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IDFC Ltd. is the Holding Company of 3 entities currently: IDFC FIRST Bank, IDFC AMC and IDFC
Foundation, of which only the Bank and AMC are operational. The Holding company is frading
at steep discount of around 41% against the fair (market value) value of its holding subsidiaries.
Since getting RBI approval to exit as Promoters of the bank, the Hold Co. is making preparations
for the same. Recently, it announced the divestment of its MF business, IDFC AMC.

Investment Rationale:

Distribution of Proceeds from Selling of MF Business

If management is able fo sell the entire AMC, we expect majority of the proceeds to be
distributed as payout due to 2 factors: First, the shareholders have demanded the same in the
pre AGM concall hosted on 14t Sept 2021 by the Hold Co. Second, holding cash will make no
sense for a holding company if it is not to be used for business or investments. The sale proceeds
of IDFC AMC at a valuation of Rs 5,000 Cr at 4% of Overall AUM. If sold at once, investors can
assume around Rs 25 per share as dividend to be distributed after payment of Long Term Capital
Gains Tax.

Shareholders of IDFC Limited to receive some value in cash or share swap

IDFC Limited has received clarification from RBI on 20t July 2021 that it can exit as the Promoter
of IDFC FIRST Bank on completion of 5 Years of banking operations, which it completed on 1st
Oct 2020. Two options available for the Hold Co. to exit as Promoters are:

a. Distribute the shares of the bank among its own shareholders, which will be value-accretive.
In this case, long term investors will be able to create wealth in the long term as the bank has
been performing well and is getting higher ratings with each passing quarters. With IDFC Ltd
holding around 36.56% (226 Cr shares) of stakes in IDFC First Bank, each shareholder of IDFC Ltd.
should be entitled to around 1.4 equity shares of IDFC FIRST Bank.

b. Sell the entire stake of IDFC FIRST Bank to a strategic buyer, probably a bank or some PE fund.
With the entry of a large or a group of few large PE Investors/Funds, the bank itself will get a far
higher rating than it is presently, as a large capital injection (Rs 11,000 Cr equivalent to market
rates), will bolster not only its current capital strength, but also increase its potency to compete
with its larger peers in retail lending space.

Valuation & Outlook: We believe the proposed reverse merger to be value accretive for the
shareholders of IDFC Limited. Our confidence arises with our belief on the strong fundamentals
laid over last couple of years by IDFC FIRST Bank's Management. We have a BUY
recommendation on IDFC FIRST Bank with a Target Price of 73 per share on 1.9x P/Adj. BV of Rs 38
for FY23E. Since, the notion of reverse merger of the Hold Co. has been around for some time,
hence, we observed 89.8% correlation of the Share Price of the Hold Co with the bank over last 1
Year. Therefore, at CMP of Rs 54.5 per share, we recommend a BUY rating on IDFC Limited with a
patience to hold the stock for a Target Price of Rs 80 per share.

Valuations/M. Cap CMP S;g::L ig:,ict:)rls) Mczl;sefc(rt)ap.
IDFC Limited 54.50 159 6 8,700
IDFC First Bank 48.55 620.7 29,607
IDFC AMC (Valued at 4% of AUM)

AUM (Rs Cr) 1,26,049 5,000
Fair Value:

Shareholding in IDFC First Bank 36.56% 206.9 10,823
lc\lz(ejl;)ﬁ%?lcl;z,gilopggf IDFC AMC after LT 100% 4,000
Sum 14,823
Fair Price per share 93
Discount (%) -41.3%

Source: Systematix Research, Company Reports
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. AGM of IDFC Limited is af 11 AM on 22nd Sept 2021.

e The Chairman said, “He will not be able to provide a timeline for the resolution of the fiasco™.

e The Complex corporate structure of the IDFC Limited is the reason it is taking so long to untie before the holding
company could be demerged to the bank.

e IDFC Limited currently holds 3 entities: IDFC First Bank, IDFC AMC and the IDFC Foundation; of which only the Bank
and AMC are operational.

e IDFC Foundation has 50% stakes in 2 JVs with 2 state governments: Delhi government & Karnataka state
government. Until the 2 JVs stakes are fransferred to a different entity and de-link it entirely from IDFC Ltd, the
demerger of the holding company cannof be done.

e The 50% stakes of IDFC Foundatfion in the JV with Delhi Government are on the verge of being transferred to
another agency, and is expected to be completed by the end of this month.

e IDFC Ltd. is also expecting something similar for their stakes in the JV with Karnataka Government, as the state
government has assured of 2-3 potential prospects.

e The holding company IDFC Limited remains quasi operational with only é employees as on 14th Sept 2021, which
includes the board & management and is bare minimum in order to de-merge in the future.

e The Investors are frustratingly complaining regarding the wealth destruction being shareholder of IDFC Ltd. over
last 6 years.

Comments & Suggestions

Some investors are asking to sell the entire holding company IDFC Limited to other large corporates with the stakes in
Bank, AMC and Foundation transferred to the new owner while few others are requesting selling the AMC business first,
and in both cases, distribute the dividends to the shareholders. Also, investors are requesting for a timeline for
whatever is done with the holding company in future.

Subsidiaries:

IDFC FIRST Bank: Being focused lender fowards an incrementally growing retail, consumer finance and microfinance
business, IDFC FIRST Bank's yields from these business verticals are around ~15-16% on average from these businesses.
On the other hand, its CASA levels have grown to 50.86% as of Q1FY22 with average Cost of Funds around ~4.8% for
incremental funding, thereby providing it with an increasing spread from their incremental retail business which
constitutes 64% of its funded assets. With almost two thirds of its lending book info retail lending, and fall in their Cost of
Funds, IDFC FIRST Bank has a NIM of 5.5% as of June 2021, and will remain above 5% in the foreseeable future.

With the rapid rate of vaccination driving away the Covid threat gradually, we expect the retail credit growth of the
bank to start picking up momentum as soon as the coming festive season in Q3FY22, and by the end of March FY22
quarter, to reflect a run rate of 25% YoY (annualized) credit growth. The Bank has been very conservative and risk
averse towards corporate lending since it realized the fruits of several large ticket size wholesale defaults. The Bank has
also diversified away its exposure from Infrastructure sector reducing from Rs 22,710 Crin Dec 2018 to Rs 10,346 Cr as of
June 2021. With the latest Telecom relief measures & the moratorium announced by the Government, the Rs 3,200 Cr
exposure fowards Vodafone Idea Limited can also be expected to revive back.

Apart from the pandemic induced fall in asset quality, credit culture among Indian Retail has been always high at
GNPA/NNPA levels of 3-4%/1-1.5% respectively for major Private Banks. The retail NPA levels will expectedly improve
back to pre-Covid levels as the economy recovers with on-going vaccinations at record pace.

At its current valuations, the bank is frading at P/B of 1.78x for FY21. We expect the share price of the bank fo reflect its
incremental earnings potentials in the coming future and be re-rated at higher multiples as bottom-line growth
stabilizes over few quarters. As per our estimates based on its robust earnings growth, we have recommended IDFC First
Bank with a BUY rating for a Target Price of Rs 73 per share for FY23E Adj. BV of Rs 38 per share at 1.9x P/Adj. BV.

IDFC AMC: With a market share of 3.8%, IDFC AMC has a quarterly average AUM of Rs 1.26 lakh cr for quarter ended
June 2021. The total QA AUM increased by 3.2% QoQ / 24.0% YoY during Q1FY22. The Equity QA AUM stood at Rs 28,159
Cr as of Q1FY22. On Friday, 17t Sept, 2021, the board of IDFC Limited had approved the divestment of its Mutual Fund
business, i.e. IDFC AMC. The AMC/MF business has a market share of 3.8% in overall AUM basis and Equity market share
of 1.6% as of June 2021. While the larger peers like HDFC AMC and UTI AMC trade at much higher valuations owing to
their higher earnings, we expect a suitable buyer to value it much higher considering the AUM size and its Profitability
which can be increased with changes in their AUM mix & Equity exposure. We estimate it to fetch Rs 5,000 Cr at 4% of
Overall AUM as of June 2021.



IDFC Ltd.

Peer Comparison with listed AMCs

. ) M. Cap
AMC QA AUM Beufiy AUy oAU B s G v P/E NetProfitFyg) Frofitsas%of  Market o
AUM AUM (%) Cap
AUM
HDFC AMC 416,900 177,600 42.6% 512 1,326 0.32% 68,571 16.4%
UTI AMC 1,87,210 54,009 28.8% 272 494 0.26% 14,156 7.6%
IDFC AMC 1,26,049 28,159 22.3% NA 143 0.11% NA NA

Source: Systematix Research, Company Reports
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DISCLOSURES/APPENDIX

ANALYST CERTIFICATION

I/We, Anmol Das, hereby certify that (1) views expressed in this research report accurately reflect my/our personal views about any or all of the subject securities or issuers
referred to in this research report, (2) no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this
research report by Systematix Shares and Stocks (India) Limited (SSSIL) or its group/associate companies, (3) reasonable care is taken to achieve and maintain independence
and objectivity in making any recommendations.

Disclosure of Interest Statement Update
Analyst holding in the stock (%) None
Served as an officer, director or employee No

ISSUER SPECIFIC REGULATORY DISCLOSURES, unless specifically mentioned in point no. 9 below:
The research analyst(s), SSSIL, associates or relatives do not have any financial interest in the company (ies) covered in this report.
2. The research analyst(s), SSSIL, associates or relatives collectively do not hold more than 1% of the securities of the company (ies) covered in this report as of the end of the
month immediately preceding the distribution of the research report.
3.  Theresearch analyst(s), SSSIL, associates or relatives did not have any other material conflict of interest at the time of publication of this research report.
4.  The research analyst, SSSIL and its associates have not received compensation for investment banking or merchant banking or brokerage services or any other products
or services from the company (ies) covered in this report in the past twelve months.
5. Theresearch analyst, SSSIL or its associates have not managed or co-managed a private or public offering of securities for the company(ies) covered in this report in the
previous twelve months.
6. SSSIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party in connection with this
research report.
The research analyst has not served as an officer, director or employee of the company(ies) covered in this research report.
The research analyst and SSSIL have not been engaged in market making activity for the company(ies) covered in this research report.
Details of SSSIL, research analyst and its associates pertaining to the companies covered in this research report:
S.No. | Particulars Y/N
Whether compensation was received from the company(ies) covered in the research report in the past 12 months for investment banking
fransaction by SSSIL.
2 Whether research analyst, SSSIL or its associates and relatives collectively hold more than 1% of the company(ies) covered in the research report.
3 Whether compensation has been received by SSSIL or its associates from the company(ies) covered in the research report.

0 ® N

Whether SSSIL or its affiliates have managed or co-managed a private or public offering of securities for the company (ies) covered in the
research report in the previous twelve months.

Whether research analyst, SSSIL or associates have received compensation for investment banking or merchant banking or brokerage services or
any other products or services from the company(ies) covered in the research report in the last twelve months.

10. There is no material disciplinary action taken by any regulatory authority that impacts the equity research analysis activities.

EXPLANATION TO RATINGS: BUY: TP>15%; ACCUMULATE: 5%<TP<15%; HOLD: -5%<TP<5%; REDUCE: -15%<TP<-5%; SELL: TP<-15%
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DISCLAIMER

The information and opinions contained herein have been compiled or arrived at based on the information obtained in good faith from sources believed fo be reliable. Such
information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy completeness or correctness.

This document is for information purposes only. This report is based on information that we consider reliable; we do not represent that it is accurate or complete and one should
exercise due caution while acting on it. Description of any company(ies) or its/their securities mentioned herein are not complete and this document is not and should not be
construed as an offer or solicitation of an offer to buy or sell any securities or other financial instruments. Past performance is not a guide for future performance, future returns
are not guaranteed and a loss of original capital may occur. All opinions, projections and estimates constitute the judgment of the author as on the date of the report and
these, plus any other information contained in the report, are subject to change without notice. Prices and availability of financial instruments are also subject to change
without notice. This report is intended for distribution to institutional investors.

This report is not directed to or infended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that is a citizen or resident or located
in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be confrary to law or regulation or what would
subject to SSSIL or its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any individual in such country,
especially USA, the same may be ignored and brought to the attention of the sender. Neither this document nor any copy of it may be taken or fransmitted into the United
States (to U.S. persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof.
Any unauthorized use, duplication, redistribution or disclosure of this report including, but not limited to, redistribution by electronic mail, posting of the report on a website or
page, and/or providing fo a third party a link, is prohibited by law and will result in prosecution. The information contained in the report is intended solely for the recipient and
may not be further distributed by the recipient to any third party.

SSSIL generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any
companies that the analysts cover. Additionally, SSSIL generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board
member of any companies that they cover. Our salespeople, fraders, and other professionals or affiliates may provide oral or written market commentary or trading strategies
to our clients that reflect opinions that are contrary to the opinions expressed herein. Our proprietary trading and investing businesses may make investment decisions that are
inconsistent with the recommendations expressed herein. The views expressed in this research report reflect the personal views of the analyst(s) about the subject securities or
issues and no part of the compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views expressed by
research analyst(s) in this report. The compensation of the analyst who prepared this document is determined exclusively by SSSIL; however, compensation may relate to the
revenues of the Systematix Group as a whole, of which investment banking, sales and trading are a part. Research analysts and sales persons of SSSIL may provide important
inputs to its affiliated company(ies).

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations which could have an adverse effect on their value or price or the
income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies, effectively assume currency risk. SSSIL, ifs
directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken
on the basis of this report including but not restricted to fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the
dividend orincome, etc.

SSSIL and its offiliates, officers, directors, and employees subject fo the information given in the disclosures may: (a) from time o time, have long or short positions in, and buy or
sell, the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other fransaction involving such securities and earn brokerage or other compensation
(financial interest) or act as a market maker in the financial instruments of the company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) or
have other potential material conflict of interest with respect to any recommendation and related information and opinions. The views expressed are those of the analyst and
the company may or may not subscribe to the views expressed therein.

SSSIL, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy,
completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall SSSIL, any of its
affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. The company accepts no liability
whatsoever for the actions of third parties. The report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website
material of the company, the company has not reviewed the linked site. Accessing such website or following such link through the report or the website of the company shall
be at your own risk and the company shall have no liability arising out of, or in connection with, any such referenced website.

SSSIL will not be liable for any delay or any other interruption which may occur in presenting the data due to any technical glitch to present the data. In no event shall SSSIL be
liable for any damages, including without limitation, direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data
presented by SSSIL through this presentation.

SSSIL or any of its other group companies or associates will not be responsible for any decisions taken on the basis of this report. Investors are advised to consult their
investment and tax consultants before taking any investment decisions based on this report.
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