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Q2FY13-Disappointing performance
CMP: Rs.106 Andhra Bank reported disappointing numbers both on the top-line front and
Target Price: Rs.127 bottom-line for the second consecutive in row this fiscal. While the Net interest
Upsnde/(Downflde) % 19% income (NII) recorded poor growth owing to higher interest costs, the insignificant
Recommendation: ACCUMULATE  iher income growth and weak CASA profile dragged the profitability for the bank
on annual basis.
Stock Info
BSE Group A Poor earnings growth, below estimates: The bank reported decline of 10% in
BSE Code 532418 profitability on sequential basis at Rs 326 crs and mere 3% YoY growth primarily on
NSE Symbol ANDHRABANK account of spike in interest costs and weak non-interest income. The interest costs
Bloomberg ANDB IN spike dented the top-line with NIl witnessing decline both QoQ and YoY 5% and 6%
respectively at Rs 894 crs. In turn, the margins took a hit and were recorded at 3%,
Reuters ADBK.BO R . X .
reporting 18% decline YoY. Furthermore, the non-interest income for the quarter
BSE Sensex >760.1 did not put up encouraging number with 7% decline on sequential basis at Rs 219
NSE Nifty 18902.4 crs which restricted the PAT growth. Though YoY CASA recorded decent growth, on
sequential basis the performance was poor with CASA ratio standing stagnant at
Market Info 26% levels. The subdued earning performance would take a toll on return ratios
Market Capital *5959.5cr going ahead.
Equity Capital " 559.6cr

Avg. Trading Vol. (NSE Qtly) Asset quality deteriorates, NPL risks to linger: As anticipated the NPLs stood on the
(‘000) 772.8 higher side and bad loans continue to weigh down the earnings of the bank. The
GNPAs rose by 80 bps and NNPAs by 70 bps on annual basis marking deterioration
in asset quality of the bank for the quarter. We concede higher slippages and
exposure to troubled sectors of the economy could have accentuated the bad loans
for the quarter. Further, the restructured book at 9077 crs also stood on the higher
side. Though credit costs moved down, NPL risks continue to linger.

52 Wk High/ Low 139/79
Face Value 10

Shareholding Pattern (%) (30th Sep 2012)

Promoters 58.0
Domestic Institutions 15.3 Outlook: Muted credit off-take, higher deposit costs and deterioration in asset
Foreign Institutions 12.8 quality formed the concern areas for the bank. Given the asset quality pressures
Public & Others 13.8 that continue to weigh <?|ovs./n earr_nngs and th? disappointing .performance of the
bank for past 2 quarters indicates its vulnerability to tough environs and we do see
downside from current levels. Therefore, we mellow down our price target at Rs
127 (Earlier Rs 148), valuing the bank at 0.8X P/ABV FY14E and consequently bring
| down our rating to Accumulate building the impending pressures into our
5 W estimates. We concede the price momentum has yet to factor in the negatives
E i completely and we forsee stock price correction from hereon.
§
[ Financials:-
? i (Rs Cr) FY11 \ FY12 FY13E FY14E
: 1 Net interest income 3222 3759 4268 4968
' Operating Profit 2413 2814 3163 3734
[R100] IB0R02 10D 100512 100712 0BOEMD  ODLD PAT 1267 1344 1537 1833
i EPS (Rs) 243 24.0 27.5 32.8
= ndhra Bank = Sensey EPS Growth (%) 12.6 -1.0 14.3 19.3
RoE (%) 233 19.2 19.1 19.2
Nov 07, 2012 P/E (x) 4.4 4.5 3.9 3.3
PABV (x) 0.9 0.8 0.8 0.7
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Q2FY13 Earnings Update

Particulars (Rs. cr) Q2FY13 Q2FY12 YoY% Q1FY13 QoQ % | Comments

Interest Earned 3,198 2,783 14.9 3,121 2.5

Interest Expended 2,304 1,831 26.6 2,183 5.6 | Expediture stood on the higher side
Net Interest Income 894 951 -6.0 938 -4.8 | Poor NIl income growth

Other income show not encouraging QoQ, YoY

Other Income 219 178 23.4 236 -6.9 | looks decent
Other income / Net Income (%) 20 16 20

Total income 1113 1129 -1.4 1174 -5.2

Employee Expenses 297 274 8.5 297 0.1

Non-Employee expenses 178 169 5.6 174 2.3

Operating Expenses 475 442 7.4 471 0.9 | YoY opex spiked up
Cost-income Ratio (%) 43 39 40

Pre-Prov Profits 638 687 -7.1 703 -9.3

Provisions & Contingencies 139 261 -46.5 207 -32.5 | Credit costs have gone down

PBT 499 426 17.0 497 0.4

Provisions for Tax 173 110 57.3 135 28.1
Effective Tax Rate (%) 35 26 27

Weak bottom-line performance owing to poor

interest income and other income and not very

PAT (reported) 326 316 3.0 362 -10.0 | encouraging numbers
EPS Diluted 5.8 5.7 6.5

GNPA 3014 1987 2358 NPLs shot up significantly
NNPA 1831 1086 1293

GNPA (%) 3.5 2.7 2.7 GNPAs climbed upwards
NNPA (%) 2.2 1.5 1.5

Total CAR (%) 12.4 13.1 12.4

Generating Wealth. Satisfying Investors. 2



/\

ARIHANT capital markets Itd.

Sector -Banking

Income Statement

Balance sheet

RSF-EUP-01

Year to 31st March (RS.CI’) FY11 FY12 FY13E FY14E As on 31st March (RS. cr) FY11 FY12 FY13E FY14E
Interest Income 8291 11339 12650 14855 LIABILITIES
Interest Expenses 5070 7579 8382 9886 Capital 560 560 560 560
Net Interest Income 3222 3759 4268 4968 Reserves & Surplus 5,933 6,920 8,063 9,897
- growth % 47 17 14 16 | | Deposits 92,156 105,851 123,846 146,138
Fee-based Income 659 671 743 823 - growth % 18.6 14.9 17.0 18.0
Treasury Income 235 182 203 227 | | Borrowings 7,640 8,241 10,081 12,417
Other Non-interest Income 2 6 5 6 Other liabilities
) & provisions 2,612 3,393 3,991 4,901
Operating Income 4118 4618 5219 6024
TOTAL LIABILITIES 108,902 124,964 146,541 173,913
- growth % 30 12 13 15
Operating Expenses 1705 1804 2056 2291
ASSETS
- Staff Cost 1104 1150 1255 1377
] Cash, Inter-bank, etc 7,184 5,564 8,079 10,369
- Other Operating Exp. 601 654 801 913
Money at call and
Gross Profits 2413 2814 3163 3734 short notice 3,275 3,082 3,838 4,507
- growth % 33 17 12 18 Advances 71,435 83,642 98,697 116,463
Provisions 646 991 1028 1187 - growth % 27.2 17.1 18.0 18.0
Profit Before Taxes 1767 1823 2134 2546 Investments 24,205 29,629 32,960 38,594
Taxes 500 480 598 713 Fixed assets 318 303 377 550
Profit After Taxes 1267 1344 1537 1833 Other assets 2,485 2,745 2,588 3,430
- growth % 21 6 14 19 TOTAL ASSETS 108,902 124,964 146,541 173,913
Ratio Analysis
FY11 FY12 FY13E FY14E FY11 FY12 FY13E FY14E
Basic Ratio (Rs.) Spread analysis (%)
EPS 24.3 24.0 275 328 Yield on advances 10.5 12.0 11.5 11.5
Book Value per share 124.3 133.7 | 154.1 186.9 Yield on investments 6.8 73 6.7 6.8
70% Adjusted Book Value 124.8 138.4 | 1355 186.9 Yield on interest-earning assets 8.5 10.0 9.3 9.3
Dividend per share 5.5 5.5 6.0 7.0 Cost of funds 4.9 6.5 6.2 6.2
Spread 3.6 3.5 3.1 3.1
Asset Quality (%) Net Interest Income to AWF 3.3 3.3 3.2 3.2
Gross NPAs 1.4 21 3.6 a1 Non Interest Income to AWF 0.9 0.8 0.7 0.7
Net NPAs 0.4 0.3 21 2.7 Operating Profit to AWF 2.5 2.5 2.4 2.4
NPA Coverage 725 | 847 | 404 | 349 | | NetProfitto AWF 1.3 1.2 1.2 1.2
Valuation ratios (x)
RoAE 23.3 19.2 19.1 19.2 P/BV 0.9 0.8 0.7 0.6
RoAA 13 11 11 11 P/ABV 0.9 0.8 0.8 0.7
NIM 3.6 3.6 3.4 3.4
Operating Profit Margin 26.3 23.1 23.3 23.5
Net Profit Margin 13.8 11.0 11.3 11.5
Cost to Income 41.4 39.1 39.4 38.0
Fee-based income to Operating
Income 16.0 14.5 14.2 13.7
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Arihant Research Desk

E. research@arihantcapital.com
T.022-42254827

Head Office Registered Office

3 Floor, Krishna Bhavan, E-5 Ratlam Kothi

67 Nehru Road, Vile Parle (East), Indore - 452003, (M.P.)
Mumbai - 400057 Tel: (91-731) 3016100
Tel: (91-22) 42254800 Fax: (91-731) 3016199

Fax: (91-22) 42254880

Stock Rating Scale
Absolute Return

BUY >20

ACCUMULATE 12-20

HOLD 5-12

REDUCE <5
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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