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ACCUMULATE 
 

TP Rs223 
CMP Rs200 
 Management revises guidance with a cautious stance 

DCB Bank 
 Potential upside / downside +11% 

Previous Rating BUY 
 Summary 

DCB’s Q1FY20 numbers have overall come in weak and quite below our expectation. NII 
and PAT growth remained sluggish at 11.5/16.5% YoY vs. our expectation of +15/+24%. 
Loan growth ex-corporate segment is ~19% vs. overall growth of 13%. Interest expenses 
were a drag on the topline due to fixed rate refinance being garnered from NABARD 
and SIDBI. Cost-to-income ratio on a QoQ basis has increased by 370bps on account of 
salary hikes given. Over FY17-19, loan growth ex-corporate segment has been at  
21%-27% which the management now expects at Q1 level of ~19% for FY20. Further, 
management has also highlighted risk of increased corporate slippages in the  
coming quarters. We downgrade the stock to ACCUMULATE with a new TP of Rs223 
(Rs250 earlier), valuing it at 1.8x P/ABV FY21 (2x earlier).  

Key Highlights and Investment Rationale 
 Muted growth in balance sheet: Loan growth at 13% is lowest in the past 5 years, 

while growth ex-corporate segment is at 19%. Its core segments Mortgage/SME 
segment have grown by 13% each and other granular segments like CV/AIB have 
grown by 32%/25%. Corporate segment degrew by 13%. The slowdown is on account 
of being cautious given the sharp decelerating trends in the economy. It intends to 
maintain the growth in same fashion at 19% ex-corporate going ahead. Deposits have 
grown at 15%, with CASA at 24.5%. 

 Fee income faced challenges but margin guidance intact: Up-gradation and 
maintenance of ATMs led to a loss of RS30mn revenue on ATM fee. Margins got 
impacted due to rise in share of RTD (up 28% YoY) while yields remained flat. NIM 
guidance for the year stands at 3.7%, although it may see some pressure in coming 
quarters before seeing an expansion of 10-15bps from the current levels. Cost to 
average assets is targeted at 220-245bps. 

 Significant increase in slippages: Slippages came in at 2.5% vs. 1.7% in the last 
quarter. 5 accounts cumulatively amounting to Rs350-400mn slipped into NPA. 
GNPA/NNPA increased by 12bps each sequentially to 1.96%/0.81% respectively. We 
expect a slight increase in slippage trend for FY20 on 2-3 corporate accounts that 
management says may slip into NPA.  

 Inorganic route: Bank is planning to assess and buyout business of Abu Dhabi 
Commercial Bank, which comprises of Rs11bn of deposits (mostly retail and non-
resident deposits) and Rs10bn of loans (mostly corporate). The acquisition is likely to 
be at Par value and is likely to add 4% to DCB's book. According to the management 
this is largely to acquire the strong deposit customer base of ADCB. 

 EPS (Rs)  FY20E FY21E 

 IDBI Capital  12.4 15.1 

 Consensus  13.4   17.3 

 % difference  (7.4) (12.7) 

 

 

Financial snapshot (Rs mn) 

Year FY2017 FY2018 FY2019 FY2020E FY2021E 

NII 7,971   9,953  11,493  12,923  15,089  

Net Profit 1,997   2,453   3,253   3,840   4,678  

EPS (Rs)  7.0   8.0   10.5   12.4   15.1  

ABV (Rs) 74.2   88.2   98.2   108.4   122.9  

PER (x) 28.9   25.4   19.3   16.3   13.4  

P/BV (x)  2.7   2.3   2.1   1.9   1.6  

ROE (%) 10.0   9.8   11.0   11.7   12.7  

ROA (%)  0.9   0.9   1.0   1.0   1.1  

GNPA (%)  1.6   1.8   1.8   2.0   2.0  

NNPA (%)  0.8   0.7   0.7   0.8   0.6  

CAR (%) 13.8   16.5   16.8   14.2   13.6  

Source: Company; IDBI Capital Research 
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Exhibit 1: Quarterly Snapshot                                                                                                                                                       (Rs mn) 

Year-end: March Q1FY20 Q1FY19 Q4FY19 YoY (%) QoQ (%) 

Interest Income 8,577 7,014 8,271  22.3   3.7  

Interest Expenses 5,530 4,284 5,262  29.1   5.1  

Net Interest Income 3,047 2,730 3,009  11.6   1.3  

NIM (%) 3.7 3.9 3.8 (23) bps (11) bps 

Non-Interest Income 868 828 994  4.8   (12.7) 

Operating Income 3,915 3,558 4,002  10.0   (2.2) 

Staff Cost 1,162 1,087 1,049  6.9   10.8  

Other Op Exp 1,088 1,057 1,100  2.9   (1.1) 

Total Operating Expenses 2,250 2,144 2,149  4.9   4.7  

Cost to Income (%) 57.5 60.3 53.7 (278) bps 378 bps 

Operating Profit 1,665 1,414 1,853  17.7   (10.2) 

Provisions 406 332 348  22.4   16.8  

PBT 1,258 1,082 1,505  16.3   (16.4) 

Tax 448.4 387 542  15.9   (17.3) 

-effective tax rate 35.6 35.8 36.0 (13) bps (38) bps 

PAT 810 695 963  16.5   (15.9) 

EPS (Rs) 2.6 2.3 3.1  16.1   (16.0) 

BV (Rs) 102.0 92.4 100.6  10.4   1.4  

Deposits 287,892 250,324 284,351  15.0   1.2  

Advances 240,443 212,434 235,680  13.2   2.0  

Source: Company; IDBI Capital Research 

 

Exhibit 2: Actual performance versus our estimates 

(Rs mn) Q1FY20 Q1FY20E Devi. (%) 

Net interest income 3,047 3,149 (3.2) 

Pre-provision profit 1,665 1,746 (4.7) 

PAT 810 863 (6.1) 

Source: Company; IDBI Capital Research 
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Exhibit 3: Change in our estimates 

                    Revised estimate                   Earlier estimate                 % Revision 

  FY20E FY21E FY20E FY21E FY20E FY21E 

Net interest income (Rs mn) 12,923 15,089 13,963 17,119 (7.4) (11.9) 

NIM (%) 3.7 3.8 3.9 3.9 (17) bps  (19) bps  

Operating profit (Rs mn) 7,562 9,140 8,476 10,920 (10.8) (16.3) 

Profit after tax (Rs mn) 3,840 4,678 4,503 5,900 (14.7) (20.7) 

EPS (Rs) 12.4 15.1 14.5 19.1 (14.8) (20.8) 

ABV (Rs) 108.4 122.9 111.1 128.3 (2.5) (4.2) 

Source: Company; IDBI Capital Research 

 

Exhibit 4: ROE Decomposition 

(%) FY17 FY18 FY19 FY20E FY21E 

NII 3.69 3.67 3.48 3.40 3.46 

Fees 0.94 0.98 0.94 1.00 1.04 

Other Income 0.21 0.17 0.12 0.13 0.13 

Net Revenue 4.85 4.81 4.54 4.53 4.63 

Op.Exp 2.91 2.88 2.58 2.54 2.53 

Op.Profit 1.94 1.93 1.96 1.99 2.10 

Provisions 0.52 0.51 0.42 0.46 0.47 

PBT 1.42 1.42 1.53 1.53 1.63 

Tax 0.50 0.52 0.55 0.52 0.55 

ROA 0.93 0.90 0.99 1.01 1.07 

Leverage (x) 10.81 10.83 11.15 11.55 11.86 

ROE 10.00 9.79 10.99 11.67 12.72 

Source: Company; IDBI Capital Research 
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Exhibit 5: One-year forward P/ABV 

 
Source: Company; IDBI Capital Research 
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Conference Call Highlights 

 Loan growth is lower at 13%, growth ex of corporate is at 19%. 

 As of June 30, 2019 the net standard restructured book stands at ~Rs380mn vs. 210mn in Q4FY19. 

 Bank had refinance from NABARD, NHB and SIDBI of Rs20.2bn during FY19 as against Rs12.4bn in FY18. 

 Management has observed that the new commercial vehicle book is showing some stress. 

 Out of the 5 accounts that slipped during the quarter, recovery of 2 accounts is expected in the next quarter 

 Growth in RWA is limited to 7% as against 13% growth in loans. Management is focusing on segments with capital 

consumption of lesser than 75%. RWA/total assets ratio is down to 97% as against 104% last year. 

 Branch network now stands at 334 and management guides an addition of 15-17 branches in the coming quarters. 
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Financial Summary 

 

  

Profit & Loss Account                                      (Rs mn) 

Year-end: March FY18 FY19 FY20E FY21E 

Net interest income  9,953  11,493  12,923  15,089  

Fee Income  2,653   3,117   3,793   4,528  

Treasury Gains 450  383  506  571  

Operating Income 13,056  14,994  17,222  20,188  

Operating expenses  (7,807)  (8,528)  (9,661)  (11,048) 

 Employee expenses  (3,812)  (4,340)  (4,919)  (5,615) 

 Other expenses  (3,995)  (4,188)  (4,742)  (5,433) 

Pre-Provision Profit  5,249   6,466   7,562   9,140  

Provision  (1,388)  (1,401)  (1,743)  (2,052) 

 Loan loss Provisions  (1,123)  (1,092)  (1,358)  (1,630) 

 Other Provisions (265) (309) (384) (422) 

PBT  3,861   5,065   5,819   7,088  

Taxes  (1,408)  (1,812)  (1,978)  (2,410) 

Net profit  2,453   3,253   3,840   4,678  

Balance Sheet (Rs mn) 

Year-end: March FY18 FY19 FY20E FY21E 

Capital 3,081 3,095 3,098 3,098 

Reserves 24,983 28,049 31,562 35,774 

Networth 28,064 31,145 34,660 38,872 

Deposits 240,069 284,351 331,781 389,104 

Borrowings 19,267 27,232 18,088 21,144 

Total Liab. & Equity 302,221 357,917 402,115 469,781 

Cash & Bank with RBI 23,720 27,934 25,615 30,226 

Investments 62,190 78,440 82,125 93,590 

Advances 203,367 235,680 276,924 326,770 

Other Assets 8,004 10,604 11,664 12,831 

Total assets 302,221 357,917 402,115 469,781 

Source: Company; IDBI Capital Research 

Growth   (%) 

Year-end: March FY18 FY19 FY20E FY21E 

Growth     

Deposits 24.5 18.4 16.7 17.3 

Advances 28.6 15.9 17.5 18.0 

NII 24.9 15.5 12.4 16.8 

Pre-Provision Profit 25.5 23.2 16.9 20.9 

Net Profit 22.8 32.6 18.0 21.8 

Spreads 
    

Yield on Assets 9.7 10.0 10.1 10.1 

Cost of Funds 6.1 6.6 6.7 6.7 

NIM 4.0 3.8 3.7 3.8 

CASA 24.3 23.9 25.1 25.0 

Operating Efficiency 
    

Cost-to-Income 59.8 56.9 56.1 54.7 

Cost-to-Assets 2.9 2.6 2.5 2.5 

Asset Quality 
    

GNPA 1.8 1.8 2.0 2.0 

NNPA 0.7 0.7 0.8 0.6 

Provision Coverage 59.8 64.6 61.8 68.8 

Credit Cost 0.6 0.5 0.5 0.5 

Capital Adequacy     

CAR 16.5 16.8 14.2 13.6 

Tier I 12.7 13.1 12.5 11.9 

Valuation     

EPS 8.0 10.5 12.4 15.1 

ABV 88.2 98.2 108.4 122.9 

P/E 25.4 19.3 16.3 13.4 

P/ABV 2.3 2.1 1.9 1.6 

ROE 9.8 11.0 11.7 12.7 

ROA 0.9 1.0 1.0 1.1 

RORWA 1.3 1.5 1.6 1.6 
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Notes 
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