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Axis Bank

Strong value proposition strengthening the core franchise

Banks Sharekhan code: AXISBANK
Reco/View: Buy o CMP: Rs. 845 Price Target: Rs. 1,140 o
N Upgrade € Maintain ' Downgrade

Summary

+ Axis Bank has completed the acquisition of Citibank's India consumer business and the deal is valued
at Rs. 11,603 crore vs earlier disclosed acquisition price of Rs. 12,325 crore driven by some final
adjustments.

¢ Tier-1 ratio would decline by ~180 bps after this transaction and the bank has indicated that it has
comfortable CET-1 levels (V13.78%) to grow without any disruption. Bank is not expecting to approach
the market anytime soon for equity capital raise.

* Management commentary did not suggest any further steep deterioration in customer retention and
employee attrition going ahead but it remains a key monitorable from here on.

¢+ We believe Citi business would be ROE Neutral in FY24 & FY25 for Axis Bank while ROE accretive
starting from FY26E and it brings strong value proposition for the existing franchise. The stock currently
trades at 1.6x/1.4x/ its FY2024E/FY2025E core BV estimates. We maintain our Buy rating on the stock
with an unchanged PT of Rs. 1,140.

Axis Bank announced it has completed the acquisition of Citibank India’s consumer business at a
marginally lower deal value considering some final adjustments well within the stipulated timelines
announced earlier. The deal is consummated at 17.7x -18.7 P/E based on normalised earnings estimates.
This acquisition gives access to a large, affluent and profitable consumer franchise. It gets access to a
sizable granular deposit base with deep corporate salary relationships (>1,600 Suvidha corporates and
2.4mn retail customers) which makes the value proposition of Axis Bank stronger. The effective merger
date is 1March 2023. The estimated earnings from Citi's business after the final adjustments were broadly
unchanged (run rate of Rs.800 crore to 850 crore p.a) and integration costs related to the acquisition (Rs
1,500 crore on post tax basis to be incurred over the next 18 months) also remained unchanged despite
lower relationship acquired. From the previous announcement, total deposits acquired were lower by
~20%, credit card portfolio is marginally lower by 3%, wealth management AUM declined by 15% while
mortgage, personal loans & other retail loan book were broadly similar. Employee base has also declined
by 11%. Management commentary did not suggest any further steep deterioration in customer retention &
employee attrition going ahead but it remains a key monitorable from here on. Tier-1 ratio would decline
by “180 bps after this transaction and the bank has indicated that it has comfortable CET-1 levels to grow
without any disruption. Bank is not expecting to approach the market anytime soon for equity capital
raise.

*

Taking the impact of the merger into estimates: In Q4FY2023, the key impact would be goodwill
amortisation on account of which the bank is expected to report loss in Q4FY2023. In addition, the bank
would take additional charge on the P&L towards one-time policy harmonisation cost and provisions and
transaction expenses, which include banker fees, duties, and taxes etc. during Q4FY2023. The complete
transition is expected to be completed in the next 18 months. The bank would also incur one-time
integration cost amounting to Rs. 1,500 crore post-tax spread linearly over the next six quarters. Earnings
estimates of Rs. 800 crore to Rs. 850 crore from Citi business are recurring in nature and do not include any
impact of integration cost and synergies on account of the merger. Moreover, it is after considering the tax
rate for domestic banks. Currently, RoE for Citi business is estimated at ¥21.7% and, hence, this business
would be RoE accretive for Axis Bank from FY2026E, but it would be RoE neutralin FY2024E and FY2025E
due to a major one-time integration cost. Tier-1 ratio would decline by “180 bps after this transaction and
the bank has indicated that it has comfortable CET-1levels to grow without any disruption. The bank is not
expecting to approach the market anytime soon for equity capital raise.

Strong value proposition: This acquisition gives access to a large, affluent and profitable consumer
franchise. It gets access to asizable granular deposit base with deep corporate salary relationships (>1,600
Suvidha corporates and 2.4mn retail customers) which makes the value proposition of Axis Bank stronger.
It also provides upsell opportunity to Citi’s customer base and attract NTB customers with a wider bouquet
of products which could potentially increase revenue. At the same time, we acknowledge that it would
probably take a year to understand the full benefits and challenges. While key monitorable from here
on will be customer retention & employee attrition going ahead however the size of this transaction is
relatively small compared to net worth.

Our Call

Valuation — We maintain our Buy rating with an unchanged PT of Rs. 1,140: The deal brings in strong value
proposition for Axis bank which would help to strengthen the existing core franchise while at the same time
we acknowledge that it would probably take a year to understand the full benefits and challenges related
to merger. Key monitorable from here on will be customer retention & employee attrition in Citi business
going ahead however as the size of this transaction is relatively small compared to net worth which gives
the additional comfort. At the CMP, the Bank trades at 1.6x/1.4x its FY2024E/FY2025E core BV estimates,
offering attractive risk reward. We maintain Buy with an unchanged PT of Rs. 1,140. It is well positioned for
closing the valuation gap with peers as it reports consistent steady performance on a sustained basis going
ahead and as merger synergies helps to further improve its market share.

Key Risks

Economic slowdown due to which slower loan growth, higher-than-anticipated credit cost, slower growth in
retail deposit franchise, lower-than-expected margins, and transition of Citi’s portfolio not on expected lines.

*

Valuation (Standalone) Rs cr
[Porcutors | Prz2|  FvaE|  Pvaa  Fvase
Net Interest Income 33,132 43,386 48,404 53,919
Net profit 13,026 9,920 23,879 25,993
EPS (Rs.) 42.4 323 777 84.5
P/E (x) 187 246 10.2 9.4
P/BV (x) 21 2.0 1.6 1.4
RoE 12.0 8.3 17.4 161
RoA 1.2 0.8 17 17

Source: Company; Sharekhan estimates
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Exhibit 1: Bank guides that it is well capitalised even after acquisition, to fund near term growth

Impact on CET1 Ratio

The bank’s proforma CET1 ratio remains comfortahly above the regulatory requirement

1.3?9""0 U.4U%

15.55%

Axis Bank Standalone Goodwill and Intangibles Increase in asset base  Combined (Proforma)

Source: Company

Exhibit 2: Transaction value metrics

Purchase Consideration Acquisition PAT

(subject to y and ji ts) 1 ’603 (current estimate not materially different from Mar'22 disclosure) 800-842 ™

Add: Estimated Equity Requirement (@13% of RWA) 3,292 Implied P/ E 17.7x - 18.7x @

Implied Equity Value 14,895 Estimated integration cost ® 1.500
(post tax impact over 2 financial years) ¥

~6% decline in Purchase Consideration (subject to true/up down and other customary and contractual adjustments)

Purchase consideration (in Rs Crore)

12,325 11,603

Purchase Consideration disclosed in March 2022 Adjustment in Purchase Consideration based on  Purchase Consideration exchanged on March 1, 2023

Source: Company

Exhibit 3: Overview of acquired portfolio

#1 Foreign Bank Credit Card Issuer in India Wealth Management & Private Banking
#1 in Transactions per Active Card in India Top 3 MF distributor among Foreign Banks in India
Branded
63%
INR 86 Bn ENR (" INR 947 Bn AUM
Co-Branded
37%
#1 Foreign Bank with 0.9 Mn+ Retail customers Other Lending
SBL 5%
T PL 5%
D;r;g“ Mortgage : 90%+ owner occupied °
~1,600 Suvidha Corporates 23%
INR INR
399 Bn PL & RC* — 1.4 lakh+ Customers 187 Bn
INR 399 Bn of Deposits
cAsA ABBF Mortgage
7% INR 187 Bn ENR 36% 54%
& ~3200 Employees ] g 6 offices ] B 21 Branches | =3 ~459ATMs

Source: Company
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Financials in charts

Trend in Loan growth

Trend in NIMs
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Trend in Credit Cost

Source: Company, Sharekhan Research

Trend in Return Ratio

4.0% 20
0.04
16
3.0% +
0.03
0.02 12
2.0% -+
8
0.01
1.0% +
0.00 4
0.0% - : : : : .—| 0
FY19 FY20 FY21 FY22 9MFY23 FY1s FY20 FYa1 FY22 IMFY23
M Credit cost (% Avg Loans) . ROE —&—ROA
Source: Company, Sharekhan Research Source: Company, Sharekhan Research

March 02, 2023



Powered by the Sharekhan Sharekhan
3R Research PhllOSOphg by BNP PARIBAS

Outlook and Valuation

B Sector View — Deposits mobilisation to be in focus; Banks with superior liability franchise placed better

System-level credit offtake grew by “16.1% y-o-y in the fortnight ending February 10, 2023, indicating loan
growth has been sustaining, given distinct signs of an improving economy, revival of investments, and strong
demand. On the other hand, deposits rose by “10.2% but still trail advances growth. We should see some
moderation in loan growth due to a higher base in FY2024, but loan growth is expected to remain healthy.
Margins are likely to improve, but momentum is expected to moderate and margins are expected to peak
by the end of FY2024. Asset quality is not a big issue on the corporate lending end due to muted growth in
the past few years. From the retail side, there could be some pressure due to adverse macro situation, but
nothing is significant. Asset quality is likely to remain stable in the near to medium term. In the past few years,
lenders have been cautious about lending to the ‘BB and below’ category, thus the general risk, which they
are carrying on the corporate portfolio, is low. On the retail loans front, due to COVID-19, banks have already
seen one downcycle. Most of the exposure has been taken into credit costs. In terms of the MSME book, we
need to be watchful. At present, we believe the banking sector is likely to see higher risk-off behaviour, with
tactical market share gains for well-placed players. We believe banks with a strong capital base, strong
deposit franchise, and asset quality (with high coverage and provision buffers) are well placed to capture
growth opportunities.

B Company Outlook — Attractive franchise

We believe the bank is looking for a sustainable growth path in terms of advances growth, led by retail, SME, and
mid-corporate segments in a granular manner along with a focus on mobilisation of low-cost granular liability and
higher spending on tech. The key is the higher mobilisation of granular retail liability in the near to medium term
to support sustainable growth. The bank’s continuous efforts of growing asset franchise in a granular manner
(retail loans account for 56% of the total book), focus on mobilisation of low-cost granular deposits, benign credit
costs environment, and sustaining improved return ratios matrix bode well for good earnings compounding going
ahead, which make it an attractive franchise. We also acknowledge it would probably take a year to understand
the full benefits or challenges related to Citi merger.

B Valuation — We maintain our Buy rating with an unchanged PT of Rs. 1,140

The deal brings in strong value proposition for Axis bank which would help to strengthen the existing core
franchise while at the same time we acknowledge that it would probably take a year to understand the full
benefits and challenges related to merger. Key monitorable from here on will be customer retention & employee
attrition in Citi business going ahead however as the size of this transaction is relatively small compared to net
worth which gives the additional comfort. At the CMP, the Bank trades at 1.6x/1.4x its FY2024E/FY2025E core BV
estimates, offering attractive risk reward. We maintain Buy with an unchanged PT of Rs. 1,140. It is well positioned
for closing the valuation gap with peers as it reports consistent steady performance on a sustained basis going
ahead and as merger synergies helps to further improve its market share.

Peer Comparison

cMP | mcap P/E () P/B (x) ) RoA (%)
Rs/Share| (Rs.cr)| FY24E| FY25E| FY24E| FY25E| FY24E| FY25E| FY24E| FY25E

Axis Bank 845 2,60,053 10.2 9.4 16 14 17.4 16.1 17 17
ICICI Bank 854 5,96,148 13.7 12.0 21 1.8 16.2 15.7 21 21
Source: Company, Sharekhan research
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About company

Axis Bank is the third-largest private sector bank in India. The bank offers the entire spectrum of financial
services to customer segments, covering large and mid-corporates, MSME, agriculture, and retail businesses.
The bank has 11 subsidiaries, which contribute and benefit from the bank’s strong market position across
categories. The bank had a network of 4,849 domestic branches as of December 2022. Capital adequacy
ratio (CAR) stands at 17.6%.

Investment theme

Axis Bank is looking for a sustainable growth path in terms of advances growth, led by retail, SME, and mid-
corporate segments in a granular manner along with a focus on mobilisation of low-cost granular liability and
higher spending on tech. New digital product initiatives, both in assets and liability segments, are growing
well, as reflected in the strong acquisition growth. The balance sheet mix is also improving, which we believe
is positive for its profitability and sustainable growth going forward. We believe the bank will have benign
credit cost over the medium term along high PCR and contingent buffers, which are likely to bode well for
earnings compounding going ahead.

Key Risks

Economic slowdown due to which slower loan growth, higher-than-anticipated credit cost, slower growth in
retail deposit franchise, lower-than-expected margins, and transition of Citi’s portfolio not on expected lines.

Additional Data

Key management personnel

Mr. Amitabh Chaudhary MD and CEO
Mr. Rajiv Anand Executive Director
Mr. Puneet Sharma CFO and President

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 LIFE INSURANCE CORP OF INDIA 7.96
2 SBI FUNDS MANAGEMENT LTD. 4.64
3 ICICI PRUDENTIAL ASSET MANAGEMENT CO. LTD. 3.45
4 DODGE & COX 3.23
5 BLACKROCK INC. 2.98
6 VANGUARD GROUP INC. 2.51
7 REPUBLIC OF SINGAPORE 2.29
8 FIL LTD. 2.23
9 BANK OF NEW YORK MELLON CORP 2.07
10 NPS TRUST AC 2.02

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
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their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
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can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
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referred to in this document (including the merits and risks involved) and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
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different conclusions from the information presented in this report.

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
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banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either, SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, 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.

Compliance Officer: Ms. Binkle Oza; Tel: 022-61150000; email id: complianceofficer@sharekhan.com;
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