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EVENT REPORT | Sector: Banks

Axis Bank Ltd

Opportunistic deal net positive for AXSB

Axis Bank (AXSB) announced a deal on Wednesday to acquire Citibank India’s (Citi)
retail assets, which is net positive for AXSB from a business standpoint. Our view
regarding the deal includes the following key aspects (1) The rationale for the deal
makes sense for AXSB due to a variety of reasons (2) Integration of Citi’s business
will be a key monitorable but importantly, there is some downside protection built
into the deal for AXSB (3) We think that the deal will be RoE accretive in FY24E and
raise our FY24E PAT estimate by 3.5%. We reiterate BUY rating on AXSB with a
revised price target of Rs 1060.

The rationale for the deal makes sense for AXSB due to a variety of
reasons

AXSB has flagged complementarity in its own existing credit card business and Citi's
credit card business from a perspective of geographical focus and client category. While
Citi's credit card business has been focused on the Top 8 cities, AXSB’s business has been
more widely spread in this regard. Furthermore, customers at AXSB have been mass or
mass affluent whereas those at Citi have been outright affluent. The credit card count,
dues book and spend per card for the combined entity would be higher by 31%, 57% and
17%, respectively. Secondly, AXSB also gets Citi’s wealth management business, where
it also sees complementarity. Here, AXSB’s Rs 2.67 trn wealth AUM stands to grow 42%.
Thirdly, the deal provides afillip to liability granularity as Citi’s Rs 502bn deposits book,
with 81% CASA, would enhance CASA ratio by 201 bps to 47%. Apart from these, AXSB
also stands to add a 3600-strong high-quality workforce and Citi’s world-class Citiphone
services. In addition, management has also flagged synergies due to cross sell
opportunities and on the cost side, due to scale and discontinuation of payout to Citi’s
global parent.

Integration of Citi’s business will be a key monitorable but importantly,
there is some downside protection built into the deal for AXSB

The cost to Axis Bank for integrating its target would be Rs 15bn. One part of the cost is
the payout to Citi for providing services during the transition period, which would
amount to Rs 12bn. The integration cost would be borne for 2 years post the closing of
the deal and would be transitory in nature. There is protection built into the deal for Axis
Bank if parameters deteriorate compared with pro forma date of June 2021 and Axis
would pay a lower price. Axis Bank would make this comparison as the assets get
transferred to it on the LD1 (Legal Date 1), 9 to 12 months later. The intention is not to
pay a lower price and both parties are aligned and incentivized to retain customers.

We think that the deal will be RoE accretive in FY24E and raise our
FY24E PAT estimate by 3.5%

The credit card business from Citi would help enhance yield on advances for the
combined entity, while also aiding fee income stream. Some synergies would also start
to flow in from FY24E due to cross sell to the Citi customer base.

We reiterate BUY rating on AXSB with a revised price target of Rs 1060

We value the standalone bank at 2.5x FY23 P/BV for an FY22E/23E/24E RoE profile of
13.7/16.3/17.1%. We assign a value of Rs 105 per share to the subsidiaries, on SOTP.

(See Comprehensive con call takeaways on page 2 for significant incremental colour.)

Exhibit 1: Standalone Citi Business proforma financials

Particulars, Rs mn CY20 Particulars, % CY20
Net Interest Income 20,860 Net Interest Income % 3.90%
Other Income 19,590 Other Income % 3.60%
Net Revenue 40,450 Cost to Assets % 4.30%
Operating Expenses (22,980) Return Ratios:

PPOP 17,470 ROA% 1.60%
PAT 8,420 ROE % 21.70%

Source: Company, YES Sec-Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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COMPREHENSIVE CON-CALL TAKEAWAYS

Deal consideration and valuation

v' Axis Bank has signed an agreement to buy Citibank India’s retail assets for a consideration of
Rs 123.25bn.

v" The transaction takes place at a valuation of 18.7x CY20 normalised earnings.
v" Normalized earnings

e  The meaning of normalized earnings is the earnings the entity would have delivered in a
normal year had it been operating within Axis Bank.

e Hence, to arrive at normalized earnings, one has removed the cost the entity paid to the
global parent and the Covid-related cost.

e Nosynergy benefits have been assumed.

o All of these assumptions lead to an operating expenses number of about Rs 23bn.

e  The estimated normalized earnings have amounted to Rs 8.42bn.

v" Tax aspect

e  Acquired goodwill is no longer tax deductible and no tax break has been assumed.
e Thetaxrate assumed is the normal Indian tax rate of 25.17%.

Timelines
v' The closing date for the deal is expected to 9-12 months from now.

v It will take another 18 months for the Citibank retail business to be integrated into Axis Bank.

Rationale for the deal
v"In general, Axis Bank acquires an excellent affluent customer franchise.
v" Credit cards business

e Complementarity
o The credit cards business of Citibank is largely complementary to that of Axis
Bank.
Citibank’s credit cards are largely concentrated within the Top 8 cities.
o Axis Bank’s credit card portfolio is spread out including outside the Top 8 cities
as well.
o  Both banks had tie-ups with |OC but with Citi in the Top 8 and Axis outside the
Top 8.
o Axis Bank’s credit card customers are mass and mass affluent with about 11%
being affluent, as such.
o  Citi’s credit card customers are, as such, in the affluent category.
e Keynumbers
o The receivables portfolio is worth Rs 89bn, which enhances Axis Bank’s card
dues book by 57%.
o Axis Bank gets to add 2.5mn cards, which help increase card count by 31%.
o Citibank credit cards have the highest spend per card with the combined
entity’s spend per card rising 17%.
o The market share of the combined entity in credit card spends rises by 480 bps.

v Wealth management business

e Citibank’s wealth management business is an excellent fit for Burgundy.
e There is complementarity in this business as Axis Bank’s wealth business is deeper and
wider.

(Con call takeaways continue on the next page)
|
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e The pre-deal wealth management AUM for Axis Bank at Rs 2.67 trn stands to rise by 42%.
v' Granular deposits franchise

e The CASA ratio of Citibank’s deposits worth Rs 502bn is as much as 81%.
e  The combined CASA ratio would rise by 201 bps to 47%.
e Suvidha corporate salary accounts are also an important addition.

v" High caliber employee pool

e Axis Bank gets a high-quality talent pool of 3600 employees.
v" CitiPhone banking services

e  World class CitiPhone banking services would be an enhancement for Axis customers.
v' Synergies

e Revenue synergies
o Cross sell synergies would emerge over the next 6-92 months.
e Costsynergies
o  Therewould be cost synergies but not on account of people count.
o There would be cost synergies due to scale and dissociation with Citi global
parent.

Integration
v Integration cost

e The cost to Axis Bank for integrating its target would be Rs 15bn.

e One part of the cost is the payout to Citi for providing services during the transition
period, which would amount to Rs 12bn.

e The remaining Rs 3bn would be the expenses that Axis Bank would otherwise incur due
to integration.

e Theintegration cost would be borne for 2 years post the closing of the deal and would be
transitory in nature.

v' Customer attrition management

e Axis Bank has made conservative assumptions on customer attrition before arriving at
the bid value.
e Downside protection
o There is protection built into the deal for Axis Bank if parameters deteriorate
compared with pro forma date of June 2021 and Axis would pay a lower price.
o Axis Bank would make this comparison as the assets get transferred to it on the
LD1 (Legal Date 1), 9 to 12 months later.
o The intention is not to pay a lower price and both parties are aligned and
incentivized to retain customers.
e SArate aspects
o Citi's SArate is lower but they would get the higher Axis SA rate.
o  Whilethis means higher cost, there is an incremental reason for Citi’s customers
to stay.

v" Managing compensation differential

e Axis Bank’s Burgundy business gives them the flexibility to handle the Citi employees’
higher compensation levels.

e Interms of managing the mood of the other Axis employees, it is important to state that
the salary differential is not as high as imagined.

(Con call takeaways continue on the next page)
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For important information about YES Securities

Axis Bank Ltd

Capital adequacy
v Impact from the deal

e There would be a negative impact on CET1 worth 180 bps due to the purchase
consideration.

e  There would be a negative impact on CET1 worth 50 bps due to the rise in RWA.

e  These would bring down the CET1 to 13%, ceteris paribus.

v" Funding and capital raise

e The deal would be funded entirely from internal sources.
e  Axis Bank would examine capital raise at a later date.

Balance sheet considerations
v Deposits worth Rs 502bn would be transferred.

v" Aloan bookworth Rs 274bn that would include credit cards, mortgages, personal loans, credit
card dues, asset backed finance and small business banking would be transferred.

This includes the Citicorp NBFC and asset backed finance refers to the same.

The difference of Rs 502bn and Rs 274bn would also be transferred in liquid assets and that
would make the assets being transferred equal to the liabilities.

v' Duration of assets

e  Excluding mortgages, the duration of the loan book is 28 months.
e  Theduration of the personal loan portfolio is 6 months.
e  Theduration of the asset-backed finance book is about 20-25 months.

(India) Ltd. and other disclosures, refer to the end of this material. 4
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Exhibit 2: 1-year rolling P/BV band

Rs. a— Pri R
1.4000 Price 1x 1.5x 2% 2.5x 3x
1,200.0 A
1,000.0 A
800.0 A
600.0 1
400.0 A e
v
200.0 1
B e S B B
n 1N 0O 0V VUV VO N NMNIN 0O 0 0 0 08 O8N 8 0 O O O O v = = «+ «
IR A AR AN AN AN A B B UL U
2855583855838 535238858533853838535238%8

Source: Company, YES Sec - Research

Exhibit 3: 1-yr rolling P/BV vis-a-vis the mean and standard deviations
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ANNUAL FINANCIALS

Exhibit 4: Balance sheet

Y/e 31 Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Total cash & equivalents 972,683 617,298 715,030 996,902 1,118,265
Investments 1,567,343 2,261,196 2,729,915 3,177,426 3,545,739
Advances 5,714,242 6,237,202 6,985,666 8,307,516 9,318,879
Fixed assets 43,129 42,450 46,695 51,365 56,501
Other assets 854,252 803,038 883,341 1,199,675 1,319,643
Total assets 9,151,648 9,961,184 11,360,647 13,732,884 15,359,028
Net worth 849,479 1,016,030 1,017,077 1,181,472 1,385,891
Deposits 6,401,049 7,073,061 7,896,371 9,551,006 10,462,905
Borrowings 1,479,541 1,428,732 1,875,821 2,428,299 2,966,744
Other liabilities 421,579 443,362 571,378 572,106 543,487
Total liabilities incl. Equity 9,151,648 9,961,184 11,360,647 13,732,884 15,359,028

Source: Company, YES Sec - Research

Exhibit 5: Income statement

Y/e 31 Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Interest income 626,352 636,453 730,867 872,880 1,029,416
Interest expense (374,290) (344,062) (394,276) (473,941) (556,761)
Net interest income 252,062 292,391 336,591 398,939 472,654
Non-interest income 155,366 148,382 184,635 212,005 263,086
Total income 407,428 440,773 521,226 610,945 735,740
Operating expenses (173,046) (183,752) (220,712) (253,879) (320,787)
PPoP 234,381 257,022 300,515 357,066 414,952
Provisions (185,339) (168,963) (115,100) (118,187) (122,707)
Profit before tax 49,042 88,058 185,414 238,879 292,245
Taxes (32,770) (22,173) (46,354) (59,720) (73,061)
Net profit 16,272 65,885 139,061 179,159 219,184

Source: Company, YES Sec - Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 6
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Exhibit 6: Du Pont Analysis (RoA tree)

Y/e 31 Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Interest income 7.3 6.7 6.9 7.0 71
Interest expense -4.4 -3.6 -3.7 -3.8 -3.8
Net interest income 2.9 3.1 3.2 3.2 3.2
Non-interest income 1.8 1.6 1.7 1.7 1.8
Total income 4.7 4.6 4.9 4.9 5.1
Operating expenses -2.0 -1.9 -2.1 -2.0 -2.2
PPoP 2.7 2.7 2.8 2.8 2.9
Provisions -2.2 -1.8 -1.1 -0.9 -0.8
Profit before tax 0.6 0.9 1.7 1.9 2.0
Taxes -04 -0.2 -0.4 -0.5 -0.5
Net profit 0.2 0.7 1.3 1.4 1.5

Source: Company, YES Sec - Research

Exhibit 7: Sum of the Parts (SOTP) - Subsidiaries

Market Cap
. Assigned Valuation Metric value Trailin Stake value Per share
Sl /valueg (Rs metric (Rs mn) multiplge Stake (%) (Rs mn) (Rs)
mn)
Axis AMC 237,661 AUM 2376610.9 10.00% 75.00% 178,246 58.2
Max Life 506,999 EV 122900 4.1 9.99% 50,649 16.5
Axis Capital 23,297 PAT 1664.1 14.0x 100.00% 23,297 7.6
Axis Bank UK 7,127 BV 6479.4 1.1x 100.00% 7,127 2.3
Axis Finance 46,628 BV 15542.5 3.0x 100.00% 46,628 15.2
Axis Securities 14,490 BV 4829.9 3.0x 100.00% 14,490 4.7
Value of Subsidiaries 320,437 104.6

Source: Company, YES Sec - Research

Exhibit 8: Change in annual estimates

Revised Estimate Earlier Estimate % Revision

Y/e 31 Mar (Rs mn)

FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Net Interest Income 336,591 398,939 472,654 333,157 389,778 453,002 1.0 24 4.3
Pre-Prov. Operating Profit 300,515 357,066 414,952 297,081 347,548 405,833 12 2.7 2.2
Profit after tax 139,061 179,159 219,184 136,485 175,257 211,803 1.9 22 35

Source: Company, YES Sec - Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 7
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Axis Bank Ltd

Exhibit 9: Ratio analysis

Y/e 31 Mar FY20
Growth matrix (%)

Net interest income 16.1
PPoP 23.3
Net profit -65.2
Loans 15.5
Deposits 16.7

Profitability Ratios (%)

Net interest margin 34
Return on Average Equity 2.1
Return on Average Assets 0.2

Per share figures (Rs)

EPS 5.8
BVPS 301
ABVPS 268

Valuation multiples

P/E 112
P/BV 2.1
P/ABV 2.4

NIM internals (%)

Yield on loans 9.1
Cost of deposits 49
Loan-deposit ratio 89.3
CASA ratio 41.2

Opex control (%)
Cost/Income ratio 42.5

Cost to average assets 2.0

Capital adequacy (%)
Tier 1 capital ratio 14.5

Asset quality (%)

Slippage ratio 3.7
Gross NPL ratio 5.1
Credit cost 2.4
Net NPL ratio 1.6

FY21

16.0
9.7
304.9
9.2
10.5

35
7.1
0.7

215
332
309

30
19
2.1

8.0
4.1
88.2
44.9

41.7
1.9

16.5

2.9
3.9
13
1.1

FY22E

15.1
16.9
111.1
12.0
11.6

3.6
13.7
13

454
332
311

14
1.9
2.1

82
4.0
88.5
455

423
2.1

14.7

2.9
34
1.6
0.9

FY23E

18.5
18.8
28.8
18.9
21.0

3.6
16.3
14

58.5
386
359

1.7
1.8

83
4.1
87.0
46.0

41.6
2.0

24
34
1.4
1.0

FY24E

18.5
16.2
223
12.2

9.5

37
171
15

715
452
424

14
15

8.6
4.1
89.1
46.0

43.6
2.2

133

2.2
34
13
0.9

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.

Source: Company, YES Sec - Research; Valuations are the implied value of standalone entity net of subsidiaries
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Axis Bank Ltd
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not been
independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and trading
turnover charts of securities or its derivatives, as opposed to focussing on a
company'’s fundamentals and opinions, as such, may not match with reports
published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of thisreport. This report is not directed or intended for distribution to, or use
by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which
would subject YSL and associates to any registration or licensing requirement
within such jurisdiction. The securities described herein may or may not be
eligible for sale in all jurisdictions or to certain category of investors. Persons
in whose possession this document may come are required to inform
themselves of and to observe such restriction.

YES Securities (India) Limited (YSL) distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional Investors
through SEC 15a-6 rules and regulations under an exclusive chaperone
arrangement with Brasil Plural Securities LLC. The views and sentiments
expressed in this research report and any findings thereof accurately reflect
YSIL analyst’s truthful views about the subject securities and or issuers
discussed herein. YSIL is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is not
a member of the Securities Investor Protection Corporation ("SIPC"). Brasil
Plural Securities LLC is registered as a broker-dealer under the Exchange Act
and is a member of SIPC. For questions or additional information, please
contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1212 388 5600.

Axis Bank Ltd
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The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly related
to the specific recommendation and opinion expressed in this research report.
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