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VANTAGEPOINT

Our Focus Makes All The Difference

Dear Investor,

Hope you and your families are doing well!

The Q3 FY 23 earnings season turned out to be outstanding for many banks on account of growth in advances, increase
in margins, maintaining comfortable asset quality and generating highest ever profits after tax. The concerns relating to
the impact on asset quality due to the pandemic have abated and the slowdown concerns in the economy were neither
reflected in the performance numbers nor in the management outlook. Banking was the leading sector of the market that
saw earnings upgrades from the analysts.

Despite the strong performance, the valuations of most of these banks are below their long-term averages. Exhibits 1 &
2 highlight the gap between the current valuations of leading banks with their highs and averages during the past ten

years.
Exhibit 1: The valuation multiples however remain Exhibit 2: ...and even lower than the average levels
much lower than the peak levels... for the top PVBs (except ICICI)
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Exhibit 3 compares the performance of Indian banks with their Asian counterparts on an important metric of EPS CAGR
over the past three years. The gaps are extremely glaring in favour of the Indian Banks which have shown a 25% CAGR
since the pre-Covid level.

Exhibit 3: The healthy metrics of Indian banks is even more apparent when compared with their regional peers —
a 25% CAGR in earnings growth vs. pre-covid level
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Some bank stocks have a significant room to appreciate as the market

The recent underperformance of the bank stocks provoked us to look at the stock price movement over 5 years in the
context of the growth in Net Interest Income (NII), Pre-Provision Operating Profit (PPOP) and Profit After Tax (PAT) since
Q3 FY 18.

Most Banks in this analysis have made significant strides in growing these key metrics whereas the stock price moves in
this period have not appropriately reflected this growth.

A few interesting observations: Exhibit 4: Net Interest Income (NII) Multiples vs. Stock
Performance
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2. The real highlight of these 5 years has
been the conversion of PPOP to PAT as
the provisions for NPAs started to taper
off.

Though the pandemic generated a fresh
set of provisions, the impact of those was
luckily not very alarming.

In the years gone by therefore we have
seen how the PAT multiple has outpaced
the PPOP multiple in most cases with the
exception of just a couple of banks.

This is best explained by the chart that
shows the ratio of PAT multiple to PPOP
multiple.

It is no surprise that the traditional
“Corporate Lenders” such as BoB, SBI,
Axis and ICICI have been the best
performers.

In the case of a few banks, however, this
ratio has been less than 1 indicating that
their growth in PAT multiple is lower than
the growth in PPOP multiple, or in other
words, their provisions did not come down
significantly enough in this period.

3. Finally, we have tried to see if the stock
price moves have been in line with any of
these metrics.

The stock price multiple seems more
directly connected with the growth in NII
and PPOP and not much with the growth
in PAT.

However, we observed that if the ratio of
PAT multiple to PPOP multiple is less than
1, then the stock price multiple is
negative.

Basis our detailed evaluation, we believe
that some bank stocks have a significant
room to appreciate as the market seems
to have disregarded some materially
strong improvements in those banks’
fundamentals.
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Exhibit 5: Pre-Provision Operating Profits (PPOP) Multiples vs.
Stock Performance
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Exhibit 6: Profit After Tax (PAT) Multiples vs. Stock Performance
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Exhibit 7: Ratio of PAT multiple to PPOP multiple vs. Stock
Performance
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For exhibits 4 to 8, multiples for NI, PPOP & PAT are calculated based on data for Q3FY18 & Q3FY23. For stock performance, data is from 22 Feb 2018 to 22 Feb
2023. For SBI, the multiples are for Q3FY23 vs Q2FY18, since Q3FY18 was a loss quarter. Source: Company presentations, Trivantage Capital Research.
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Portfolio & Market Outlook

Due to several headwinds faced by the Indian financial sector in particular and the economy in general the past decade
has been quite weak for the credit growth. Exhibit 8 forecasts the next decade to be quite robust with credit growth to
be at an estimated 17% per annum.

Exhibit 8: Spearheading India’s nest credit cycle — Loan growth set to bounce back strongly after a “lost decade”
Indian Banking System Loan Growth (YoY)
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We believe that the interest .rates. will g(? UP  Exhibit 9: Trivantage Capital Resurgent Financials Equity Portfolio
by 50 to 100 bps further which will continue 5 \yeji-piversified Portfolio (as on 28 February 2023)
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We continue to believe that the stock selection
will remain the key to a strong portfolio
performance as only a select few franchises
are geared up to win market shares over the
next credit cycle.

Yours Sincerely,

Nikhil Johri
Founder & Chief Investment Officer

Disclaimers: In the preparation of this material, the Portfolio Manager has used publicly available information, including information developed in-house. Some of the
material used herein may have been obtained from members/persons other than the Portfolio Manager and may have been made available to the Portfolio Manager.
Information gathered and material used herein is believed to be from reliable sources. The Portfolio Manager, however, does not warrant the accuracy, reasonableness,
and/or completeness of any information. For data reference to any third party in this material, no such party will assume any liability for the same. We have included
statements/opinions/recommendations in this material, which contain words, or phrases such as “will”, “expect”, “should”, “believe” and similar expressions or variations of
such expressions, which are “forward-looking statements”. Actual results may differ materially from those suggested by the forward-looking statements. This material has
been prepared by Trivantage Capital Management India Private Limited and is meant for information purposes only. The Portfolio Manager and its clients may be holding
positions in the securities mentioned in this communication. Statutory Details: Trivantage Capital Management India Private Limited is a private limited company incorporated
under the Companies Act, 2013 and has its registered office at 508, Arcadia, NCPA Marg, Nariman Point, Mumbai — 400 021, India and is registered with Securities and
Exchange Board of India as a Portfolio Manager vide Registration Number INPO00004656.
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