IDFC First Bank Ltd — FY 2026 Annual Report Analysis

Annual Report Analysis (Consolidated)

Source: CRORES. All figures  Crores. Pipeline: v5-Gemini — Wila - W3 - W1b+W2+WZ2F (parallel, notes-
injected) - Merge.

Investor Snapshot

# Analytical Point Sentiment

The bank has successfully completed its structural metamorphosis, reducing legacy infrastructure

O
lending to <1% of the total book while establishing a dominant retail franchise.
Consolidated gross revenue momentum remains strong at (48,422 Cr, with the retail segment now 0
contributing a significant 57% to the top line.
Operating leverage remains a primary concern as the Cost-to-Income ratio sits at a high 70.7%, 0
though management points to a lower incremental C:I of 56% as a sign of future efficiency.
Net profit growth was restricted to 9% ( 1,611 Cr) due to elevated interest expenses and high credit 0
costs, with ROE remaining depressed at 3.76% against a 15% long-term target.
Growth is currently not self-funded, evidenced by a 7,619 Cr equity dilution which exceeded the 0
year's total cash flow from operations.
Cash Flow from Operations (CFO) experienced a sharp 52.8% contraction to 6,817 Cr, as aggressive 0
loan book expansion of 52,866 Cr consumed internal liquidity.
Capital expenditure remains adequately covered by CFO, supporting the bank's digital dominance, 0
including a 40% market share in FASTag issuer value.
Earnings quality is weakened by non-cash accounting adjustments, such as changes in vehicle 0
useful life, and a declining CFO/PAT ratio now at 4.23x.
Governance is characterized by high transparency and strong management alignment, with the MD 0
forgoing pay increments despite a 9/10 governance score.
A significant 645.59 Cr fraud at the Chandigarh branch due to internal control circumvention 0
highlights a critical operational risk and "human risk" blind spot.
The liability moat is robust, with retail deposits constituting 79% of total deposits, demonstrating 0

brand resilience and liquidity stability during operational crises.

Investment View: ACCUMULATE based on the retail franchise strength; monitor for C:l ratio
convergence toward 55% and stabilization of retail credit costs.

1. BUSINESS OVERVIEW (In Bullet Points)

* Business Segments: The bank has successfully pivoted into a "Universal Bank" model, with Retail Banking
now the dominant segment (57% of gross revenue), followed by Treasury (30%) and Corporate/Wholesale
Banking (12%).

* Revenue Drivers: Growth is primarily driven by granular retail lending and a growing Liability Franchise.
Other Income is increasingly supported by fee diversification, including [894.21 Cr in insurance
commissions.



* Cost Drivers: Key drivers include high Interest Expenses ([19,333 Cr), Employee Costs (18.95% of
revenue), and Collection Activity Expenses ([1,903 Cr). A significant one-time cost driver in FY26 was the
[645.59 Cr fraud loss.

¢ Industry Position: The bank maintains a dominant position in Toll & Transit (FASTag) with 18M active tags
(40% market share) and has achieved "Universal Bank" status with a presence in government banking and
tax collections (13,321 Cr collected).

» Expansion Plans: The bank continues to build "Amazon-style" infrastructure, currently operating 1,147
branches and 1.1M sq. ft. of green offices, aiming to scale the loan book against this fixed cost base.

* Acquisitions & Mergers: Completed the merger with IDFC Ltd, utilizing a "pooling of interest" method that
involved an [8,796.38 Cr adjustment against Securities Premium to neutralize the impact.

* Segment Performance: Retail Banking liabilities ({234,331 Cr) now fully cover retail assets ([233,311 Cr),
creating a self-sustaining retail flywheel. Infrastructure lending has been reduced to <1% of the total book.

» Geographical Presence: While maintaining a national footprint, the bank is shifting toward centralized
oversight for branch authorizations following operational lapses in the Chandigarh branch.

2. MANAGEMENT COMMENTARY & OUTLOOK

* Management is aggressively defending the high Cost-to-Income (C:l) ratio of 70.7% by highlighting an
"Incremental C:I1" metric of 56%, suggesting that new business is significantly more efficient than the legacy
base.

* The strategy focuses on a "J-Curve" profitability thesis, where the massive investment in retail
infrastructure and technology is expected to yield explosive ROE expansion as the loan book scales.

* Management has pivoted the brand narrative toward "Moral Conduct" and "Ethical Banking," evidenced
by the immediate [646 Cr compensation to government departments following the Chandigarh fraud,
prioritizing reputation over legal shielding.

» The bank is targeting the Affluent/HNI segment through premium products like the "Gaj" metal credit card
and "Diamond Reserve" accounts to protect margins and offset high retail deposit costs.

» Growth guidance remains focused on a 20% increase in funded assets, with a specific shift away from the
high-yield but stressed MFI book (reduced from 4.0% to 2.3% of assets) toward MSME and "New Economy"
startup lending.

» Management expects ROE to hit 15%+ in the long term, despite the current 3.76% level which was
depressed by fraud-related provisions and high credit costs.

» The bank is deepening its Digital & Tech integration, viewing FASTag as a "top of funnel" entry point for
commercial vehicle lending and utilizing Al/ML for mule detection and MSME underwriting.

» Management Tone: Contrite but Confident. The narrative has shifted from the "Growth at all costs" of
previous years to "Resilience and Moral Conduct" in FY26. The MD & CEQ's decision to forgo his increment
and the bank's transparent disclosure of the "entire funnel" of asset quality (0-90 DPD) reflect a culture of
extreme ownership and high transparency, though execution risk regarding the C:I ratio convergence remains
the primary hurdle.

3. FINANCIAL ANALYSIS

3.1 Financial Statements

Source: Screener.in — all monetary values in  Crores. Use these numbers directly.



P&L Statement ((JCrores)

Line Item Mar 2026 Mar 2025
Revenue - 40,549.00 36,502.00
Sales Growth % 11.09 20.37
Interest 19,333.00 17,208.00
Expenses - 27,282.00 23,571.00
Manufacturing Cost % 0.00 0.65
Employee Cost % 18.95 17.83
Other Cost % 48.33 46.10
Financing Profit -6,067.00 -4,277.00
Financing Margin % -15.00 -12.00
Other Income - 7,874.00 6,977.00
Exceptional items 0.00 11.00
Other income normal 7,874.00 6,966.00
Depreciation 0.00 836.00
Profit before tax 1,807.00 1,864.00
Tax % 11.00 20.00
Net Profit - 1,611.00 1,490.00
Profit from Associates 0.00 0.00
Exceptional items AT 0.00 8.00
Profit excl Excep 1,611.00 1,482.00
Profit for PE 1,611.00 1,482.00
Profit for EPS 1,611.00 1,490.00
Profit Growth % 9.00 -50.00
EPSinRs 1.87 2.04

Dividend Payout % 13.00 12.00



Balance Sheet ((ICrores)

Line Item Mar 2026 Mar 2025
Equity Capital 8,602.00 7,322.00
Reserves 38,514.00 30,834.00
Deposits 294,312.00 252,010.00
Borrowing 36,633.00 38,984.00
Other Liabilities - 21,714.00 14,759.00
Trade Payables 0.00 1,399.00
Other liability items 21,714.00 13,360.00
Total Liabilities 399,775.00 343,909.00
Fixed Assets - 2,626.00 2,802.00
Building 0.00 29.37
Other fixed assets 0.00 6,059.85
Gross Block 0.00 6,089.22
Accumulated Depreciation 0.00 3,287.02
CWIP 0.00 74.00
Investments 85,646.00 80,505.00
Other Assets - 311,503.00 260,528.00
Cash Equivalents 11,311.00 13,261.00
Loans n Advances 280,391.00 543.00
Other asset items 19,801.00 246,723.00

Total Assets 399,775.00 343,909.00



Cash Flow Statement (CICrores)

Line Item Mar 2026 Mar 2025
Cash from Operating Activity - 6,817.00 14,465.00
Profit from operations 8,516.00 8,436.00
Inventory 0.00 0.00
Loans Advances -52,866.00 -43,820.00
Operating investments 8,322.00 -2,636.00
Operating Deposits 42,302.00 51,440.00
Other WC items 796.00 1,247.00
Working capital changes -1,445.00 6,231.00
Direct taxes -254.00 -201.00
Cash from Investing Activity - -14,143.00 -3,174.00
Fixed assets purchased -777.00 -919.00
Fixed assets sold 28.00 33.00
Investments purchased -13,394.00 -2,592.00
Acquisition of companies 0.00 0.00
Other investing items 0.00 304.00
Cash from Financing Activity - 4,972.00 -8,673.00
Proceeds from shares 7,619.00 3,279.00
Proceeds from debentures 0.00 0.00
Proceeds from borrowings 0.00 0.00
Repayment of borrowings -2,351.00 -11,952.00
Dividends paid -296.00 0.00
Other financing items 0.00 0.00
Net Cash Flow -2,355.00 2,618.00
Free Cash Flow 6,067.00 13,579.00
CFO/OP 53.00 113.00

3.2 Financial Analysis Summary

* Revenue grew by 11.09% to [40,549.00 Cr, primarily driven by the Retail Banking segment which now
contributes 57.01% of gross revenue ([53,883.40 Cr), signaling a successful strategic shift toward granular
lending, though Net Profit growth was constrained to 9.00% ([1,611.00 Cr) due to a sharp rise in Interest
expenses to [19,333.00 Cr.

» The bank's Financing Margin % compressed from -12.00% to -15.00%, reflecting higher funding costs as
Deposits surged to [294,312.00 Cr on the Balance Sheet, while Other Income of [7,874.00 Cr—bolstered
by [894.21 Cr in insurance commissions—acted as a critical buffer for Profit before tax.

* Employee Cost % rose to 18.95% of Revenue, influenced by a [93.01 Cr incremental past service cost for
gratuity linked to new labor codes, while Other Cost % spiked to 48.33% due to a [645.59 Cr fraud loss at a
Chandigarh branch and a 24.68% increase in Collection Activity Expenses to [1,903.00 Cr.



» Cash from Operating Activity (CFO) decreased significantly to (6,817.00 Cr from [14,465.00 Cr, as the
cash outflow for Loans Advances ([52,866.00 Cr) outpaced the inflow from Operating Deposits
(C42,302.00 Cr), resulting in a CFOIPAT ratio of 4.23x, indicating that while earnings are accounting-positive,
rapid credit expansion is consuming liquidity.

» Loans n Advances on the Balance Sheet reached [280,391.00 Cr, supported by a conservative Revenue
recognition policy that recognizes interest on NPAs only upon realization, while Provision on NPAs was
increased to [5,766.40 Cr to address the seasoning of the retail portfolio.

* Net Worth increased as Equity Capital rose to [8,602.00 Cr and Reserves to [88,514.00 Cr, aided by
(7,619.00 Cr in Proceeds from shares under Financing Activity, which helped offset the [8,796.38 Cr
debit to the Merger Adjustment Account that was wiped against Securities Premium to neutralize the IDFC Ltd
merger impact.

* Fixed Assets declined slightly to [2,626.00 Cr despite [777.00 Cr in Capex for software and infrastructure,
as Depreciation and high technological obsolescence ([401.68 Cr software amortization) reduced the net
block, while a change in vehicle useful life from 4 to 5 years provided a minor non-cash boost to Net Profit.

« The bank maintains significant off-balance sheet commitments with Total Future Lease Rentals of [2,874.00
Cr and has sought enabling approval to raise [12,500.00 Cr in debt securities to support a Total Assets base
that has expanded to [899,775.00 Cr.

« EPS moderated to [1.87 from [2.04 due to the enlarged equity base, while Dividend Payout % remained
stable at 13.00% ([296.00 Cr total payment), reflecting a balance between rewarding shareholders and
retaining capital for a business that is not yet fully self-funding its credit growth from internal accruals.

e The bank has achieved a self-sustaining retail flywheel where Retail Banking liabilities ((234,331.02 Cr) now
fully cover retail assets ([(233,311.47 Cr), creating a stable structural foundation despite legacy risks like the
[646.15 Cr in fully-provided associate exposures.

» Other Assets were impacted by Application Software (Net Block) of (975.48 Cr, which saw a net decrease
despite additions due to high amortization, and Deferred Tax Assets (Net) of [1,014.55 Cr, which increased
due to loan loss provisions; the realization of these assets depends on future profitability.

» Other Expenses were significantly distorted by the [645.59 Cr fraud loss dumped into Schedule 16, which
increased the operating expense ratio and masked underlying efficiency gains in areas like sales agent
commissions (which decreased by [502.30 Cr).

» The dominant financial theme of the year is the successful scaling of a retail-funded lending model and
robust liability growth, which was overshadowed by a significant operational control failure (fraud)
and high credit-servicing costs, necessitating heavy reliance on external equity dilution to maintain
capital adequacy.

3.3 Contingent Liabilities & Commitments

- Litigation & Tax Disputes: Taxation matters are currently under appeal; while not fully quantified, they
represent potential future cash outflows. Claims against the Group not acknowledged as debt are disclosed.

» Guarantees & Obligations: The bank has issued guarantees on behalf of constituents and has obligations
related to acceptances and endorsements.

* Capital Commitments: Total Future Lease Rentals stand at [2,874.00 Cr, representing significant off-
balance sheet fixed obligations for branch and ATM premises.

- Derivative Exposure: Large gross notional principals in forward exchange and derivative contracts exist,
carrying counterparty credit risk despite offsetting positions.



3.9 Earnings Quality & Forensic Checks



# Check

12

PAT vs CFO
trend

Receivables &
channel-stuffing
signal

Revenue timing

Revenue from
related parties %

Inventory vs
revenue growth

Inventory
valuation method
change

Exceptional items
in operating profit

Depreciation rate
vs useful life

policy

Provision
reversals
boosting PAT

Tax rate
consistency +
cash tax vs P&L
tax

CWIP age and
stalling projects

Deferred tax
asset recognition
adequacy

Impact

Profit | — earnings overstate
cash; CFO fell 52.8% to (6,817
Cr vs PAT growth.

Revenue t — credit growth
outpaces revenue; loans rose
[280,391 Cr vs [40,549 Cr
revenue.

Neutral — conservative
recognition; interest on NPAs
recognized only upon
realization, preventing inflation.

Neutral — minimal P&L impact;
related party transactions
primarily involve management
remuneration and associates.

Neutral — not applicable; bank
holds zero inventory as a
financial services entity.

Neutral — not applicable; no
inventory held, thus no
valuation method or changes.

Profit | — non-recurring fraud
loss; [645.59 Cr Chandigarh
branch fraud hit operating
expenses.

Profit 1 — policy change;
vehicle useful life increased to
5 years reduces depreciation.

Profit 1 — reserve
strengthening; [133.91 Cr
corporate provision reversed
directly to General Reserve.

Profit 1 — lower effective tax;
tax rate dropped to 11% from
20% YoY.

Neutral — minimal exposure;
CWIP reduced to zero from
74 Crin FY25.

Profit 1 — DTA growth;
[1,014.55 Cr DTA recognized
based on future profit
expectations.

Status

O

0

Evidence

PAT 1,611 Cr vs CFO
(6,817 Cr (FY26); CFO
dropped from (14,465
Cr (FY25).

Loans & Advances
280,391 Cr; Revenue
(40,549 Cr; Inventory
(0.

Interest income
(19,333 Cr; Total
Revenue [40,549 Cr.

MD & CEO
Remuneration [5.59 Cr;
ED Remuneration
[6.29 Cr.

Inventory [0.00 in FY26
and FY25.

Inventory [0.00;
Manufacturing cost 0%.

Fraud loss [645.59 Cr;
Other Expenditure
Schedule 16.

Depreciation [0.00
(P&L) vs 836 Cr
(FY25); Software
depreciation [(401.68
Cr.

Provision on NPAs
[5,766.40 Cr; Reserve
transfer [133.91 Cr.

P&L Tax 11%; Current
Tax Provision [B32.56
Cr; Direct Tax paid
(254 Cr.

CWIP [0.00 (Mar 2026)
vs [74.00 (Mar 2025).

DTA (Net) [1,014.55
Cr; Loan loss
provisions [1,183.19
Cr.

Notes Detail

CFO/OP ratio declined from
113% to 53% due to high loan
growth (p.372).

Banking sector: Receivables
are loans; growth reflects
retail expansion, not typical
channel stuffing.

Note 17.03: Interest on NPAs
and stressed assets
recognized on cash basis
(p.346).

Note 18.07: Remuneration
and dividends to KMPs are
the primary related party flows
(p.364).

Financial services sector
standard; no physical goods
inventory to manipulate
(Balance Sheet).

No inventory-related
accounting policies reported in
Note 17 (p.343).

Note 18.13(c): Unauthorized
branch activities resulted in
direct expense, impacting
bottom line (p.370).

Note 17.07: Reassessment of
vehicle life from 4 to 5 years
provides minor boost (p.350).

Note 18.01: Provision reversal
not routed through P&L but
strengthens balance sheet
equity (p.355).

Note 18.14: Taxation matters
under appeal; DTA increased
to [1,014.55 Cr (p.360).

Fixed Assets Note:
Capitalization of assets
completed; no evidence of
stalled projects (Balance
Sheet).

Note 18.01: DTA value
depends on ability to generate
future taxable profits (p.360).



# Check Impact Status Evidence Notes Detail

Note 18.07: Legacy exposures

Neutral — legacy risk; [646.15 Loans/Investments in . . .
RPT quantum . . to Millennium City and Jetpur
Cr associate exposure fully O Associates [646.15 Cr
and trend . ) ] . Somnath Tollways carry zero
provided/written off previously. (Fully Provided).
book value (p.364).
) . Payout remains conservative;
. . Neutral — sustainable payout; Dividend Payout 13%; . . .
Dividend paid vs . . . FCF remains positive despite
[296 Cr dividend well-covered O Dividends paid (296 Cr; ) .
FCF adequacy high retail loan growth (Cash
by 6,067 Cr Free Cash Flow. FCF (6,067 Cr.
Flow).
Profit 1 — merger costs Pooling of interest method
Merger bypassed P&L; [8,796.38 Cr Merger Adjustment allowed the bank to absorb
15 Accounting debited to Merger Adjustment O Account [8,796.38 Cr merger premium without
Impact Account and wiped against (Note 18.01). impacting P&L or historical
Securities Premium. ROE (p.355).
Profit 1 — aggressive software Software Additions Aggressive capitalization
16 Expense capitalization; [269.21 Cr in 0 [269.21 Cr; supports current PAT but
Capitalization software capitalized despite Amortization [401.68 creates a continuous
high obsolescence. Cr. depreciation drag (p.367).
KPMG forensic report
Profit + — operational risk; confirmed collusion to
Internal Control ) Fraud loss [645.59 Cr .
. collusion-based fraud at ad circumvent maker-checker
Failure . (Note 18.13c).
Chandigarh branch. controls; suggests "Human

Risk" blind spot (p.370).

4. MANAGEMENT & GOVERNANCE

A. Auditor Report & Key Audit Matters

 Audit Opinion Type: Unqualified. The Joint Statutory Auditors (M.P. Chitale & Co. and Walker Chandiok &
Co LLP) state the financial statements give a true and fair view.

* KAM 1: Fraud Incident at Chandigarh Branch: Auditors highlighted a serious fraud involving collusion
between employees, customers, and third parties resulting in a loss of (645.59 Cr. Management responded
by paying the principal to the affected government department and commissioning a forensic review by
KPMG.

* KAM 2: Reliance on Segment Reporting Systems: Auditors explicitly noted reliance on the Bank's internal
transfer pricing policy and ALCO-approved systems for segment revenue and expense allocation. This
indicates a high degree of management judgment in determining the profitability of Retail vs. Treasury units.

* KAM 3: Amalgamation Accounting Uniformity: Post-merger of IDFC Ltd, auditors focused on adjustments
made to ensure accounting policy uniformity, specifically a [12.07 Cr debit to the Merger Adjustment Account.

» Going Concern: No material uncertainty regarding going concern was noted.



B. Related Party Transactions

Party Relationship  Nature Amount (Cr) Concern

MD & CEO KMP Remuneration 5.59 Cr Neutral; stable YoY

Executive Director KMP Remuneration 6.29 Cr Aggressive; 84.46% YoY increase
MD & CEO KMP Dividend Paid 1.66 Cr Neutral; first-time payout
Millennium City Expressways  Associate Legacy Loan 295.07 Cr Risk; fully provided/written off
Jetpur Somnath Tollways Associate Legacy Investment  351.08 Cr Risk; valued at Re. 1 per RBI

* RPT Risk Checks:
> % of Revenue: 0.01% (Clean [)
> % of CFO: 0.17% (Clean [)
* Merge Note: While operational RPTs are minimal, the 84.46% spike in Executive Director remuneration

(attributed to deferred variable pay) and the continued presence of [646.15 Cr in fully-provided legacy
associate exposures require ongoing investor vigilance.

C. Shareholding

* Promoter Pledge: 0.00% of total shareholding.

* Equity Dilution: The bank raised [7,619.00 Cr via share issuance this year, significantly expanding the
equity base.

D. Board Composition + KMP Compensation

* Total Directors: 11 | Independent %: 73.00% | Women Directors: 18.00% (2 of 11).
* KMP Compensation:

o V. Vaidyanathan (MD & CEO): [5.59 Cr (0.72% YoY growth). Voluntarily forwent increment and cash
variable pay. Holds 67,167,414 shares.

- Pradeep Natarajan (ED): [6.29 Cr (84.46% YoY growth). Growth significantly outpaced the 0.95%
Operating Profit growth; attributed to deferred variable pay.

> Family Correlation: No compensations within the same family were identified.

F. Capital Allocation & Capex

Action FY Current (Cr) FY Prior (Cr) % of CFO Signal
Dividends Paid 296.00 Cr 0.00 Cr 4.34% Positive
Capex (Fixed Assets) 777.00 Cr 919.00 Cr 11.40% Concern
Equity Issuance 7,619.00 Cr 3,279.00 Cr 111.76% Deterioration
Provision on NPAs 5,766.40 Cr 5,299.72 Cr 84.59% Risk

» CFO Coverage of Capex: High. CFO ([6,817.00 Cr) covers Fixed Asset purchases ([¥77.00 Cr) by 8.77x.
» Nature of Capex: Primarily intangible. The bank capitalized [269.21 Cr in software, though the net block
decreased due to high amortization ((401.68 Cr), signaling rapid tech obsolescence.

» Deployment Efficiency: The bank is self-funding physical/digital capex through CFO, but heavy reliance on
equity dilution ({7,619 Cr) to maintain capital adequacy amid high credit provisions limits ROE expansion.



H. Risks

* Internal Control Failure (Operational): Collusion-based fraud at Chandigarh branch. Impact: [645.59 Cr
direct hit to P&L; potential for further regulatory penalties. (Severity: [JHigh)

» Asset Quality Seasoning (Credit): Provisions on NPAs increased to [5,766.40 Cr. Impact: Erosion of
bottom-line profitability; credit costs remaining structurally high at 84% of CFO. (Severity: [JHigh)

» Microfinance Stress (Sectoral): Industry-wide headwinds leading to book contraction. Impact: Reduced
interest income; MFI exposure declined to 2.3% of assets. (Severity: [DMedium)

» Tech Obsolescence (Operational): High software amortization ([(401.68 Cr). Impact: Continuous need for
high tech-spend to maintain competitive edge. (Severity: OMedium)

* Regulatory Cost Spike (Compliance): Incremental past service cost for gratuity. Impact: [93.01 Cr one-
time hit; structural increase in future liabilities. (Severity: OLow)

« Derivative Counterparty Risk (Market): Large gross notional principals. Impact: Potential for sudden
liquidity strain if counterparty defaults occur. (Severity: [IMedium)

5. SCORECARD & VERDICT

Part A: Scorecard

Dimension Key Evidence One-line Rationale
. ) Retail liabilities cover retail Strong retail franchise and liability moat
Business Quality 4 - . . ;
assets; 79% retail deposits. established.
. . CFO fell 52.8%; Equity dilution Growth is dependent on external capital
Financial Health 3 ! .
of (7,619 Cr. rather than internal accruals.
. . [645.59 Cr fraud; CFO/PAT Operational lapses and non-cash accounting
Earnings Quality 2 ! . . . .
ratio declined to 4.23x. boosts (useful life change) weaken quality.

MD forwent pay; 73% .
Management & High transparency and "Moral AAA" stance
4 - Independent Board; Clean

Governance offset by internal control failure.
RPTs.

) ) ROCE/ROE depressed . .
Capital Allocation & Infrastructure is ready, but earnings

. - 3 - (3.76%); Capex covered by o .
Earnings Visibility CFO conversion is delayed by credit costs.

BUSINESS POSITIVES (for this company this year) * [ILiability Moat: Retail deposits now constitute 79% of
total customer deposits, surviving a major fraud incident without a liquidity crisis. * [JStrategic Pivot:
Infrastructure lending reduced to <1% of the book, successfully completing the "Infrastructure-to-Retail"
metamorphosis. * JRevenue Momentum: Gross revenue grew to [48,422 Cr (consolidated), driven by a 57%
contribution from the Retail segment. * [IDigital Dominance: Maintained a 40% market share in FASTag issuer
value with 18M active tags. * [IManagement Alignment: MD & CEO holds 67.1M shares and voluntarily
forwent his FY26 increment and variable pay.

BUSINESS NEGATIVES /| CONCERNS (for this company this year) * [lOperational Failure: A [645.59 Cr
fraud loss at the Chandigarh branch due to internal collusion and control circumvention. * [JCash Flow
Compression: CFO dropped by 52.8% to [6,817 Cr, with the CFO/Operating Profit ratio falling from 113% to
53%. * [High Credit Costs: Provisions on NPAs remained high at [5,766.40 Cr, representing 84% of the year's
CFO. * Equity Dilution: Raised [7,619 Cr in external equity, exceeding the total CFO for the year to fund
growth and buffers. * [JProfitability Lag: ROE remains depressed at 3.76%, far below the management's long-
term target of 15%-+.



OVERALL SCORECARD SUMMARY IDFC FIRST Bank has successfully built a robust retail liability franchise
that demonstrates significant resilience, even in the face of operational crises. However, earnings quality is
currently hampered by a major internal control failure (Chandigarh fraud) and structurally high credit costs as the
retail book seasons. While governance transparency and management alignment are exemplary, the bank
remains in a "Financial Work-in-Progress" state, relying heavily on external equity dilution to fund its aggressive
balance sheet expansion. The trajectory is stable but requires a sharp improvement in operating leverage (C:I
ratio) to validate the "J-Curve" thesis.

Part B: Governance Check Matrix

# Check Status Evidence
L Unqualified opinion by Joint Auditors
1 Audit opinion clean? O
(p.128).
2 Promoter pledge = 0? O 0.00% promoter pledge.
Total KMP Rem. [11.88 Cris ~0.7% of
3 KMP pay < 5% of PAT? O
PAT.
RPT quantum < 5% of
4 O RPTs are 0.01% of revenue.
revenue?
5 Board > 50% independent? O 73% Independent (8 of 11 directors).
6 At least 1 woman director? O 2 women directors (18%).

No statutory dues .
7 . O No material defaults reported.
outstanding?

[645.59 Cr fraud reported at Chandigarh
8 No fraud reported? O

branch.
9 Audit trail enabled? O Confirmed in auditor's report.
. Joint auditors in place as per regulatory
10 Frequent Auditor change O

norms.

Final line: "Total: 9/10 [0— Governance
Rating: 4"

Part C: Investor Verdict

THESIS: A high-growth retail banking franchise with a proven liability moat, currently transitioning through a
high-cost "J-curve" phase exacerbated by operational lapses. OVERALL STANCE: ACCUMULATE
RATIONALE: The retail deposit stickiness and successful pivot away from infrastructure lending provide a long-
term structural advantage that outweighs the one-time fraud hit. RE-EVALUATE WHEN: Cost-to-Income (C:I)
ratio fails to drop below 65% by FY27 or if another branch-level fraud >[100 Cr occurs. BULL CASE: C:l ratio
converges to 55% as loan book scales, driving ROE toward 14-15% within 24 months. BEAR CASE: Unsecured
retail slippages accelerate, keeping credit costs >[6,000 Cr and necessitating further dilutive equity raises. KEY
MONITORABLE: Incremental Cost-to-Income Ratio: 56% - Watch for trend toward 50%.



7. YEAR-OVER-YEAR ANALYSIS

7.1 Changes

Metric /| Theme

Capital
Funding
Source

Margin
Trajectory

Operational
Risk Profile

Management
Tone

Working
Capital
Anomalies

Accounting
Levers

Summary A Status

Growth funded by internal
accruals and [25.6%
deposit growth; CFO at
(14,465 Cr.

Financing Margin at
-12.00%.

Focused on credit-related
MFI stress and rising
collection costs (38.9%
growth).

"Extreme Ownership"
regarding MFI slippage and
asset quality cleanup.

CFO/PAT ratio at 9.71x;
high liquidity cushion from
deposits.

Aggressive software
capitalization ((434 Cr) vs
conservative small-asset
write-offs.

7.2 Persistent Patterns

Summary B Status

Growth dependent on [7,619
Cr external equity issuance;
CFO halved to 6,817 Cr.

Financing Margin compressed
further to -15.00%.

Dominated by a [645.59 Cr
internal fraud loss due to
collusion and control

circumvention.

Pivot to "Moral Conduct,"
"Ethical Banking," and non-
standard "Incremental C:I"

metrics.

CFO/PAT ratio collapsed to
4.23x; loan advances
(062,866 Cr) outpaced deposit

inflows.

Change in vehicle useful life
(4 to 5 years) and provision
reversals to General Reserve.

Forensic Takeaway

The bank has shifted from a self-sustaining
liquidity model to a heavy reliance on
dilutive external capital to fund expansion
and absorb operational shocks.

Spreads are in a downward spiral as the
rising cost of funds and credit servicing
continue to outpace the yields generated by
the retail book.

The primary risk has evolved from external
sectoral credit headwinds to significant
internal systemic vulnerabilities and "human
risk" blind spots.

Leadership is increasingly utilizing
qualitative "moral" branding and forward-
looking efficiency ratios to distract from the
current failure to deliver ROE expansion.

The bank’s cash flow engine is stalling as
rapid credit expansion and operational
losses consume the liquidity previously
provided by the retail deposit moat.

Management is employing a rotating set of

accounting adjustments and policy changes
to provide non-cash supports to the bottom

line.

» CFO consistently remains significantly higher than PAT, suggesting the bank's underlying cash

generation is more resilient than its volatile, provision-heavy earnings.

» Aggressive software capitalization continues to be used as a recurring accounting lever to defer

technology costs and artificially support current-period margins.

« Structurally high Cost-to-Income (C:I) ratio (consistently >70%) remains the primary barrier to achieving
the bank's stated "J-Curve" profitability thesis.

* Negative financing margins persist across both periods, highlighting a fundamental inability to generate
positive spreads after accounting for credit costs.

* Exemplary governance transparency remains a core trait, evidenced by clean audit opinions, high board

independence, and proactive disclosure of operational failures.

* The retail-led liability transformation is a sustained success, with retail deposits consistently forming the

vast majority of the bank's funding base.

* High credit-servicing intensity is a recurring theme, with collection costs and provisions consistently

consuming a disproportionate share of operating cash flow.
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