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Andhra Bank

CMP: Rs 137 Target Price: Rs 201 View: Buy

High Points

• NII marginally better than
our expectation; higher
sequential margin an
exceptional in the industry

• Build-up in NPA remains a
key concern

• View: We maintain our
Buy rating with the target
price of Rs 201

BSE Sensex 18,210
NSE Nifty 5,488

Scrip Details

Equity Rs.4850mn
Face Value Rs.10/-

Market Cap Rs.75bn
USD1.8bn

52 week High/Low Rs. 190 / 124
Avg. Volume (no) 13,32,420
Bloomberg Code         ANDB IN
Reuters Code     ADBK.BO

Shareholding Pattern as on June’11(%)

Sr. Analyst: Rakesh Kumar Associate: Hetal Shah
Tel : +9122 4096 9750 Tel : +9122 4096 9725
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Financials
Year NII PPP NP NIM (%) BV (Rs) ABV (Rs) RoAA (%) ROAE P/B (x) P/ABV (x) P/E(x)
FY10 21,947 18,098 10,459 2.8 91 89 1.3 26.0 1.5 1.5 6.3
FY11 32,210 24,131 12,671 3.3 116 113 1.3 23.2 1.2 1.2 5.2
FY12E 34,292 25,286 13,365 3.0 133 130 1.1 19.2 1.0 1.1 5.7
FY13E 38,968 27,233 14,894 2.9 152 148 1.1 18.7 0.9 0.9 5.1
Figure in Rs.mn

Q1FY12 Result
Particulars (Rsmn) Q1FY12 Q4FY11 Q1FY11 YoY (%) QoQ (%) FY11 FY10 YoY (%)

Total Interest Earned 26,343 23,635 18,650 41.2 11.5 82,913 63,729 30.1

Interest Expenditure 17,239 15,020 11,288 52.7 14.8 50,703 41,781 21.4

NII 9,105 8,615 7,362 23.7 5.7 32,210 21,947 46.8

Non-interest Income 2,170 2,990 2,082 4.2 -27.4 8,970 9,646 -7

Total Net Income 11,274 11,605 9,444 19.4 -2.9 41,179 31,594 30.3

Operating Expenses 4,277 4,490 4,340 -1.5 -4.8 17,048 13,495 26.3

Operating Profit 6,998 7,115 5,104 37.1 -1.7 24,131 18,098 33.3

Tax 1,370 960 1,380 -0.7 42.7 5,000 3,900 28.2

Provisions 1,770 2,673 520 240.4 -33.8 6,460 3,740 72.7

PAT 3,858 3,482 3,204 20.4 10.8 12,671 10,458 21.2

Equity 5,596 5,596 4,850 5,596 4,850 15.4

EPS 6.9 6.2 6.6 4.4 10.8 26.1 21.6 20.8

GNPA 11,764 9,956 5,793 103.1 18.2             -             -           -

NNPA 3,374 2,737 1,698 98.7 23.3             -             -           -

GNPA (in %) 1.6 1.4 1             -             -           -

NNPA (in %) 0.5 0.4 0.3             -             -           -

RoA (Annulised) 1.4 1.2 1.5 1.4 1.4

Core interest income slightly better than our estimates; build-up
in NPA a concern

In Q1FY12, Andhra Bank reported NII and bottomline slightly better than
our expectations; NII grew by 24% YoY to Rs 9.1bn (Dolat estimates: Rs
8.8bn) and compared to consensus estimates of Rs 8.3bn. The bank’s margin
improved by 5 bps YoY and 2 bps to 3.77%. Unlike other state-owned banks,
Andhra Bank stands out and recorded improvement in margin. Andhra
Bank’s bottomline grew by 20% YoY to Rs 3.9bn against our expectation of
Rs 3.8 bn and consensus estimate of Rs 3.1bn.

On core interest income level, we believe that improvement in margin
came from better assets’ yield rather than contained liabilities’ cost. On
asset-side, yield on advances and investments (calculated) increased by
133 bps and 43 bps respectively. On liability-side, 170bps YoY and 100 bps
QoQ decrease in CASA share to 27.8% pushed cost of funds and contained
improvement in margin to the extent. On sequential basis, current deposit
declined by 24% to Rs 56bn causing cost of deposits to inch up. On
provisioning front, the bank made much higher bad debts provision of Rs
1.2bn (credit cost: 0.71%) compared to Rs 174 mn (credit cost: 0.14%), though
considering sequential increase in net NPA ratio and decrease in PCR reflect
slight decrease in bad debts provisioning.

The quarterly results were broadly in-line with positive surprise on margin
front and negative surprise on NPA front in terms of 18% sequential rise in
GNPA. Sustainability of margin and further erosion in NPAs would be key
parameters to watch; we maintain our earning estimates and price target
of Rs 201 at 1.55x and 1.36x adjusted book value FY12 and FY13 respectively
and reiterate Buy rating.
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Business growth continues: In Q1FY12, Andhra bank’s total business grew 26%
YoY to Rs 1.7tn. Deposits and net advances grew 22% and 32% to Rs 1tn and Rs
0.7tn respectively. Higher advances growth compared to deposit mobilisation
resulted in 679bps YoY increase in credit-deposit ratio to 83.3% from 76.5% in
Q1FY11 and 78.6% in Q4FY11. On the deposits side, the CASA share declined to
27.8% from 29.6% in Q1 FY11 and 29.1% in Q4 FY11.

Contained operating expenses aids profitability: The bank’s was able to
manage its operating expenses efficiently resulting into 2% YoY decline to Rs
4.3bn. It made provisions of Rs 0.3bn out of the Rs 1.3bn to be provided for
employees’ pension and gratuity liabilities in FY12. Andhra Bank’s cost-income
ratio came down to 37.9% from 38.7% and 46% in Q4FY11 and Q1FY11
respectively. It reported operating profit of Rs 7bn (Dolat est: Rs 6.2bn).

Improvement in margin; a positive surprise: In Q1FY12, Andhra bank recorded
improvement in margin on sequential and yearly basis unlike all other banks
in industry, which is quite surprising. Sustainability of margin in declining
credit demand scenario would be a key a parameter to keep a close watch on.

Asset quality deteriorates:  The bank’s gross NPAs rose 103% YoY and 18% QoQ
to Rs 11.8bn. The bank additionally provided Rs 0.3bn on bad debts and 0.3bn
on restructured standard advances to fulfill regulatory requirements.
Sequentially, GNPA ratio rose by 17 bps to 1.55% and NNPA ratio inched up by
7 bps to 0.45%. Provision coverage ratio slid to 82% from 84% in Q4FY11. Though,
the bank made much higher bad debts provisions but decreased level of
provisioning led to higher NNPA ratio and decrease in PCR.

View & Valuation
In Q1FY12, Andhra Bank’s results were marginally better than our expectations
but going forward expected decrease in incremental credit-deposit ratio, strain
on margin and build-up in NPAs would be key concerns.

Considering the bank’s core abilities to maintain strong performance, we
maintain our earning estimates and price target of Rs 201 at 1.55x and 1.36x
adjusted book value FY12 and FY13 respectively. We reiterate our Buy rating
on the stock. At current price, the stock quotes at 1.0x and 0.9x adjusted book
value FY12 and FY13 and 4.5% dividend yield.
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Andhra Banks's P/BV Chart

Source: Banks, Dolat Research

Price performance of Andhra Bank vis-a-vis BSESENSEX & BANKEX

Source: Banks, Dolat Research
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Andhra Bank's Business Mix

Source: Banks, Dolat Research

Andhra Bank's Deposit Profile

Source: Banks, Dolat Research

Andhra Bank's NII & NIM (%)

Source: Banks, Dolat Research
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Andhra Bank's Operating Cost Structure (%)

Source: Banks, Dolat Research

Andhra Bank's Asset Quality

Source: Banks, Dolat Research

Andhra Bank's Return Ratios (%)

Source: Banks, Dolat Research
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Andhra Bank's Capital Adequacy (%)

Source: Banks, Dolat Research
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INCOME STATEMENT Rs.mn

Particulars Mar10 Mar11 Mar12E Mar13E
Net Interest Income 21,947 32,210 34,292 38,968
CXB 2,063 2,377 2,688 3,110
Profits on sale of investments3,245 1,408 1,000 1,200
Profits on foreign exchange 580 944 1,075 1,260
Other operating income 3,758 4,241 4,701 5,260
Total other income 9,646 8,970 9,464 10,830
Total Income 31,594 41,179 43,756 49,798
Salaries 8,241 11,042 11,610 14,625
Other operating costs 5,255 6,006 6,860 7,940
Total Overheads 13,495 17,049 18,470 22,565
Profit before provisions 18,098 24,131 25,286 27,233
Bad Debt Provisions 3,052 4,682 5,150 4,750
Stnd. Asset Provision 500 935 490 686
Investment Provisions (413) 5 100 150
Other provision 601 838 800 700
Total provisions 3,740 6,460 6,540 6,286
Profit before tax 14,359 17,671 18,745 20,947
Tax 3,900 5,000 5,380 6,053
Reported Net profit 10,459 12,671 13,365 14,894

BALANCE SHEET

Particulars Mar10 Mar11 Mar12E Mar13E
Cash with RBI 66,987 71,844 73,164 86,320
Cash at call 44,690 32,745 33,530 35,558
Total Cash 111,677 104,590 106,694 121,878
Govt. securities 197,435 227,196 263,747 307,776
Other investments 11,375 14,844 16,835 19,645
Total Investments 208,810 242,040 280,582 327,421
Bills discounted 14,764 16,787 25,296 30,099
Cash credit 295,833 385,505 463,755 551,812
Term loans 250,537 312,062 354,140 421,384
Total Credit 561,135 714,354 843,190 1,003,295
Gross Fixed Assets 3,498 8,285 8,600 9,078
Accumulated Depreciation (1,015) (6,439) (6,620) (7,153)
Net Fixed Assets 2,484 1,846 1,980 1,925
Capital work in progress 180 217 100 100
Other Assets 19,138 25,962 17,098 17,692

Total Assets 903,424 1,089,007 1,249,643 1,472,311

Demand Deposits 67,463 71,601 80,509 95,001
Savings Deposits 161,181 196,193 230,793 272,335
Term Deposits 548,239 653,769 762,153 899,339
Total Deposits 776,882 921,563 1,073,455 1,266,675
Perpetual Debts (IPDI) 2,000 2,000 3,500 5,000
Upper Tier II Capital 10,000 10,000 11,500 13,000
Subordinate Debt 18,200 18,200 22,200 26,200
Other Borrowings 28,324 46,197 30,730 36,882
Total Borrowings 58,524 76,397 67,930 81,082
Other liabilities 23,917 26,123 33,900 39,561
Equity 4,850 5,596 5,596 5,596
Reserves 39,250 59,328 68,762 79,397
Total Equity 44,100 64,924 74,358 84,993

Total Liab & Equity 903,424 1,089,007 1,249,643 1,472,311
E-estimates

IMPORTANT RATIOS

Particulars Mar10 Mar11 Mar12E Mar13E
DPS (Rs) 5.0 5.5 6.0 6.5
Book Value (Rs) 90.9 116.0 132.9 151.9
Adjusted Book Value (Rs) 89.5 112.5 129.5 147.7
EPS (Rs) 21.6 26.1 23.9 26.6
EPS Growth (%) 60.1 20.8 (8.3) 11.4
Payout (%) 23.2 21.1 25.1 24.4
Net interest margin (%) 2.8 3.3 3.0 2.9
Spread (%) 2.5 2.9 2.5 2.4
Cost-to-income (%) 42.7 41.4 42.2 45.3

ROAA
Net Interest Income 2.8 3.2 2.9 2.9
Other Income 1.2 0.9 0.8 0.8
Less Overheads (1.7) (1.7) (1.6) (1.7)
Less Provisions (0.5) (0.6) (0.6) (0.5)
Less Tax (0.5) (0.5) (0.5) (0.4)
ROAA 1.3 1.3 1.1 1.1
ROAE 26.0 23.2 19.2 18.7

Valuation
Price Earnings (x) 6.4 5.3 5.7 5.1
Price to Book Value (x) 1.5 1.2 1.0 0.9
Price to Adjusted BV (x) 1.5 1.2 1.1 0.9
Dividend Yield (%) 3.6 4.0 4.4 4.7

Asset Quality
Gross NPLs 4,879 9,956 13,337 16,479
Restructured standard Loans 29,671 21,393 23,983 24,850
Gross Impaired Loans 34,549 31,349 37,320 41,329
Net NPLs 957 2,737 2,651 3,293
Provision coverage ratio (%) 80.4 72.5 80.1 80.0
Gross NPLs (%) 0.9 1.4 1.6 1.6
Net NPLs (%) 0.2 0.4 0.3 0.3

Assumptions
Yield on Advances (%) 10.3 10.5 10.7 10.6
Yield on Investment (%) 6.3 6.8 7.0 6.9
Cost of Deposits (%) 5.5 5.4 6.1 6.3
Interest Inc. on Cash (%) 0.2 0.3 0.3 0.3
CRAR (%) 7.6 6.8 6.5 6.5
Growth in credit book (%) 27.1 27.3 18.0 19.0
Growth in Deposits (%) 30.8 18.6 16.5 18.0
Growth in Investments (%) 23.5 15.9 15.9 16.7
Gross slippages ratio (%) 0.79 1.24 1.03 0.97
Credit Cost (%) 0.60 0.73 0.65 0.51
E-estimates
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