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Asset Quality Deteriorates! 23" July, 2016
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Result Update-Q1 FY17

Axis Bank Ltd.

Axis Bank Ltd. reported major fall in Q1 FY 17 net profit of 21%. The net profit stood at
Rs 1,556 cr for the quarter ended June 30, 2016 vs. Rs 1,978 cr for the same quarter in
the previous year on account of higher provisioning for bad loans. However, total
income of the bank has increased by 13% to Rs 13,852 cr for quarter under review vs.
Rs 12,234 cr for the quarter ended June 30, 2015.

Revenue mix:

The bank has reported decent revenue growth across all segments. The company
registered a growth in revenue of 25% from Treasury segment to Rs 16801 cr vs. Rs
12,898 crin Q1 FY16. Revenue from Retail Banking segment grew by 16% to Rs 9,123
crvs. Rs 7,846 crin Q1 FY16, while Corporate Banking segment witnessed a growth of
11% to Rs 6,123 cr vs. Rs 5,530 cr in the corresponding quarter previous year.

Earnings Quality:
The bank’s earnings quality slowed down with net interest income (NII) for the
quarter growing by 11.4% YoY to Rs 4,517 cr for the quarter.

Asset Quality:

The bank’s asset quality weakened. GNPA climbed to 2.5% from 1.4% a year earlier.
NNPA rose to 1.1% from 0.5%. Stress realisation continued. Most slippages in
corporate lending were from watch list (92%). Power and iron & steel constitute 27%
& 26% respectively of the watch list.

Provisions:

Provisions for the quarter rose robustly. For Q1 FY 17 provisions stood at Rs 2,117 cr
vs. Rs 1,122 cr in the corresponding quarter of previous year and Rs 1,168 cr
sequentially.

Other information:

The bank’s retail advances grew by 24% and constitute 42% of the net advances
portfolio. The bank’s capital adequacy ratio as per Basel-Ill norms stood at 15.67% of
which Tier-1 stood at 12.38%. The bank added 102 branches in the Q1 FY 17 and 38
ATM's, taking the total to 3,006 branches and 12781 ATM'’s.

Valuation:

At CMP of Rs 538, the stock is trading at P/E & P/ABV of 16 (x) & 2.3 (x) respectively,
based on the FY 17 estimates. We have pegged a multiple of 2.2 (x) to its FY 17E ABV
and arrived at fair value of Rs 516 per share. We have “NEUTRAL” rating on the stock.

SNAPSHOT

(RS. Cr) 2013 2014 2015 2016 2017E
Net Interest Income 9666 11952 14224 16833 18628
Operating Income 16217 19357 22589 26204 29017
Profit After Tax 5179 6218 7358 8224 8011
ROE 15.6 16.3 16.5 15.5 13.0
P / EPS (x) 11.8 11.0 18.0 12.9 16.0
P/ ABV (x) 1.9 1.8 3.1 2.1 2.3
Source: Ace Equity, Arihant Research 1
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Q1 FY 17 Earnings Snapshot:

Quarterly P&L

QIFY7 [QTFY16 [YoY  |Q4FY16 QoQ
Interest Earned 1114 9936 11.9% 10899]  2.0%
Interest Expended 0597| 98801 12.2%| 6346  3.9%
NIl 45171 4056] 114%| 4553  0.8%
Other Income 2038 2298 2694
Operating Expenses 2186 2262 231%| 2848  -2.2%
Operating Profitbefore Prov.& Cont. | 4469 4092  9.2% 4399  1.6%
Provisions and Contingencies 11 12 1168
PBT 2352 20101 -208%|  3230| -27.2%
Provision for tax 197 992 1076
Net Profit (after Extrodinary Items) 1596)  1978| -21.4%| 2194 -27.8%
Capital Adeqacy Ratio Basel i 193] 145 153
% 0f Gross NPAs 25 14 0.7
% of Net NPAs 1. 05 07
Return on Assets 12 18 1.7
Earnings Per Share 6.5 83 -21.8% 91| -28.0%

Source: Ace Equity, Arihant Research

Generating Wealth. Satisfying Investors.



/\

ARIHANT Capital Markets Lid.
I B R ey

Income Statement Balance Sheet

(Rs Cr 13| 2014) 2015 2016 2017E|  |(RsCr) 13| 2014 2015 2016 2017E
Interest Eamed 21183)  30641| 35479) 40988 46780  |Sources of funds
Interest Expended 17516| 18690 21254 24155 28151)  |Share Capita 468) 470 474 4T 478
Net Interest Income 9666| 11952) 14224) 16833 18628  (Total Resenes 30640) 37751 44202) 52688( 60930
Other Income 6551 7405 8365  9371| 10389|  |Shareholder's Fund 33106) 38220 44677) 53165 61408
Fee Income 5025 534  6121]  6794] 7610]  |Deposits 260614 200045| 320442 357968) 412174
TreasuryIncome 586  328) 995 1032] 1142  |Borrowings 43951 50291 79798| 99226 109149
Operating Income 16217\ 19357| 22589| 26204) 29017|  |OtherLiabiliies & provisions 10888 13789) 1506 15109 15864
Operating Expenses 6914 7901 9204 10101| 11624  |Total Liabilities 340561) 383245( 461932| 525468| 598592
Employee Expenses A1 601 315  3376]  4013|  |Application of Funds
Profit before provision & tax 9303) 11456 13385 16104] 17393  |Cash &Bank 20435 28239  36099) 33325 36598
Provisions and Contingencies 1750 07| 2328] 3710[  5069] [Invesments 113738 113548| 117550 122006| 126886
Profit Before Tax 7553 9349 11058 12304) 12324  |Advances 196966| 230067) 261083 338774| 399753
Provision fortax 274 ¥ 00| 470 4313  |Fied Assels 2056 2410 2514 3023 4228
Exp. flems 0 0 0 0 0 |OtherAssets 7067| 8981 24686| 27839 3127
Profit After Tax 5179|  6218]  73%8| 8224  8011|  |Tofal Assets 340561) 383245( 461932| 525468| 598592

Ratios %

13| 2014 2015 2016 2017E 13| 2014 2015 2016 2017E
Asset Quality Spread Analysis
Gross NPA 120 14 1§ A7) 26  |Yieldon Advances a7 95 92 89 90
NetNPA 04 04 05 07 13 |Vieldon Investments 68| 73 78 17 13
PCR 1920 184 Tap 1200 700]  |CostofFunds 59 56 B3| A3 B4
Growth Cost of Deposits 59 58 B3| A3 A3
Advances Growth 160 168 222] 205 180 [N 33 37 400 36 35
Deposit growth 148 112 148 110]  154]  |InterestSpread 38 390 39, 36 36
NetProftt Growth 21 0] 183 1§ -26] |Profitability
Liquidity ROE 196 163] 165 155 130
C-D Ratio 180 819 872  %46]  97.0[  |EamingsPer Share (Rs) 21 B 0| M5 B
CASA 44 50| 48| 473]  447)  |Dividend Per Share (Rs) 180] 200 46 50 58
Capital Adequacy 70 161 151 153 155  |Adjusted Book Value (Rs) 1385 1583 1629] 2125 2348
Efficiency Valuation
Cost Income Ratio 6] 408 407 B 41 |PIEPS() 18 10 180] 129, 160
Operating Costs to Assefs 200 21 200 19 190 [P/ABV(x) 19 18 3 2 23
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Source: Ace Equity, Arihant Research
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Stock Rating Scale
Absolute Return

Buy > 20%

Accumulate 12% to 20%

Hold 5% to 12%

Neutral -5%to 5%

Reduce <-5%
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Disclaimer:

This document has been prepared by Arihant Capital Markets Ltd. This document does not constitute an offer or solicitation for the purchase and sale of
any financial instrument by Arihant. This document has been prepared and issued on the basis of publicly available information, internally developed data
and other sources believed to be reliable. Whilst meticulous care has been taken to ensure that the facts stated are accurate and opinions given are fair
and reasonable, neither the analyst nor any employee of our company is in any way is responsible for its contents and nor is its accuracy or completeness
guaranteed. This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision.
The user assumes the entire risk of any use made of this information. Arihant may trade in investments, which are the subject of this document or in
related investments and may have acted upon or used the information contained in this document or the research or the analysis on which it is based,
before its publication. This is just a suggestion and Arihant will not be responsible for any profit or loss arising out of the decision taken by the reader of
this document. Affiliates of Arihant may have issued other reports that are inconsistent with and reach different conclusion from the information
presented in this report. No matter contained in this document may be reproduced or copied without the consent of the firm.
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