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Initiating Coverage Transforming to sustainable profitability:

The bank underwent a major re-branding exercise in the previous financial year, the
result of which was seen in a new age customer centric bank emerging- one with

E;CFZ’ZTN”;‘j”da“O” BUY strong fundamentals and a huge business base. The third largest private sector
Target (INR) 900 bank in India has shown consistent high growth in the previous years. The net inter-

est margins are in the range of 3.5% levels, one of the highest in the industry. The
bank has recently increased its PLR by 50 bps, this along with high proportion of
Bloomberg Code AXSB.IN CASA (second highest in the industry at 46%) will help in stable growth in margins. It

=SBt 532215 i the market leader in the foreign currency travel card segment. To concentrate
NSE Code AXISBANK . . . . . :

Face Value 10.00 primarily on organic growth the bank has expanded its business network in both
Market Cap (Rs. Mn) 265796.19 domestic and overseas market. The number of branches which currently stand at
52-week high 1201.50 (13 and is expected to go up to 1030 by 2010. As a result of this the business has
52-week low 534.00 seen a growth of 53% YoY. The business momentum is expected to continue at a

steady pace with focus on high yield sectors and strict monitoring on asset quality.

Shareholding Pattern . . . . .
The bank promises a sustainable growth going forward and a value investment idea

Promoters 44.11%

MFs, Fls and Banks 9.60% for a 12-month plus time horizon. We initiate the coverage with a BUY rating on the
Flls 32.45% bank with a target price of Rs 900.

Others 13.84%

Key Highlights

e The Net Interest income (NII) stood at Rs 25853 million for FYO8 a growth of
76% growth YoY. The bank has its NIMs at 3.5% levels up from previous levels
of 3%. These margins are expected to be stable going forward. The fee based
income has been one of the growth drivers for the business of the bank.

e The gross NPA and net NPA levels have shown a steady decline and currently

Key Financials (fs. N FI2008  FIZ200%  FY 2010¢ stand at 0.83% and 0.42% respectively for the quarter ended 30t June 2008.
Net Interest Income 2586353 4183888 1120162 . G .

The bank has in place proper monitoring procedures in place so as to have a
Non Interest Income 17192019 2664072 4027216 . litv in th foli
Fee inoome as s o oo nm man g consistentasset quality inthe portfolio.
Total Income BT312 63471960 1141378 ¢  The bank’s subsidiaries- Axis Sales Ltd- which specializes in marketing and
Operating Expenses 15077 BT 585611 sales of credit cards, Axis Private Equity ~which manages investments, venture
Operating roft 2204 DML 081868 capital funds and offshore funds and an unnamed subsidiary which will function
it TS T s Load Wl MRk as an AMC after the approval of SEBI; have helped in increasing the base of the
PAT 10,675.59 16,495.22 26,439.34

business and also added on to the productivity of the business.

Source: Company Data, DDAV Research
e The business per employee has shown a CAGR of 40% over 4 years, this cur-

rently stands at Rs 99 million.

e The Deposits, where in low cost deposits form 46%, have shown a growth of
around 49% YoY, while advances have grown by 61% YoY, with a proportion of
43% in the retail segment. Going forward the growth is expected to remain
above industry average on account of robust expansion plans.

e The provisions have increased by 90% YoY for FYO8 on account of mark to
market losses and derivative contracts. The provisioning coverage is adequate
Analyst at around 57% to care of these losses going forward.

Divyanshi Dayanand
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About Axis Bank:

Axis Bank was the first of the new private banks to have begun operations in 1994,

4.00% -

after the Government of India allowed new private banks to be established. The

Bank was promoted jointly by the Administrator of the specified undertaking of the

3.60% -

Unit Trust of India (UTI - I), Life Insurance Corporation of India (LIC) and General
. Insurance Corporation of India (GIC) and other four PSU insurance companies, i.e.

2.80% -

National Insurance Company Ltd., The New India Assurance Company Ltd., The

2.40% -

Oriental Insurance Company Ltd. and United India Insurance Company Ltd. The

2.00%

FY2005 FY2006 FY2007 FY2008 FY2009 FY2010

bank had a successful re-branding from UTI bank to Axis bank in 2007. The Bank
Source: Company Data, DDAV Research has maintained its No.1 rank as Debt Arranger as assessed by Prime Database for

the year ended March’08.

The bank currently has 713 outlets- branches and extension counters with around
9 million customer accounts, the branch network is expected to increase to 1000
plus by 2010, with its presence in 433 locations across India. The international
presence has also being boosted by the bank, with representative offices and
branches across locations (including Shanghai Dubai Hong Kong and Singapore),

the bank’s total assets under operations for overseas business stands at $1.8 bil-

lion.
The CAMEL ride:
Rs-Mn. Capital Adequacy: The capital adequacy ratio for the year ended march 2008
Capital Adequacy as on 31st March 2008  Basel Il  Basel | tands at 13.99% with Tier | at 10.39% while Tier Il at 3.60%. The bank h
Tier | capital- Shareholder's Funds 88270 88225 stands a P97 W lerta o970 while Tier flat 5,67, The bank has
Tier I Capital: applied Basel Il along with Basel | norms from the current financial year on-
Bonds qualified as Tier I 15729  151.29 wards, as a result of which the operating risk is also under the standardized
Upper Tier  capita 11484 11484 measurement purview now. The bank has focused on low risk weighted assets
Other Eligible as Tier 3426 3426
i |g| el such that the capital deployment is efficient. During the FY 07-08 to augment
Total Capital 1189.09  1183.64
Total Risk vehted asses & contingencies 819900 867196 capital for maintaining the momentum of business growth, the bank raised eg-
CAR 1399%  13.73% uity capital of Rs. 453. 4 million through simultaneous offerings of follow-on
Tier| 103%  10.47% Global Depositary Receipts (GDRs), a Qualified Institutional Placement (QIP)
Tier I 360%  3.56%

Source: Company Data, DDAV Research

and a preferential allotment of equity shares to the promoters of the bank. In
addition, it has also raised US Dollars 60 million (equivalent to Rs. 24.312 mn)

as Upper Tier Il Capital from Singapore under its MTN Program.

The special arm of UTI (SUUTI) which currently has 27.11% stake in the bank, is
planning to dilute 17% stake through block deals. The SUUTI has to dilute the
stake fully by 2009 end, and has to meet redemption payment obligations, esti-

mated at Rs 19,000 crore. However, SUUTI has claimed that it would not have
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to sell its shares in Axis Bank to meet its redemption requirements. RBI will

also be in approval of this move as it does not want one single entity to hold

more than 10 per cent in a bank.

Advances Portfolio

24%

e Asset Quality: The asset quality has seen improvement over the previous finan-

cial year. The gross NPAs as a percentage of advances stood at 0.83%, while

49% the net NPAs as a proportion to advances were at 0.42%; declining from previ-

9%

Lot ous levels of 1.10% and 0.61% respectively. The provision coverage stood at

57%, which is considerably above the industry average. The unsecured ad-
Corporate m SME m Agriculture  Retail i L. .
vances form 16% of the total advances portfolio. The priority sector constitutes
27% of the total portfolio, while the retail assets form 24% of the advances.
Source: Company Data, DDAV Research .
The delinquency levels are expected to be stable at current levels on account
of major thrust on SME and retail sector. Moreover the concentration on the
interest rate sensitive sectors being high at around 21% of the corporate

portfolio also supports the fact.

e Management: The 10-member management team is under the chairmanship
of Mr. P.J. Nayak, who is also the CEO of the bank. The cost per unit of money
lent, a measure of efficiency of the management policies, remained stable at
0.4. The business per employee has grown at a CAGR of 30% in two years and
currently stands at Rs 99 million. With the robust expansion plans for branch
network and specific focus on cost efficiency, the business is expected to show

a further growth of around 15% YoY.

e Earnings sustainability: The bank has shown consistent high growth for the

Earnings Performance FY2008  FY2009E FY 2010F prior financial years. The NIl has shown a growth of 76% YoY with NIM at
Retur on Assets 1 128 13% 3.47% considerably up from previous levels of 2.74% . The cost of funds has
Retum on Equiy | {566 11666 2443 increased to 5.5%, which is expected to go up further to 6% levels on account
?;:JT;;S:;:;R::;O g;:;/: IZ:ZZ Lﬁ:ﬁ; of rising interest costs. The core operating profit has increased 70% YoY and is
—— 2B % 3T expected to grow at around 50% for the coming years. The RoE for FYO8 stood

at 17% a decline from previous level of 19%, mainly on account of capital rais-
Source: Company Data, DDAV Research

ing exercise taken up. The RoA stood at 1.1% up from previous levels of 1%.

The pre-provisioning profits have also seen a steady growth and presently

stood at Rs 22.2 bn. The cost to income ratio has marginally increased to

49.23% from previous levels of 49.1%, mainly on account of high marketing

costs undertaken in the year. Going forward the ratio is expected to be stable

at 50% levels.
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Deposits and Advances

@ Deposits @ Advances

e Liquidity: The credit to deposit ratio stood at 68%. with the RBI now giving

1,400,000 ~

1,200,000 | strict directions to the banks to stick to the growth targets the ratio is ex-

1,000,000 -

pected to be stable around 70% going forward, which leaves the bank in a

800,000 -
600000 | very comfortable liquidity zone. The RBI has raised the CRR to 9% with ef-
400,000 - h fect from 30th August 2008, while the repo rate too has been raised to 9%,

both of which point to a high interest rate scenario for a medium term. The

0

2007 2008 2009% 20108 result of which could be felt on the proportion of CASA which may go down,

Source: Company Data, DDAV Research . . . .
and term deposits which may go up. Similarly on the credit side the growth
is expected to slow down. Currently the bank’s long term credit to deposit

ratio stood at 86%, this is expected to be around 90% going forward.

Valuation

The stock is currently trading at Rs. 743.05; 16.11x FYO9E earnings levels and
2.68x FYO9QE P/ABV. We recommend “Buy” for the stock, with a 12-month Hori-
zon. The target price is Rs 900, 3.3x FYO9E P/ABV, a potential upside of 22%.

Valuation Matrix

Particulars FY2008 FY2009E  FY 2010E

Net Profit (Rs Mn) 10,675.59 16,495.22 26,439.34
EPS 29.84 46.11 73.91
Growth% 28.21% 54.51% 60.28%
Interest Earned/Total Income 79.60% 79.89% 79.79%
P/E (X) 24.90 16.11 10.05
PEG Ratio 0.88 0.30 0.17
BV (INR) 245,13 277.00 328.03
P/BV (X) 3.03 2.68 2.27
ABV (INR) 239.12 269.19 316.72
P/ABV (X) 3.11 2.76 2.35
RoE (%) 12.17% 16.65% 22.53%
RoA (%) 1.17% 1.23% 1.39%
Current Mcap/Assets 24.26% 16.73% 11.95%

Source: Company Data, DDAV Research
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B-1, G-01, Marathon Innova, NextGen, Opp. Peninsula Corporate Park, Off G. K. Marg, Lower Parel (W), Mumbai - 400 013.

< Mumbai: Tel: +91.22.6617.2222 < Bangalore: Tel: +91.80.6692.9500 < Delhi: Tel: +91.11.3048.0411
Fax: +91.22.6617.2099 Fax: +91.80.6692.9541 Fax: +91.11.3048.0416

E-mail : research@dawnaydayav.com

Disclaimer

Disclaimer: In the preparation of the material contained in this document, Dawnay Day AV* has used information that is
publicly available, as also data developed in-house. Some of the material used in the document may have been obtained
from members/persons other than Dawnay Day AV and which may have been made available to Dawnay Day AV. Information gath-
ered & material used in this document is believed to be from reliable sources. Dawnay Day AV has not independently veri-
fied all the information and opinions given in this material. Accordingly, no representation or warranty, express or
implied, is made as to the accuracy, authenticity, completeness or fairness of the information and opinions contained in
this material. For data reference to any third party in this material no such party will assume any liability for the
same.

Dawnay Day AV does not in any way through this material solicit or offer for purchase or sale of any financial services,
commodities, products dealt in this material. Dawnay Day AV and any of its officers, directors, personnel and employees,
shall not be liable for any loss or damage of any nature, including but not limited to direct, indirect, punitive, spe-
cial, exemplary, consequential, as also any loss of profit in any way arising from the use of this material in any man-
ner. The recipient alone shall be fully responsible, and/or liable for any decision taken on the basis of this material.
All recipients of this material before dealing and/or transacting in any of the products advised, opined or referred to
in this material shall make their own investigation, seek appropriate professional advice and make their own independent
decision. This information is not intended for distribution to, or use by, any person or entity in any jurisdiction or
country where such distribution or use would be contrary to law or regulation or which would subject Dawnay Day AV or
its affiliates to any registration requirement within such jurisdiction or country. This information does not constitute
an offer to sell or a solicitation of an offer to buy any financial products to any person in any jurisdiction where it
is unlawful to make such an offer or solicitation. No part of this material may be duplicated in whole or in part in any
form and / or redistributed without the prior written consent of Dawnay Day AV. This material is strictly confidential
to the recipient and should not be reproduced or disseminated to anyone else. Dawnay Day AV, its affiliates and/ or its
directors and/ or analysts or any other employee may have long or short position in any securities of the issuer in the
securities referred to in this report or they may also have opposite position as against the position advised in the
report.

Names such as Teji Mandi, Maal Lav, Maal Le or similar others for market calls and products are merely names coined in-
ternally and are not universally defined, and shall not be construed to be indicative of past or potential performance.
Recipients of research reports shall always independently verify reliability and suitability of the reports and opinions
before investing.



