rs.301/.   
 

Key Risks: Any possible severe deflationary conditions or galloping inflation, which could lead to steep hike in interest 
rates, would be a major risk factor for the stock.  
  
Disclosure: I, G. Chokkalingam, Mrs. Parimalam Chokkalingam (Director), Equinomics, Analyst (Author) declares that we have 
not obtained any monetary benefit from the said company. Further I, G. Chokkalingam, Mrs. Parimalam Chokkalingam 
(Director) and Equinomics, directly or indirectly do not hold shares of Indian Bank through friends, relatives or any proxies. 
Gaurav Khanna and Nisarg Shah also declare that they personally do not hold shares of Indian Bank nor their dependents hold 
shares of Indian Bank. 
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Indian Bank: Risk Profile and Investment Horizon 

Stock Risk Profile Low Moderate High Very High 

  
√ 

  

Investment Horizon 1 Year 1-2 years 2-3 years 3 years & above 

  
√ 

  
Note: Investment Horizon indicates the time period in which the stock price may possibly achieve the target price;  
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Disclosure of Interest Statement 

1 
Registration Status of 
Equinomics 

Equinomics is registered with SEBI as a Research Analyst (SEBI Registration No. INH000007863) 

2 
Business Activities of Equinomics 
Research and Advisory Pvt Ltd. 
(Equinomics) 

Equinomics Research and Advisory is also an approved Authorised person of Aditya Birla Money Limited 
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  Definition of Ratings 

Ratings Expected absolute returns over 12-18 months 

BUY More than 10% 

HOLD Between 10% and -10% 

SELL Less than -10% 

NOT RATED We have forward looking estimates for the stock but we refrain from assigning valuation and recommendation 

UNDER REVIEW We will revisit our recommendation, valuation and estimates on the stock following recent events 

NO STANCE We do not have any forward-looking estimates, valuation or recommendation for the stock 
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