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Key changes in this note

2 Axis Bank’s struggle over managing quality
asset growth, margin pressure amid rising
cost of funds, and elevated operating
expenses to remain for some time.
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AXIs Bank

Nothing new under the sun

m Axis Bank posted a 1QFY24 PAT of Rs57.9bn amid weak balance sheet
growth, sequential decline in margins and elevated operating expenses.

m Considering its weak secured loan augmentation, the profile of incremental
unsecured loan customers stays volatile. Thus, we prefer to remain cautious.

m Axis Bank’s struggle in managing quality asset growth, margin pressure &
elevated operating expenses to stay for now. Retain HOLD with a Rs1,030 TP.

Weak trend in credit and deposit growth; margin pressure inevitable
Axis Bank (AXSB) reported a growth in advances by ~22.4% yoy/~1.6% qoq to Rs8.58tr
in 1QFY24, which is weak compared to most peers. The bank’s struggle in managing
quality growth at a price has been a challenge for the past several quarters. Retail assets
of the bank grew by ~2% qoq, which was mainly driven by credit cards and small business
financing whereas the mortgage portfolio continues to decline sequentially. Deposits during
the quarter grew by ~17.2% yoy but declined by ~0.6% sequentially. Axis Bank has
reported a sequential decline in its margins by ~12bp amid a sharp surge in the cost of
funds. The stretched CD ratio (~91.2%) requires faster deposit augmentation. This,
coupled with a gradual repricing of the deposit base, will exert pressure on its margins.
Accordingly, we are building in ~30bp compression in margins for FY24F.

Operating matrices to witness deterioration in FY24F

Axis Bank witnessed a decent consolidation in its operating expenses during FY23,
resulting in the cost-to-income ratio improving to ~42.5% in 3QFY23 vs. ~49% in FY22.
However, post-acquisition, Citi’s retail assets require elevated cost of maintenance which,
along with acquisition-led expenses, will keep overall operating cost elevated. The bank
has reported a ~10.2% sequential rise in operating expenses, leading to a cost-to-income
ratio of ~48.3% against ~44.9% last quarter. We expect a similar trend to stay for a while.

Asset quality needs monitoring; capital raising likely in near future
Axis Bank has reported stable headline non-performing assets, but net credit cost
witnessed a sequential spike of 10bp. Considering the bank’s weak secured loan
augmentation, the profile of incremental unsecured loan customers remains volatile. Thus,
we prefer to remain cautious on the future asset quality trend. Management has been
highlighting its comfort over capital adequacy but post adjusting for one-off, CET-1 dipped
to ~14%, which will mandate the bank to raise capital in order to manage growth.

Outlook & valuation

We prefer to remain skeptical of the bank’s growth, margin and asset quality trajectory in
the near term. We have valued the standalone bank at ~1.8x FY25F ABV and added
Rs50/share for subsidiaries. Accordingly, we have arrived at a target price of Rs1,030
(Rs950 earlier) and maintain HOLD rating on the stock. Better-than-expected
growth/margins pose an upside risk while lower profits are a downside risk.

Financial Summary Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Net Interest Income (Rsm) 331,323 429,458 495,438 584,880 682,505
Total Non-Interest Income (Rsm) 152,205 165,009 201,457 241,200 288,296
Operating Revenue (Rsm) 483,528 594,466 696,895 826,080 970,800
Total Provision Charges (Rsm) (73,593) (28,848) (47,295) (60,898) (78,285)
Net Profit (Rsm) 130,258 95,797 232,812 274,180 322,227
Core EPS (Rs) 42.48 31.16 75.62 89.06 104.67
Core EPS Growth 92% (27%) 143% 18% 18%
FD Core P/E (x) 23.00 31.35 12.92 10.97 9.33
DPS (Rs) 1.00 2.00 4.00 4.00 5.00
Dividend Yield 0.10% 0.20% 0.41% 0.41% 0.51%
BVPS (Rs) 374.5 402.8 476.3 560.3 658.8
P/BV (x) 2.61 2.42 2.05 1.74 1.48
ROE 12.0% 8.0% 17.1% 17.1% 17.1%

% Change In Core EPS Estimates
InCred Research/Consensus EPS (x)
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Figure 1: Quarterly results summary

Particulars (Rs m) 1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 YoY (%) QoQ (%)
Net Interest Income 93,840 103,603 114,593 117,422 119,588 27.4% 1.8%
NIM (% of AUM) 3.8% 4.1% 4.4% 4.3% 4.2%

Other Operating Income 29,990 39,412 46,654 48,953 50,873 69.6% 3.9%
Operating Expenses 64,960 65,852 68,473 74,699 82,317 26.7% 10.2%
Operating Profit 58,870 77,162 92,775 91,676 88,144 49.7% -3.9%
Provisions 3,594 5,498 14,377 3,058 10,349 188.0% 238.5%
Exceptional Items - - - - -

PBT 55,276 71,664 78,398 88,618 77,795 40.7% -12.2%
Tax -14,024 -18,367 -19,867 -21,004 -19,824 41.4% -5.6%
Tax rate (%) 25.4% 25.6% 25.3% 23.7% 25.5%

PAT 41,253 53,298 58,531 67,614 57,971 40.5% -14.3%

Figure 2: Our revised estimates

Y/E Mar (Rs m) FY24F FY25F FY26F

Earlier Revised % change Earlier Revised % change Earlier Revised % change
Net Interest Income 460,898 495,438 7.5% 546,251 584,880 7.1% 643,442 682,504 6.1%
Non-interest Income 202,552 201,457 -0.5% 230,197 241,200 4.8% 265,654 288,296 8.5%
PPOP 331,076 359,795 8.7% 386,917 428,924 10.9% 456,302 510,804 11.9%
PAT 215,290 232,812 8.1% 247,237 274,180 10.9% 281,910 322,227 14.3%
EPS (Rs) 70.0 75.6 8.0% 80.4 89.1 10.8% 91.7 104.7 14.1%
BV (Rs) 452.4 476.3 5.3% 517.9 560.3 8.2% 592.2 658.8 11.2%
Advances (Rs bn) 9,949 9,871 -0.8% 11,734 11,619 -1.0% 13,881 13,747 -1.0%
Deposits (Rs bn) 11,076 10,981 -0.9% 12,943 12,832 -0.9% 15,062 14,934 -0.8%

Conference-call highlights

¢ Axis Bank has a healthy pipeline for small and medium enterprises or SMEs,
out which 70% comprises term loans and working capital loans accounting for
the remaining.

¢ Digital spending is now at 8% of total opex. The increase in total opex is 12%
volume-linked and 57% technology -linked.

e Out of the indicated Rs20bn CitiBank retail assets integration expenses, Axis
Bank incurred Rs3.8bn in 1QFY24.

e The bank maintained its guidance of 2% cost-to-assets ratio by FY25F-end.
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BY THE NUMBERS

Net Cust Loans/Assets

Net Cust Loans/Broad Deposits
Equity & Provns/Gross Cust Loans
Asset Risk Weighting

Provision Charge/Avg Cust Loans
Provision Charge/Avg Assets
Total Write Offs/Average Assets
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Apr-20 Apr-21 Apr-22 Apr-23 Apr-24 Apr-25 Apr-20 Apr-21 Apr-22 Apr-23 Apr-24 Apr-25
Rolling P/BV (x) (Ihs) ROE (rhs) 12-mth Fwd Rolling FD Core P/E (x) (Ihs)
Profit & Loss
(Rsm) Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Net Interest Income 331,323 429,458 495,438 584,880 682,505
Total Non-Interest Income 152,205 165,009 201,457 241,200 288,296
Operating Revenue 483,528 594,466 696,895 826,080 970,800
Total Non-Interest Expenses (226,023) (265,615) (323,030) (379,290) (441,699)
Pre-provision Operating Profit 247,421 197,906 359,795 428,924 510,804
Total Provision Charges (73,593) (28,848) (47,295) (60,898) (78,285)
Operating Profit After Provisions 173,828 169,059 312,500 368,027 432,520
Pretax Income/(Loss) from Assoc.
Operating EBIT (incl Associates) 173,828 169,059 312,500 368,027 432,520
Non-Operating Income/(Expense)
Profit Before Tax (pre-El) 173,828 169,059 312,500 368,027 432,520
Exceptional Items
Pre-tax Profit 173,828 169,059 312,500 368,027 432,520
Taxation (43,570) (73,262) (79,687) (93,847) (110,293)
Consolidation Adjustments & Others
Exceptional Income - post-tax
Profit After Tax 130,258 95,797 232,812 274,180 322,227
Minority Interests
Pref. & Special Div
FX And Other Adj.
Net Profit 130,258 95,797 232,812 274,180 322,227
Recurring Net Profit
Balance Sheet Employment
(Rsm) Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Gross Loans/Cust Deposits
Avg Loans/Avg Deposits 87.0% 87.8% 89.6% 90.2% 91.4%
Avg Liquid Assets/Avg Assets 69.1% 71.0% 72.6% 73.5% 74.5%
Avg Liquid Assets/Avg IEAsS 113.1% 114.0% 111.8% 110.9% 110.1%
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BY THE NUMBERS...cont’d

Balance Sheet

(Rsm) Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Total Gross Loans 7,076,960 8,453,030 9,871,243 11,618,549 13,746,873
Liquid Assets & Invst. (Current)
Other Int. Earning Assets
Total Gross Int. Earning Assets 7,076,960 8,453,030 9,871,243 11,618,549 13,746,873
Total Provisions/Loan Loss Reserve
Total Net Interest Earning Assets 7,076,960 8,453,030 9,871,243 11,618,549 13,746,873
Intangible Assets
Other Non-Interest Earning Assets 763,253 720,632 752,650 786,221 821,415
Total Non-Interest Earning Assets 808,977 767,971 792,869 828,582 865,968
Cash And Marketable Securities 1,109,871 1,064,108 1,095,430 1,253,100 1,298,932
Long-term Investments 2,755,971 2,888,148 3,285,997 3,691,333 4,147,397
Total Assets 11,751,778 13,173,257 15,045,539 17,391,564 20,059,170
Customer Interest-Bearing Liabilities 8,217,209 9,469,452 10,981,450 12,831,712 14,934,295
Bank Deposits
Interest Bearing Liabilities: Others 1,851,338 1,863,000 1,961,617 2,153,405 2,364,234
Total Interest-Bearing Liabilities 10,068,546 11,332,453 12,943,067 14,985,117 17,298,528
Banks Liabilities Under Acceptances
Total Non-Interest Bearing Liabilities 531,493 586,640 629,839 673,979 723,879
Total Liabilities 10,600,039 11,919,093 13,572,905 15,659,096 18,022,408
Shareholders Equity 1,151,741 1,254,167 1,472,633 1,732,467 2,036,762
Minority Interests
Total Equity 1,151,741 1,254,167 1,472,633 1,732,467 2,036,762
Key Ratios

Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Total Income Growth 13.3% 29.6% 15.4% 18.1% 16.7%
Operating Profit Growth 7.0% 27.7% 13.7% 19.5% 18.4%
Pretax Profit Growth 97% (3%) 85% 18% 18%
Net Interest To Total Income 68.5% 72.2% 71.1% 70.8% 70.3%
Cost Of Funds 3.71% 3.95% 4.54% 4.12% 3.87%
Return On Interest Earning Assets 10.2% 11.0% 11.4% 10.8% 10.3%
Net Interest Spread 6.49% 7.02% 6.88% 6.68% 6.44%
Net Interest Margin (Avg Deposits) 4.36% 4.86% 4.85% 4.91% 4.92%
Net Interest Margin (Avg RWA)
Provisions to Pre Prov. Operating Profit 30% 15% 13% 14% 15%
Interest Return On Average Assets 3.07% 3.45% 3.51% 3.61% 3.64%
Effective Tax Rate 25.1% 43.3% 25.5% 25.5% 25.5%
Net Dividend Payout Ratio
Return On Average Assets 1.20% 0.77% 1.65% 1.69% 1.72%
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