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Improving asset quality with potential NIM unlocking

Market Cap (INR Mn) Recommendation Sector
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Result highlights

Advances at INR 2035 bn grew by 54% yoy/19% qoq on back of strong traction in retail as well as corporate. Retail grew by 52.9% yoy while corporate
grew by 54.3% yoy. Deposits at INR 2007 bn grew by 41% yoy/17% qoq. CASA growth was in line with the overall deposits growth. CA grew at a
higher rate by 51% yoy/28% qoq while SA deposits grew by 35% yoy/4% qoq. CASA ratio stood at 36.5% (-150 bps qog/+10 bps yoy). The management
continues to target 40% CASA by FY20 on back of higher savings rate (6% vs. average 3.5% offered by other banks).

NIl at INR 21.5 bn grew by 31% yoy/14% qoq. The bank recorded NIMs of 3.4%, -10 bps qoq. The bank continues to position its high savings rate as a
trigger for pursuing higher NIMs. Improving incremental credit quality (reducing RWA density) and strong traction in CASA are also expected to
improve NIMs going forward (3.4% by FY20). PPOP at INR 21.3 bn grew by 26.3% yoy/6.7% qoq. The bank’s cost structure was stable — (/I at 40.3% vs.
39.5% as of Q3FY18/ 41.6% as of Q4FY17. The bank intends to leverage technology to position itself as a tech company in the financial services space.

Asset quality improved with GNPA at 1.28% (-44 bps qoq) | NNPA at 0.64% (-29 bps qoq). The bank intends to take PCR to >60% in the near-term
against 50% as of Q4FY18. Credit costs were 80 bps (annualized), expected to trend down going forward. ROE stood at 18.3% vs. 16.6% as of Q4FY17.

MARKET DATA

KEY FINANCIALS

Shares outs (Mn) 2304
EquityCap (INR Mn) 4609 NIl 34,878 45,667 57,973 77,371 1,07,479 | 1,45,134
Mkt Cap (INR Mn) 811328 PPOP 32,496 43,025 58,375 77,481 1,08,158 | 1,42,880
52 WK H/L (INR) 383/275 PAT 20,054 25,394 33,301 42,246 59,978 79,618
Volume Avg (3m K) 14762 EPS (INR) 48.0 60.4 73.0 18.3 26.0 32.3
Face Value (INR) N BVPS (INR 279.6 327.8 483.1 1.8 133.3 178.1
Bloomberg Code YES IN ABVPS (INR) 277.5 3211 459.6 106.1 127.8 171.5
P/ABV (x) 2.1 2.9 2.7 3.4 3.4 2.8
SHARE PRICE PERFORMANCE Source: Company, KRChoksey Research
250 Strong advances growth
The bank recorded a strong advances growth of 54% yoy. At INR 2035 bn, the bank intends to grow
200 the credit book at over 30% during FY19. The bank saw strong traction in corporate lending, growth
of 54.3% yoy, on back of turnaround in corporate capex. The bank is witnessing some of the choked
150 assets in the systems beginning to move to better corporate owners. As of Q4FY18, corporate loans
form 68% of the total book. Within the retail portfolio, medium enterprises grew by 41.6% yoy/16.7%
qoq, forming 9.7% of the total book. Small and micro enterprises grew by 28.3% yoy/14.5%
100 qoq, forming 10.3% and retail banking grew by 99.1% yoy/22.4% qoq. Retail disbursements grew by 80%
yoy to INR 64.1 bn. For FY19/20, the bank intends to pursue over 30% growth in advances on back of
pick-up in capex environment, robust public spending and a number of stuck assets getting released.
50 | } } } } } |
n i © ) ~ ~ 0 Looking at >40% CASA by FY20
= ' O
& 8 g 8 g 8 S CASA deposits grew by 41% yoy/12% qoq to INR 731.8 bn. CASA ratio stood at 36.5% vs. 38% as of
Q3FY18 and 36.3% as of Q4FY17. The bank intends to achieve >40% CASA by FY20 on back of superior
Yes Bank Ltd Sensex product offerings along with 6% on SA deposits. Retail TDs which form 21% of the total deposits grew
by 16%.
MARKET INFO Intends to pursue NIM expansion by lowering SA rates
SENSEX o The bank presently offers 6% on SA deposits vs. 3.5% offered by other banks. The bank believes
3497 lowering rate on SA could translate into 35-40 bps of increase in NIMs. For Q4Fy18, the bank reported
NIFTY 10692 NIMs of 3.4%, down 10 bps qoqg. On a longer term, the bank intends to achieve 4% NIMs by FY20.
Also, the bank has now started to generate more of organic PSL rather than buying PSL certificates
which yield low - this is expected to reduce PSL cost over the coming years and give cushion to NIMs.
SHARE HOLDING PATTERN (%)
Particulars Mar 18| Dec17 Sep 17
Promoters 20.01 20.04 20.11 3 O 7 3 7 0/
Flls 42.62 43.2 45.51 o o
Dlls 24.79 23.83 24.57
Others 12.58]  12.94 9.81 Advances CAGR FY19-20E NIl CAGR FY19-20E
Total 100 100 100
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Asset quality improvement continues; minimal impact of Feb 2018 RBI guidelines

The bank has been able to improve its asset quality despite the high growth, reporting GNPAs of 1.28%, -44 bps qoq /| NNPA of
0.64%, -29 bps qog. Total slippages were INR 3.8 bn, of which INR 2.9 bn were corporate, INR 0.6 bn were retail/SME. Credit costs
for the quarter were 79 bps (annualized) while the bank has guided for 50-70 bps during FY19. The bank intends to shore up PCR
to >60% in the near-term as against 50% currently. Incremental RWA density during the quarter was 68% and on a longer term
basis, the bank is targeting a density of 70% which signals improving risk profile of the credit book going forward (80% corporate
book rated A and above against 75% as of Q3FY18).

In terms of NCLT list 1, the bank has exposure to only 2 accounts (out 12) totaling INR 3.2 bn. The bank maintains 50% PCR on this
portion and expects 60-65% recovery from this pool by Q2FY19. For list 2, the bank has exposure of INR 6.5 bn spread over 7
accounts (out of 28). The bank maintains PCR of 43% on this pool and expects to collect 50-60%.

As a result of new NPA reclassification guidelines released in Feb’18, the bank has seen negligible impact on its asset quality. The
bank held INR 18.9 bn worth of SRs (0.92%) and expects 30-40% recovery over the next 6-12 months. Wrt SMA2 and other fragile
accounts, based on internal findings, the bank expects minimal accounts that maybe referred to NCLT under IBC.

The bank continues to monitor it renewables portoflio. Exposure to sensitive sectors has reduced with iron/steel now at 2% (flat
goq), telecon at 2.2% (-10 bps qoq), non-renewable at 2.7% (vs. 3.4% qoq). Exposure to gems/jewellery sector stands at 1.4% ( vs. 1.6%
goq) - most of this is granular and rated A and above.

VALUATION

We expect the bank to display strong growth momentum, aided by pick up in corporate capex and retail focus. Improving risk
profile along with potential unlocking of NIMs by reducing SA rates should help generate healthy NIl over FY19/20. Investments in
technology are expected to pay dividends over the longer term by way of enhanced efficiency and productivity. We expect credit
costs to decline as quality of credit underwriting improves. The bank is also expected to raise equity capital worth $1 bn by end of
FY19/beginning of FY20. We assign a multiple of 3.2x to FY19E ABVPS of INR 127.8 per share, valuing the stock at INR 409 per
share. We recommend ACCUMULATE.
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Income Statement (INR Mn) Q4FY18 Q4FY17 Q3FY18 Y-0-Y Q-0-Q
Interest income 57,430 43,490 50,703 32.1% 13.3%
Interest expense 35,887 27,093 31,815 32.5% 12.8%
Net interest income 21,542 16,397 18,888 31.4% 14.1%
Non interest income 14,210 12,574 14,223 13.0% -0.1%
Total income 35,752 28,971 33,11 23.4% 8.0%
Employee costs 5,467 4,968 5,334 10.0% 2.5%
Other operating expenses 8,931 7,093 7,759 25.9% 15.1%
Operating expenses 14,398 12,061 13,093 19.4% 10.0%
Pre-provision profit 21,354 16,910 20,018 26.3% 6.7%
Provisions 3,996 3,097 4,213 29.0% -5.1%
Profit before tax 17,358 13,813 15,805 25.7% 9.8%
Tax expense 5,564 4,671 5,036 19.1% 10.5%
Net profit 11,794 9,141 10,769 29.0% 9.5%
Balance sheet analysis (INR Mn) Q4FY18 Q4FY17 Q3FY18 Y-0-Y Q-0-Q
Deposits 20,07,382 14,28,739 17,17,314 40.5% 16.9%
CASA deposits 7,31,762 5,18,697 6,52,890 41.1% 12.1%
CASA (%) 36.5% 36.3% 38.0% 15 bps -156 bps
Advances 20,35,339 13,22,627 17,15,149 53.9% 18.7%
Total Assets 31,24,456 21,50,599 26,54,320 45.3% 17.7%
Capital adequacy ratio (%) 18.40% 17.00% 18.40% 140 bps 0 bps
pread A Q4 3 Q4 Q 3 O 0Q-0-Q
Yield on avg advances (%) 8.7% 9.9% 9.0% -120 bps -31bps
Yield on avg assets (%) 7.4% 8.1% 7.6% -74 bps -29 bps
NIM (%) 3.40% 3.6% 3.50% -20 bps -10 bps
R et g R Q4 3 Q4 Q 3 O Q-0-Q
Gross NPA 26,268 20,186 29,743 30.1% -11.7%
Net NPA 13,128 10,723 15,951 22.4% -17.7%
GNPA (%) 1.28% 1.52% 1.72% -24 bps -44 bps
NNPA (%) 0.64% 0.81% 0.93% -17 bps -29 bps
PCR (%) 50% 47% 46% 315 bps 365 bps
Credit costs (%) 0.8% 0.9% 1.0% -15 bps -20 bps
Key ratios Q4FY18 Q4FY17 Q3FY18 Y-o-Y Q-0-Q
Cost to income ratio (%) 40.3% 41.6% 39.5% -136 bps 73 bps
C/D ratio (%) 101% 93% 100% 882 bps 152 bps
RoA (%) 1.5% 1.7% 1.6% -19 bps -11bps
Leverage (x) 12.1 9.8 10.8
RoOE (%) 18.3% 16.6% 17.5% 174 bps 77 bps
Source: Company, KRChoksey Research
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Amounts in INR Million

Income Statement FY2016 FY2017 FY2018E FY2019E FY2020E
Interest income 1,15,720 1,35,334 1,64,246 2,02,674 3,02,430 3,87,346
Interest expense 80,842 89,667 1,06,273 1,25,304 1,94,950 2,42,213
Net interest income 34,878 45,667 57,973 77,371 1,07,479 1,45,134
Non interest income 20,465 27,121 41,568 52,238 70,330 89,414
Total income 55,343 72,789 99,541 1,29,609 1,77,809 2,34,548
Operating expenses 22,847 20,764 41,165 52,128 69,651 91,668
Employee costs 78,189 12,968 18,050 21,889 30,876 43,306
Other operating expenses 13,050 16,796 23,115 30,239 38,775 48,363
Pre-provision profit 32,496 43,025 58,375 77,481 1,08,158 1,42,880
Provisions 3,395 5,363 7,934 15,538 20,214 26,138
Profit before tax 29,101 37,662 50,441 61,943 87,944 1,16,741
Tax expense 9,047 12,268 17,140 19,698 27,966 37,123
Net profit 20,054 25,394 33,301 42,246 59,978 79,618
Source: Company, KRChoksey Research
Balance sheet FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E
SOURCES OF FUNDS
Share capital 4,177 4,205 4,565 4,606 4,606 4,932
Reserves & surplus 1,12,622 1,33,661 2,15,976 2,52,977 3,02,330 4,34,297
Shareholders' funds 1,16,800 1,37,866 2,20,541 2,57,583 3,06,936 4,39,229
Borrowings 2,62,204 3,16,590 3,86,067 7,48,936 8,83,744 10,42,818
Deposits 9,11,758 11,17,195 14,28,743 20,07,382 25,89,522 33,40,484
Other liabilities & provisions 70,942 80,983 1,15,253 1,10,556 1,28,293 2,10,381
TOTAL LIABILITIES & EQUITY 13,61,704 16,52,634 21,50,603 31,24,456 39,08,495 50,32,912
USES OF FUNDS
Cash and cash equivalent 75,572 82,184 1,95,494 2,47,344 2,37,136 3,05,906
Investments 4,32,285 4,88,385 5,00,318 6,83,989 8,54,542 11,02,360
Advances 7,55,498 9,82,099 13,22,627 20,35,339 26,45,940 34,39,722
Fixed & other assets 98,349 99,966 1,32,160 1,57,784 1,70,876 1,84,925
TOTAL ASSETS 13,61,704 16,52,634 21,50,603 31,24,456 39,08,495 50,32,912
Source: Company, KRChoksey Research
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Key ratios FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E

Growth rates

Advances (%) 35.8% 30.0% 34.7% 53.9% 30.0% 30.0%
Deposits (%) 22.9% 22.5% 27.9% 40.5% 29.0% 29.0%
Total assets (%) 24.9% 21.4% 30.1% 45.3% 25.1% 28.8%
NI (%) 28.4% 30.9% 26.9% 33.5% 38.9% 35.0%
Pre-provisioning profit (%) 20.9% 32.4% 35.7% 32.7% 39.6% 32.1%
PAT (%) 24.0% 26.6% 31.1% 26.9% 42.0% 32.7%

Balance sheet ratios

Credit/Deposit (%) 82.9% 87.9% 92.6% 101.4% 102.2% 103.0%
CASA (%) 23.1% 28.1% 36.3% 36.5% 38.1% 39.9%
Advances/Total assets (%) 55.5% 59.4% 61.5% 65.1% 67.7% 68.3%
Leverage (x) 1.7 12.0 9.8 12.1 12.7 1.5
CAR (%) 15.6% 16.5% 17.0% 18.4% 17.3% 17.4%
CAR - Tier | (%) 11.5% 10.7% 13.3% 13.2% 12.9% 13.9%
Operating efficiency

Costfincome (%) 41.3% 40.9% 41.4% 40.2% 39.2% 39.1%
Opex/total assets (%) 1.7% 1.8% 1.9% 1.7% 1.8% 1.8%
Opex/total interest earning assets (%) 2.0% 2.1% 2.3% 2.1% 2.1% 2.1%

Profitability

NIM (%) 3.0% 3.2% 3.2% 3.1% 3.2% 3.4%
RoA (%) 1.6% 1.7% 1.8% 1.6% 1.7% 1.8%
ROE (%) 21.3% 19.9% 18.6% 17.7% 21.2% 21.3%

Asset quality

Gross NPA (%) 0.4% 0.8% 1.5% 1.3% 1.2% 1.2%
Net NPA (%) 0.1% 0.3% 0.8% 0.6% 0.5% 0.5%
PCR (%) 72.0% 62.0% 46.9% 50.0% 60.0% 60.0%
Net slippage (%) 0.2% 0.6% 1.3% 0.5% 0.3% 0.4%
Credit cost (%) 0.2% 0.6% 0.6% 0.6% 0.6% 0.6%

Per share data / Valuation

EPS (Rs.) 48.0 60.4 73.0 18.3 26.0 32.3
BV (Rs.) 279.6 327.8 483.1 111.8 133.3 178.1
ABV (Rs.) 277.5 321.1 459.6 106.1 127.8 171.5
P/E (x) 17.0 14.3 21.2 19.5 13.7 1.1
P/BV (x) 2.1 2.9 2.6 3.2 3.2 2.7
P/ABV (x) 2.1 2.9 2.7 3.4 3.4 2.8
Source: Company, KRChoksey Research
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27-Apr-18 357 409 ACCUMULATE
19-Jan-18 341 381 ACCUMULATE
27-Oct-17 310 377 BUY

Buy More than 15%

Accumulate 5% -15%

27-Jul-17 1782 2131 BUY Hold 0-5%
20-Jan-17 1372 1441 ACCUMULATE
24-0Oct-16 1320 1,441 ACCUMULATE
27-July-16 1200 1,302 ACCUMULATE Sell Less than -5%
28-Apr-16 940 1,069 ACCUMULATE
01-Feb-16 749 860 ACCUMULATE
30-Oct-15 744 845 ACCUMULATE
23-Apr-15 851 930 ACCUMULATE
13-Apr-15 843 900 ACCUMULATE
15-Jan-15 787 855 ACCUMULATE
7-Jan-15 772 807 HOLD
3-Nov-14 684 730 ACCUMULATE

Reduce -5%—0
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