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Brickwork Ratings reaffirms the ratings of ‘BWR A+’ for Basel I1I Tier II Bond issues
amounting to Rs.1500 Cr of Allahabad Bank. The Rating is placed on Credit Watch with
Developing Implications.

Particulars
Amount (X Crs) Rating*
Facility .
. Tenure Previous
Previous| Present Present
(March 2019)
BWR A+
Basel III Compliant BWR A+ (Credit Watch. Wlt.h Developing
Tier I bonds 500 500 | LongTerm | () 1ook: Stable) Implications)
’ Reaffirmed, removed outlook
and placed on Credit watch
BWR A+
Basel 11l Compliant BWR A+ (Credit Watch with Developing
Tier I bond 1000 1000 Long Term (Outlook: Stable) Implications)
¢ onas HHook: ¢ Reaffirmed, removed outlook
and placed on Credit watch
Total 1500 1500 INR One Thousand Five Hundred Crores Only

*Please refer to BWR website www.brickworkratings.com/ for the definition of the ratings
Complete details of ISIN wise is provided in Annexure-I

Rating Action/ Outlook
Brickwork Ratings (BWR) has reaffirmed the ratings and placed the ratings on Credit Watch with
Developing Implications by removing the outlook of bond issues of Allahabad Bank as tabulated above.
The reaffirmation continues to factor in the Government of India (GOI)’s support with equity stake of
92%, improved earnings and better capital adequacy ratios as of June 30, 2019, while business remains
stagnant, has gross NPA of 17% and slippages of Rs.2962 Cr as of June 30, 2019. The Government of
India (GOI) in August 2019 announced proposed amalgamation of 10 Public Sector Bank (PSBs) to form
4 PSBs wherein, Allahabad Bank is proposed to be amalgamated with Indian Bank. The Board’s of the
respective Banks have accorded their in-principle approval for the proposed amalgamation during
September 2019. Brickwork Ratings has taken note and placed the ratings of bonds of these banks on
Credit Watch with Developing Implications. The amalgamation is expected to bring in synergies of
technology and human resources, increase the business and asset size and improve upon cost efficiency
through branch rationalisation and asset monetisation, and reduce dependencies on GOI for capital
infusion, strengthen capital and thereby manage the asset quality. However, any extension in timelines
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for completion of amalgamation and the smooth transition of the amalgamation shall be the rating

sensitivities. BWR shall continue to monitor the developments in these Banks and effect appropriate
rating action.

Key Rating Drivers

BWR has essentially relied upon the audited financials upto FY'19 and unaudited financials of Q1FY20 of
Allahabad Bank, publicly available information and information/ clarifications provided by the Bank’s
management.

Credit Strengths:

=> The Bank’s capital adequacy ratios as of March 31, 2019 was comfortable and above the
regulatory requirement with the GOI’s capital infusion of ~Rs.8700 Cr and maintained
Risk weighted assets during FY19. The Bank continues to maintain its Capital adequacy
ratios at comfortable levels and above the regulatory requirement. As of June 30, 2019,
CRAR is 12.55% (FY19:12.51%), Tier I is 9.71% (FY19:9.68%) and CET-1 is 9.68%
(FY19: 9.65%)

=> NII and operating profits of the Bank for Q1FY20 have increased over the previous three
quarters with the increase in advances since Q1FY19. NII for Q1FY20: Rs.1530 Cr
(Q4FY19: Rs.1258 Cr, Q3FY19: Rs.1398 Cr, Q2FY19: Rs.1158 Cr) and Operating
Profits for QIFY20: Rs.860 Cr (Q4FY19: Rs.634 Cr, Q3FY19: Rs.769 Cr, Q2FY19:
Rs.534 Cr)

=> The Bank has generated net profits of Rs.128 Cr in Q1FY20 after a huge net loss
amounting to Rs.6581 Cr in Q4FY19 and continuing losses over the past few quarters
The Bank made provisions (excluding taxes) amounting to Rs.732 Cr for Q1FY20 against
higher provisions over the past few quarters.

Credit Risks:

=> As of QIFY20, the Bank’s business remains stagnant at Rs.3.78 lakh Cr (FY19: Rs.3.78
lakh Cr). Deposits decreased by Rs.1259 Cr while advances increased by Rs.1150 Cr
during Q1FY20. The CASA ratio though higher than the peers at 47.9% has decreased
from 49.5% in FY19

=> Cost to income ratio of 56.02% as of Q1FY20 is relatively higher than its amalgamating
bank (Indian Bank @ 44.6%).

=> Asset quality issues remain a concern with Gross NPA of Rs.28,703 Cr and GNPA
@17.43% as of June 30, 2019. However, the Provision Coverage Ratio of 78.58% is
better than the peer PSBs average PCR of 74.05%. During Q1FY20, Slippages amounted
to Rs.2962 Cr which has increased over the past three quarters. The reductions to NPA
during Q1FY20 amounted to Rs.2964 Cr with Write offs of Rs.1992 Cr, cash recovery of
Rs.501 Cr and upgradation of Rs.372 Cr. Fresh slippages or additional provisioning
requirement on account of ageing of the NPAs remains a key monitorable.
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Analytical Approach and Applicable Rating Criteria

For arriving at its ratings, BWR has applied its rating methodology as detailed in the Rating Criteria
detailed below (hyperlinks provided at the end of this rationale).

Rating Sensitivities

The focus post amalgamation in the initial few months is likely to move from credit growth and
investments to achieving synergies between the entities, enable better customer management, effect
branch rationalisation and manpower optimisation;

The Combined entities will have bigger business size, ability to manage costs and improve profitability,
reduce stress on the asset quality and strengthen the capital adequacy. However, the ability of the banks to
stabilise operations and increase focus on business growth and investment within a year shall be
beneficial for these entities, an extension of that time frame shall be a key rating sensitivity

Positive: Amalgamation of Allahabad Bank with Indian Bank is expected to be a credit positive for
Allahabad Bank. However, it can be strongly ascertained on receipt of consolidated financials of these
amalgamating banks.

Negative: Prolongment of amalgamation process and delay in increasing the business growth may lead to
rating action or revision in outlook

Liquidity Position: Adequate

Allahabad Bank has adequate liquidity with the Liquidity Coverage Ratio of 165.14% against the
minimum required of 100%. Bank’s Basel 111 leverage ratio of 4.8% is above the regulatory requirement
of 4.5%. The regulator has revised the regulation on Basel III Leverage ratio, it shall be 4% for Domestic
Systemically Important Banks and 3.5% for other banks, effective from quarter commencing October 01,
2019.

Key Covenants of the facilities rated

Basel III compliant bonds are subject to guidelines/regulations of the Reserve Bank of India (RBI) and as
detailed in term sheet of respective issues. BWR considers them as Highly Complex instruments in terms
of published criteria. Bank has raised Basel III Tier II Bonds of Rs.500 Cr in January 2015 for a period of
10 years (@ coupon of 8.78% payable annually and also raised the Basel III Tier II Bonds of Rs.1000 Cr
in December 2015 for a period of 10 years @ coupon of 8.64% payable annually. The Debenture Trustee
confirms of timely servicing of coupon payments on these instruments.
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Key Financial Indicators (in INR Crs) l
Allahabad Bank Audited |Audited Audited UnAud. UnAud.
Key Parameters — Rs Cr 2017 2018 2019 Q1FY19 | Q1FY20
Total Deposits 201,870 | 213,604 214,335 208,219 213,076
Deposit Growth (in %) 0.61% 5.81% 0.34% 2.33%
Gross Advances 158,103 | 166,436 163,552 156,918 164,702
Loans Growth (%) 0.25% 5.27% -1.73% 4.96%
Total Business 359,973 380,040 377,887 365,137 377,778
Business Growth (%) 0.45% 5.57% -0.57% 3.46%
CASA Ratio % 45.79% | 46.50% 49.49% 45.68% 47.85%
Profitability Ratios (%)
RoE (%) Negative | Negative | Negative -164.64% 7.62%
RoA (%) Negative | Negative | Negative -3.28% 0.22%
NIM (%) 2.54% 2.20% 2.58% 3.18% 2.85%
Net Interest Income (NII) 5287 4732 5511 1704 1530
Non-Interest Income 2644 2693 1700 195 424
Operating Profits 3867 3438 2767 830 860
Provisions (exclg tax) 4180 8836 11898 2774 732
PAT -314 -4674 -8333 -1944 128
Cost to Income Ratio (%) 51.25% | 58.13% 61.63% 56.28% 56.02%
Asset Liability Profile (%)
Loans/Deposit Ratio 79.03% | 77.92% 76.31% 75.36% 77.30%
Gross NPAs to Advances 13.09% 15.96% 17.55% 15.97% 17.43%
Net NPAs to Advances 8.92% 8.04% 5.22% 7.32% 5.71%
Std. Restructured Adv as a % of Gross Adv. 2.94% 0.57% 0.30% 0.73% 0.33%
Gross NPA% + SRA % (Stressed Advances) 16.03% 16.53% 17.85% 16.70% 17.76%
Provision Coverage Ratio 50.11% 62.91% 79.85% 67.81% 78.58%
CRAR (%) 11.45% 8.69% 12.51% 6.88% 12.55%
Tier 1 8.49% 6.69% 9.68% 4.88% 9.71%
CET -1 8.20% 5.57% 9.65% 4.79% 9.68%
AT-1 0.29% 1.12% 0.03% 0.09% 0.03%
Tier 11 2.96% 2.00% 2.83% 2.00% 2.84%
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Book Value (Rs) 157 91 30 71 36
GOl stake (%) 65.92% 64.78% 85.82% 71.81% 92.01%
About the Bank

Background: Allahabad Bank, established in 1865 and nationalized in 1969 is one of the major public
sector banks headquartered at Kolkata, and having a strong presence in North and Eastern parts of India.
The Bank has a large network of delivery channels totalling to 10046 (inclusive of 3229 branches + 792
ATMs + 6025 BCs). The Bank’s 3229 branches are spread across 1205 rural, 759 semi-urban, 647 urban
and 618 metro branches as at the end of June 30, 2019

Management: The Managing Director and Chief Executive Officer post of Allahabad Bank which was
vacant since August 2018 has been occupied by Shri CH. S. S. Mallikarjuna Rao since September 2018.
However, effective from October 01, 2019 the said post has been vacant after after posting of the
incumbent to another Bank. The Bank’s top management responsibilities are shouldered by the two
Executive Directors (ED), Shri K Ramchandran (ED since December 26, 2018) and Shri P R Rajagopal
(ED since March 01, 2019).

Non Co-operation with previous Rating agencies - Not Applicable

Rating History for the last three years (including withdrawn/suspended ratings)

Nsc; Instrttjmen Current Rating Rating History
Type Amount .
(Rs Crs) Rating 30-Mar-2019 26-Sep- 2018 25 Oct 2017
BWR A+
(Credit Watch with
Developing BWR A+ BWR AA
e BWR A+
; B_Ia_liseerllllll Long a0 Implications) (Outlook: (Outlook: Stable) (Credit Watch with
Bonds term Reaffirmed, Stable) D ) P Positive
removed outlook Reaffirmed owngrade Implications)
and placed on
Credit Watch
BWR A+
(Credit Watch with
Developing BWR A+ BWR AA
e BWR A+
) B?.Se' 1) ong Implications) (Outlook: _ (Credit Watch with
ier Il 1000 Reaffi d: (Outlook: Stable) e
Bonds Term eaffirmed; Stable) Bowngrads Positive
removed outlook Reaffirmed Implications)
and placed on
Credit Watch
Total 1500 INR One Thousand Five Hundred Crores Only

Complexity Levels of the Instrument: Highly Complex

For more information, visit www.brickworkratings.com/download/Complexityl.evels.pdf
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Hyperlink/Reference to applicable Criteria
e General Criteria e Banks and Financial Institutions
e Approach to Financial Ratios e Basel IIl Compliant Instruments
e Complexity levels of the Rated Instruments
Analytical Contacts Investor Contacts
Rajat Bahl
Chief Analytical Officer & Head - Financial Sector
Ratings
B :+91 22 2831 1426, +91 22 2831 1439 M : +91 7738875550
rajat.b@brickworkratings.com B : +91 22 6745 6666
investordesk@brickworkratings.com
Hemant Sagare
Senior Manager - Ratings
B :+91 80 4040 9940
Ext: 333
hemant.s@brickworkratings.com
1-860-425-2742
Allahabad Bank
ISIN wise facilities
Annexure-1
Type of Instrument Issue Date A(I;(g:;t Interest Rate | Maturity Date ISIN
Basel III Tier IT Bonds 20-Jan-2015 500 8.78% 20-Jan-2025 INE428A08028
Basel III Tier IT Bonds 21-Dec-2015 1000 8.64% 20-Dec-2025 INE428A08044
Total 1500 INR One Thousand Five Hundred Crores Only
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For print and digital media The Rating Rationale is sent to you for the sole purpose of dissemination through your
print, digital or electronic media. While it may be used by you acknowledging credit to BWR, please do not change
the wordings in the rationale to avoid conveying a meaning different from what was intended by BWR. BWR alone
has the sole right of sharing (both direct and indirect) its rationales for consideration or otherwise through any print
or electronic or digital media.

About Brickwork Ratings :Brickwork Ratings (BWR), a SEBI registered Credit Rating Agency, accredited by RBI
and empaneled by NSIC, offers Bank Loan, NCD, Commercial Paper, MSME ratings and grading services.
NABARD has empaneled Brickwork for MFI and NGO grading. BWR is accredited by IREDA & the Ministry of
New and Renewable Energy (MNRE), Government of India. Brickwork Ratings has Canara Bank, a leading public
sector bank, as its promoter and strategic partner. BWR has its corporate office in Bengaluru and a country-wide
presence with its offices in Ahmedabad, Chandigarh, Chennai, Hyderabad, Kolkata, Mumbai and New Delhi along
with representatives in 150+ locations.

DISCLAIMER Brickwork Ratings (BWR) has assigned the rating based on the information obtained from the
issuer and other reliable sources, which are deemed to be accurate. BWR has taken considerable steps to avoid any
data distortion; however, it does not examine the precision or completeness of the information obtained. And hence,
the information in this report is presented “as is” without any express or implied warranty of any kind. BWR does
not make any representation in respect to the truth or accuracy of any such information. The rating assigned by
BWR should be treated as an opinion rather than a recommendation to buy, sell or hold the rated instrument and
BWR shall not be liable for any losses incurred by users from any use of this report or its contents. BWR has the
right to change, suspend or withdraw the ratings at any time for any reasons
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