COMBINED LOAN BOOK to have an advantage of larger spread across loan
segments from big infrastructure projects down to micro enterprise lending

IDFC Bank’s Valuations Likely to
Improve Post Capital First Deal
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ET Intelligence Group: Long-
term investors will benefit from
the merger of Capital First and
IDFC Bank. The deal, announced
on Saturday and subject to regula-
tory approvals, will help IDFC
Bank to reduce the valuation gap
with private banks that have bet-
terexposureto the retail segment.
Afocusonimprovingperformance
intermsof loweringbad debt, better
return on eguity, and higher retail
disbursementis the common thread
thatjoins the two institutions.
Historically, IDFC Bank has a
‘greater proportion of infrastruc-
ture loans thanks to the parent,
IDFC, which provides credit main-
1y to such projects. As a result, the
corporate segment constitutes

over 73% of itsloan book of ¥68,797
crore. In addition, the ratio of cur-
rent account and savings account
(CASA) deposits, the cheapest
source of funding, form just over
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segment. Its GNPA was 1.3% and
CASA ratio was nearly 50% at the
end of September 2017. In another
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To improve performance, it's nec-
essary for IDFC Bank to increase
exposure to the retail segment.
And, this is where its decision to
merge with Capital First, which
has 93% exposure to the retail
lending, makes sense. The com-
bined loan book will have an ad-
vantage of larger spread across
loan segments from large infra-
structure projects down to micro
enterprise lending.

IDFC bank is valued at price-book
(P/B) of 1.5, much lower than
HDFC Bank’s P/B of five and

IndusindBank’sP/Bof 4.5.Thegap
is expected to reduce in the future
given the merger synergies.
Besides, investors may also want
to consider the attractive share
swap ratio. IDFC Bank will offer
139 shares for every 10 shares of
Capital First. On Friday, thebank’s
stock was traded at ¥67.7 while the
latter’s was quoted at 2835.9. At
these prices, 10 shares of Capital
First are worth 8,359, 12% cheap-
erthan the 139 shares of the bank,
which are worth 29,410. An invest-
ment in Capital First shares would
therefore earn 12% return, though
this gain may be wiped out once
shares start trading on Monday.




