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Axis Bank (AXSB IN)

Rating: BUY | CMP: Rs750 | TP: Rs975

Citibank deal: Good cross sell opportunities but
customer retention a key

Quick Pointers:

"  Axis Bank to acquire Citibank’s consumer businesses for a total consideration
of Rs123bn with an equity requirement of Rs34.5bn; hence the implied equity
value is Rs158bn.

" Axis will acquire deposits of Rs502bn, assets of Rs274bn (of which Rs89bn is
credit card portfolio) and remaining in form of liquid assets.

The much awaited Axis-Citi deal was announced with Axis acquiring
Citibank’s consumer businesses for Rs123bn which would be self-funded.
Deposits/assets to be purchased will be Rs502bn/274bn with credit card
portfolio of Rs89bn. Rationale for the deal is (i) building a premium base of
customers and increasing granularity (ii) Citi’s portfolio would complement
that of Axis as both entities have a different customer profile and (iii) it
provides good cross sell opportunities to Axis which would eventually lead
to synergies. In our view, the deal is positive for Axis Bank in the medium
term, however the key is customer retention. With systemic asset quality risk
receding and credit growth prospects improving, Axis could be one of the
main beneficiaries. We raise the multiple/TP to 2.3x/Rs975 as we roll forward
to FY24E ABV. Upgrade to ‘BUY’ from Accumulate.

® Contours of the transaction: While deposits/assets to the tune of
Rs502bn/274bn would be transferred, difference will arise in form of liquid
assets implying that transaction would be balance sheet neutral. The deal is
expected to close within 9-12 months i.e. Q4FY23 by when assets, liabilities,
customers and employees will be transferred post which transition servicing
might extend by additional 18 months to Q2FY25. Purchase consideration is
likely to be self-funded and would be paid at the time of closing. However in
case there is customer attrition leading to portfolio rundown, the purchase price
would be reduced accordingly.

" Implications of the deal: Transfer of assets at closing would entail a capital
charge of ~230bps which would be offset by profits accrued for Axis in FY23.
On a going concern basis, PAT for consumer business in CY20 was Rs8.4bn.
However during transitory period (i.e. post-closing), estimated integration costs
may be ~Rs15bn spread across 2 years comprising of: 1) charges for Citi’s
services to the tune of Rs12bn and 2) additional cost of 3bn by Axis. Hence
post closure normalised profits would be offset by integration costs. After
integration, management expects cost optimization of 30-40% led by leverage
benefits from Axis Channels and its technology. Hence RoA accretion might
be possible from H2FY25 and RoA could range from 1.5-2.0%.

® Likely synergies in the near term: Citi’s retail loan book stood at Rs274bn,
while that of Axis is Rs3675bn. As at Dec’21, retail share of Axis would enhance
by 1.5-2% to ~57%. Citi's deposit are Rs.502bn of which CASA is 81%, which
implies Axis’s CASA may also improve by ~200bps. As per RBI (Jan’22), Axis
Bank’s cards in force share stood at 11.9% (8.4mn) while Citi's was 3.6%
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(2.6mn) and the combined share would be ~15.5% (being the 4th largest player
in credit cards). While HDFCB would continue to be the front runner with 23%
share in Cards, followed by SBI (19%) and ICICI (18%). Citi’'s spend market
share is 3.6%, while Axis Bank’s is 8.4%, taking the combined share to ~13%
(as of Jan’22) maintaining its 4th position. Axis could also cross sell its various
products which would eventually be RoA accretive.

" Valuation and view: The deal is structurally positive given the cross sell
potential however post closure it could be PAT neutral owing to likely
integration costs. Hence we do not see a material change in FY23/24
profitability. Customer retention is the key for benefits to accrue earlier. Axis
could be a beneficiary of upcoming growth cycle, as asset quality risk has
receded. Discount to ICICI should narrow and hence rolling forward to FY24E
ABV, we raise multiple from 2.1x to 2.3x increasing the TP from Rs860 to
Rs975. Upgrade from Accumulate to ‘Buy’.

Exhibit 1: We tweak our NI, loan growth & credit cost assumptions

Earning Estimate Change Earlier Revised % Change

(Rs mn) FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Net interest income 3,32,740  3,92,755 4,49,254  3,34,624  3,85,199 4,59,095 0.6 1.9) 2.2
Operating profit 2,88,031 340,443 3,84538 254,476 290,332  3,44,496 (11.6) (14.7) (10.4)
Net profit 1,16,646 1,64,319 2,04,939 1,28,664 1,52,285 1,87,808 10.3 (7.3) (8.4)
Loan Growth (%) 10.0 12.0 13.0 135 18.0 14.0 35 6.0 1.0
Credit Cost (bps) 180.0 150.0 120.0 101.4 95.0 90.0 (78.6) (55.0) (30.0)
EPS (Rs) 38.1 53.6 66.9 42.0 49.6 61.2 10.2 (7.4) (8.5)
ABVPS (Rs) 340.5 386.6 441.4 348.9 385.9 432.8 2.5 (0.2) (1.9)
Price target (Rs) 860 975 135
Recommendation ACCUMULATE BUY

Source: Company, PL

Exhibit 2: We revise our TP to Rs975 (from Rs860) based on 2.3x Mar-24 ABV

(rolled over from Sep-23)

PT calculation and upside

Terminal growth 5.0%
Market risk premium 7.0%
Risk-free rate 6.3%
Adjusted beta 1.08
Cost of equity 13.6%
Fair price - P/ABV 975
Target P/ABV 2.3
Target P/E 15.9
Current price, Rs 749
Upside (%) 30%
Dividend yield (%) 1%
Total return (%) 31%
Source: Company, PL
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Exhibit 3: AXSB’s one year forward P/ABV trends
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Axis Bank
Income Statement (Rs. m) Quarterly Financials (Rs. m)
Y/e Mar FY21 FY22E FY23E FY24E Y/e Mar Q4FY21 Q1FY22 Q2FY22 Q3FY22
Int. Earned from Adv. 4,79,189 4,96,037 5,98,017 7,23,996 Interest Income 155,452 160,035 163,360 1,72,611
Int. Earned from invt. 1,25,582 1,53,864 1,91,315 2,22,588 Interest Expenses 79,902 82,432 84,357 86,086
Others 31,682 32,441 22,754 20,859 Net Interest Income 75,550 77,603 79,003 86,525
Total Interest Income 6,36,453 6,82,342 8,12,086 9,67,444 YoY growth (%) 11.0 11.1 7.8 17.4
Interest Expenses 3,44,062 3,47,718  4,26,888 5,08,349 CEB 33,760 26,680 32,310 33,440
Net Interest Income 2,92,391  3,34,624 3,85199 4,559,095  Treasury - - - -
Growth(%) 8.2 111 135 16.4  Non Interest Income 46,683 35,882 37,984 38,404
Non Interest Income 1,48,380 1,55,058 1,70,563 1,87,620 Total Income 2,02,135 195916 2,01,344 2,11,015
Net Total Income 4,40,772 4,89,682 5,55,762 6,46,715 Employee Expenses 16,676 18,519 19,355 19,386
Growth(%) 0.4 6.7 17.3 17.5  Other expenses 36,910 30,805 38,350 43,928
Employee Expenses 61,640 77,420 88,259 1,01,498 Operating Expenses 53,586 49,324 57,705 63,314
Other Expenses 1,12,630 1,47,545 1,66,726 1,90,068 Operating Profit 68,647 64,160 59,282 61,615
Operating Expenses 1,83,752 2,35205 2,65430 3,02,219 YoY growth (%) 17.3 9.8 (14.1) 11
Operating Profit 2,57,020 2,54,476  2,90,332 3,44,496 Core Operating Profits 60,757 59,170 54,552 57,945
Growth(%) 9.7 (1.0) 14.1 18.7  NPA Provision 27,540 35,120 9,270 7,900
NPA Provision 1,22,048 67,514 73,305 80,444 Others Provisions 32,950 35,320 17,351 13,348
Total Provisions 1,68,963 82,005 86,196 92,742  Total Provisions 32,950 35,320 17,351 13,348
PBT 88,057 1,72,472 2,04,136 2,51,753 Profit Before Tax 35,697 28,840 41,931 48,267
Tax Provision 22,174 43,808 51,851 63,945 Tax 8,926 7,239 10,776 12,125
Effective tax rate (%) 25.2 25.4 254 25.4 PAT 26,771 21,602 31,155 36,142
PAT 65,883 1,28,664 1,52,285 1,87,808 YoY growth (%) (292.9) 94.2 85.1 223.7
Growth(%) 304.9 95.3 18.4 23.3  Deposits 70,73,061 71,38,622 73,62,855 77,16,702
Balance Sheet (Rs. m) YoY growth (%) 105 13.6 15.9 18.0
/e Mar o1 s s sy Advances 62,37,202 61,48,737 62,17,193 66,48,656
YoY growth (%) 9.2 9.5 7.9 14.1
Face value 2 2 2 2
No. of equity shares 3,064 3,068 3,068 3,068 Key Ratios
Equity 6,127 6,135 6,135 6,135 Y/e Mar Fy21 FY22E FY23E FY24E
Networth 10,16,030 11,44,702 12,67,219 14,17,816 CMP (Rs) 750 750 750 750
Growth(%) 19.6 12.7 10.7 11.9 EPS(Rs) 22.4 42.0 49.6 61.2
Adj. Networth to NNPAs 69,935 63,966 71,047 79,397  Book Value (Rs) 332 373 413 462
Deposits 70,73,061 82,04,751 98,45,701 1,11,35,487  Adj. BV (70%)(Rs) 307 349 386 433
Growth(%) 10.5 16.0 20.0 131 P/E (x) 335 17.9 15.1 12.3
CASA Deposits 31,77,487 36,42,909 44,30,565 50,10,969  P/BV (x) 2.3 2.0 1.8 1.6
% of total deposits 44.9 44.4 45.0 45.0 P/ABV (x) 2.4 2.2 1.9 1.7
Total Liabilities 99,61,184 1,13,42,738 1,32,52,946 1,48,51,173 DPS (Rs) - - 8.0 10.0
Net Advances 62,37,202 70,79,224 83,53,484 95,22,972 Dividend Payout Ratio (%) - - 19.5 19.8
Growth(%) 9.2 135 18.0 14.0  Dividend Yield (%) - - 11 1.3
Investments 22,61,196 27,38,739 32,82,415 35,09,142 Efficiency
Total Assets 99,61,184 1,13,42,738 1,32,52,946 1,48,51,173
Y/e Mar FY21 FY22E FY23E FY24E
Growth (%) 8.8 13.9 16.8 12.1
Cost-Income Ratio (%) 41.7 48.0 47.8 46.7
Asset Quality C-D Ratio (%) 88.2 86.3 84.8 85.5
Yle Mar Fy21 FY22E FY23E FY24E  Business per Emp. (Rs m) 170 176 189 193
Gross NPAs (Rs m) 2,53,148 2,22,425 2,34,674 2,42,472 Profit per Emp. (Rs lacs) 8 15 16 18
Net NPAs (Rs m) 69,935 63,966 71,047 79,397 Business per Branch (Rs m) 2,897 2,893 2,995 2,957
Gr. NPAs to Gross Adv.(%) 4.1 3.1 2.8 2.5  Profit per Branch (Rs m) 14 24 25 27
Net NPAs to Net Adv. (%) 11 0.9 0.9 0.8 bu-Pont
NPA Coverage % 72.4 71.2 69.7 67.3
Y/e Mar FY21 FY22E FY23E FY24E
Profitability (%) NI 3.37 3.41 3.37 3.50
Y/e Mar Fy2l FY22E FY23E FY24E  Total Income 5.08 4.99 4.86 4.93
NIM 3.4 3.4 3.4 3.5  Operating Expenses 2.12 2.40 2.32 2.30
RoAA 0.7 1.2 12 13 PPoP 2.96 2.59 2.54 2.63
ROAE 7.1 11.9 126 14.0  Total provisions 1.95 0.84 0.75 0.71
Tier | 16.5 16.4 15.7 15.8 ROAA 0.76 131 1.33 1.43
CRAR 19.1 16.4 15.7 15.8 ROAE 7.06 11.91 12.63 13.99
Source: Company Data, PL Research Source: Company Data, PL Research
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IL Axis Bank
Price Chart Recommendation History

R No. Date Rating TP (Rs.) Share Price (Rs.)
80 1 12-Jan-22  Accumulate 860 743
713 2 06-Oct-21  Accumulate 860 779
3 27-Jul-21  Accumulate 860 756
o1 4 06-Jul-21  Accumulate 822 758
440 5 28-Apr-21  Accumulate 770 700
08 6 06-Apr-21  Accumulate 725 685
3 g S Q g S 8
2 8 g & g & £

PL’s Recommendation Nomenclature (Absolute Performance)

Buy  >15%
Accumulate : 5%to 15%
Hold : +5% to -5%
Reduce : -5%to -15%
Sell T <-15%
Not Rated (NR) : No specific call on the stock
Under Review (UR) : Rating likely to change shortly
March 31, 2022 5
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ANALYST CERTIFICATION
(Indian Clients)

We/l, Mr. Gaurav Jani- CA, CFA Level 2, Ms. Palak Shah- CA, B.Com Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed
in this research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly
related to the specific recommendation(s) or view(s) in this report.

(US Clients)

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PL is a registered with SEBI under the SEBI (Research Analysts) Regulation, 2014 and having registration number INHO00000271.

PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.
PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any
other assignment in the past twelve months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.

PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest
at the time of publication of this report.

It is confirmed that Mr. Gaurav Jani- CA, CFA Level 2, Ms. Palak Shah- CA, B.Com Research Analysts of this report have not received any compensation from the companies
mentioned in the report in the preceding twelve months

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity
for the subject company

Our sales people, traders, 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, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.

PL and its associates, their directors and employees may (a) from time to time, have a long or short position in, and buy or sell the securities of the subject company or (b) be engaged
in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the subject company or act as an
advisor or lender/borrower to the subject company or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

US Clients

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s)
preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are
not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or
regulations regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Prabhudas Lilladher Pvt. Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act,
1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major
Institutional Investor as specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted
onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major
Institutional Investors, Prabhudas Lilladher Pvt. Ltd. has entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer.

Prabhudas Lilladher Pvt. Ltd.
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India | Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209
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