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YES Bank (YES IN)

Rating: BUY | CMP: Rs370 | TP: Rs438

Some gains, some misses
Quick Pointers

®  Loan growth continue to be strong at 53% YoY led by both corporate & retail.
Retail mix improved by ~180bps QoQ

"  Slippages of Rs5.6bn was higher than trends but saw decent recoveries mainly
from the NCLT exposure.

Yes Bank's earnings were in-line with expectations at Rs12.6bn (PLe:
Rs12.7bn) but was on back of strong other income (Fx/Debt market led/SR
redemption) and control on opex. NIl grew slower on pressure from cost of
funds and interest reversals on slippages. Bank used higher other income to
enhance provisions on GNPAs, while also had hit of MTM on investments but
has chosen to make provisions over 4 quarters. We believe corporate book
growth to continue for some time ahead, but retail mix should improve faster,
while concerns on margins should start abating from H1FY19 end onwards
and slippages of this quarter should see recovery keeping asset quality
steady by FY19 end with improved PCR towards 60%. Valuations discount to
large peers remains high and should narrow going ahead. We maintain BUY
with TP of Rs438 based on 2.9x Mar-20 ABV.

®  Miss on NII; PPOP helped by other income: PPOP grew by strong 44% YoY
mainly led from good opex control and other income which was mainly from
large Security Receipt redemption & investments reshuffle. NIl growth slowed
to 23% YoY compared to stronger B/s growth as pressure on cost of funds was
high, pulling down NIMs by 10bps QoQ to 3.3%. NIMs have dropped ~40bps
from peak of 3.7% in Q1FY18 with earlier strategy of growing in to AAA rated
assets (lower yields) and now with higher TDs to balance loan growth
momentum. Although bank has undertaken MCLR increases, margins are
expected to see improvement gradually from H1FY19 end/H2FY19 only
onwards helping better FY19 exit NIMs.

® Strong business growth continues: Loans grew 53% YoY on continued
strategy to penetrate into better corporates & rated exposures, but core retail
loans continued to grow at +1x YoY helping improve mix to 14% of loans. 47%
of incremental growth has been from retail, while bank has seen fair share of
growth improvement in SME segment. Bank expects to grow loans at 30% with
retail momentum remaining strong with corporate opportunities reducing
tapering down some growth.

® Slippages higher than trends but improves PCR: GNPAs moved up by 3bps
to 1.31% on back of Rs5.6bn of slippages but had Rs2.3bn recovery/upgrades
(Rs1.84bn from NCLT a/c) and bank enhanced provisions to improve PCR as
well by 500bps QoQ to 55% helping lower NNPAs by 5bps QoQ to 0.59%.
Bank expects Rs3.2bn of the Rs5.6bn slippage to be fully recovered by
Q2FY19 (likely to be from Hospital sector) which should see asset quality
improving and PCR improve towards 60% with credit cost maintained at 50-
70bps for FY19.
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Exhibit 1: Operations driven by strong other income but provisions lead to in-

line earnings
NIl growth slowed down on strong P&L (Rs million) Q1FY19 QL1FY18 YoYchg. Q4FY18 QoQ chg.
pressure from cost of funds and Interest Income 65,780 46,538 413 57,430 145
Ueluer (b @) e dlzpslis Interest Expense 43589 28,449 532 35,887 215
Net interest income (NII) 22,191 18,089 22.7 21,542 3.0
. Other income 16,941 11,322 49.6 14,210 19.2
SRR T U Total income 39,133 29,411 331 35752 95
higher Fx & debt market gains, while
fee income was slower on back of 3™ Operating expenses 14,586 12,369 17.9 14,398 1.3
party sales & trade fees -Staff expenses 5,906 5,461 8.2 5,467 8.0
-Other expenses 8,680 6,908 25.6 8,931 (2.8)
Operating profit 24,547 17,042 44.0 21,354 15.0
Provisions were much higher on back Core operating profit 19,944 13,821 44.3 19,573 1.9
of MTM provisions (amortized over 4 Total provisions 6,257 2,858 118.9 3,996 56.6
quarters) and Rs1.5bn to enhance Profit before tax 18,291 14,184 290 17,358 5.4
PO et G0 Tax 5,687 4,529 25.6 5,564 2.2
Profit after tax 12,604 9,655 30.5 11,794 6.9
Balance Sheet
Strong loan growth & deposit growth Deposits 2,133,945 1,502,409 42.0 2,007,382 6.3
Advances 2,147,201 1,399,718 53.4 2,035,339 5.5
Profitability ratios
Margin saw decline by 10bps QoQ on Yield on Advances 10.0 10.4 (40) 9.9 10
back of sharp increase in Cost Cost of Funds e 62 o 6.0 =l
NIM 33 3.7 (40) 3.4 (10)
ROAA 1.6 1.8 (20) 1.6 -
ROAE 19.4 17.4 200 18.8 60
Asset Quality
Asset quality saw slight deterioration Gross NPL (Rs m) 28,245 13,644 107.0 26,268 7.5
as slippages were at higher end but Net NPL (Rs m) 12,626 5,453 131.5 13,128 (3.8)
as PCR was enhanced Net NPAs Gross NPL ratio 1.3 1.0 34 1.3 3
saw small improvement sequentially Net NPL ratio 0.6 0.4 20 0.6 ©)
Coverage ratio 55.3 60.0 (473) 50.0 527
Bank’s CASA mi #as TD Business & Other Ratios
g;’;’mrs] s ml’}l’g f}%’zzs i ::W CASA mix 35.1 36.8 (170) 36.5 (140)
decline in CA portfolio sequentially Cost-income ratio 37.3 42.1 (478) 40.3 (300)
Non int. inc / total income 43.3 38.5 480 39.7 355
Credit deposit ratio 100.6 93.2 746 1014 77)
Capital consumption was high with CAR 17.3 171 20 18.4 (110)
CET-l now at 9.5% Tier-l 12.8 13.8 (100) 13.2 (40)
Source: Company Data, PL Research
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Q1FY19 Concall Highlights:

Balance Sheet outlook:

" Advances — Loan growth has been strong with corporate book growing in Iron
& Steel (1 a/c refinancing buyout of NCLT asset), telecom, travel/tourism and
growth in International Banking Unit (IBU). In retail, growth was strong on Auto
loans, CVICE, LAP & personal loans. 47% of new book growth is from retail,
but business banking segment has also started to grow well. Outlook: Bank
expects loan growth likely at 30% YoY on base effect of growth, receding
corporate opportunities and lower risk taking.

" Liabilities — CASA growth was 36% YoY led by SA with CASA facing
headwinds for the industry, but bank has grown slightly higher in the wholesale
deposit book to balance the increase in loan growth, while incremental
borrowing has been higher on capital issuance, borrowing on lending to IBU
and refinancing of loans from institutions. Outlook: Bank expects CASA
growth of 30-40% to continue and aim at 40% by FY20.

Margins:

®  Margins fell by 10bps QoQ to 3.3% as cost of funds increased by 30bps QoQ.
Margins in the IBU is at 2% and domestic margins at 3.3-3.4%. Outlook: Bank
expects yields could improve by 4bps would increase in Q2, another 11bps in
Q3 and another 16bps in Q4 if MCLR were to remain stable and expects cost
of funds to rise by 10-12bps further helping margin accretion of 20-25bps over
next 9 months.

Fees/Other income:

®  Bank saw strong growth in other income on back of higher Fx/Debt market fees
as bank shuffled investment portfolio (can do at start of year) and booked one
large redemption in security receipt.

"  Fee income from corporate was strong 66% YoY from syndication, structuring
and facility, while retail fees was slight slower at 29% YoY mainly from trade
and TPP distribution.

Asset quality:

® Slippages and Recoveries — Bank witnessed gross slippages of Rs5.6bn of
which Rs3.2bn was from 1 a/c which could be recovered in Q2FY19 and has
collaterals in the form marketable securities. Bank recovered Rs1.8bn from
NCLT List | and large redemption of Rs1.7bn in SRs helping lower the Net
stressed assets ratio to 1.5%.

®  Credit Cost — Credit cost was slightly higher as the Bank provided Rs1.49bn
towards increasing the PCR by 500bps to 55%. Also Bank has taken
amortization dispensation of Rs927mn/quarter on MTM losses spread over
FY19. Outlook: As normalized credit cost was at 15bps (60bps annualized),
bank maintains the credit cost guidance of 50-70bps in FY19.
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Capital Efficiency:

" RWAs grew by 46% YoY but 6% QoQ (higher than loan growth) mainly on
increase in operational risk leading to 20bps reduction in CET-I to 9.5%. Bank
expects RWA consumptions loans to be lower going ahead helping Tier-I.

Exhibit 2: Continued strong loan growth
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Exhibit 3: Segmental Mix of Loans

Corporate banking book continued to Advances Break-up Q1FY19 Q1FY18 YoYchg. Q4FY18 QoQ chg.
expand but retail continued to see

) ) . Corporate Banking 1,451,508 953,208 52.3 1,381,995 5.0
improvement in mix on strong growth Commercial Banking 695,693 446,510 55.8 653,344 6.5
Business Banking (SME) 186,806 138,572 348 197,428 (5.4)

Retail 300,608 146,970 1045 248311 211

MSE 208,278 160,968 294 209,640 (0.6)

Total 2,147,201 1,399,718 53.4 2,035,339 55

Source: Company, PL

Exhibit 4: Corporate and Core retail book mix improves

Corporate mix stable and dominating, - - - - -
while retail mix see ~180bps jump | ECorp & Insti Banking  © Biz Banking B Retail ®MSE |

13.3% 12 7% 1719 11. 0% 10 7% 10 7% 105% 9% 9.9% 99% 97% 8.7%

2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17 1Q18 2Q18 3Q18 4Q18 1Q19

Source: Company, PL
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Exhibit 5: Retail loans — Mortgage continue to drive, consumer loan growth

also seeing strong growth
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Exhibit 6: Fx/Debt market income leads other income

Exhibit 7: Retail fees was slower on 3" party & trade fees
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Exhibit 8: Margins continue to be under pressure

Source: Company, PL

Exhibit 9: CASA mix slightly declined on strong TD growth

—a—NIM (%)

3.9% 1
3.7% A
3.5% A
3.3% A
3.1% A
2.9% A

27% +————T7T—T 77 T T T T T T T T T T T T T

42%
39%
36%
33%
30%
27%
24%
21%
18%
15%

—4&— | ow Cost deposits(%) |

<
Source: Company, PL

July 25, 2018



“.’ YES Bank

Exhibit 10: Credit cost was high as bank did higher Exhibit 11: ...but asset quality slightly deteriorated on

provisioning to enhance PCR... slightly higher than trend slippages
1.4% —&— Credit Cost 2.0% - —&— Gross NPA (%) Net NPA (%)
R 0 1
. 1.8% A
1.2% A 1.6% A
1.0% A 1.4% A
0.8% A 1.2% A
0.6% 1 1.0% 1
49 - 0.8% 1
0.4% 0.6% -
0.2% A 0.4% -
00% T T T T T T T T T T T T T T T T T T T 1 02%'
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Exhibit 12: ROAE tree - Return ratios on strong trajectory

ROAE decomposition (%) FY13 FY14 FY15 FY16 FY17 FY18 FY19E FY20E

Interest income 960 959 944 898 864 768 7.80 8.02
Interest expenses 703 698 659 595 559 475 5,04 517
Net interest income 257 261 285 3.03 305 293 276 284
Treasury income 026 035 006 022 043 028 0.25 0.20
Other Inc. from operations 120 130 161 158 176 170 156 1.50
Total income 4.02 426 451 483 523 491 457 454
Employee expenses 0.76 075 080 086 095 0.83 0.68 0.64
Other operating expenses 079 093 106 111 122 115 1.05 1.07
Operating profit 248 258 265 285 307 294 2384 283
Tax 0.72 068 074 081 042 0.59 0.61 0.54
Loan loss provisions 025 035 028 036 09 075 0.72 0.75
ROAA 151 155 164 168 1.75 1.60 1.50 1.55
RoAE 2481 25.02 21.33 19.94 1858 17.67 19.31 21.13

Source: Company, PL

Exhibit 13: Estimates change table

We slightly tweak on margins, other old Revised % Change

income and increase credit cost (Rs mn) FYI9E FY20E FY19E FY20E FY19E FY20E
NIl 99,385 128,629 99,671 129,157 0.3 0.4
Operating profit 98,898 124,424 102,463 128,593 3.6 34
Net profit 54,602 69,464 54,253 70,271 (0.6) 1.2
EPS (Rs) 23.7 30.2 23.6 30.5 (0.6) 1.0
ABVPS (Rs) 126.6 150.1 128.4 152.5 15 1.6
Price target (Rs) 438 438 -
Recommendation BUY BUY

Source: Company, PL
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Exhibit 14: We retain our TP at Rs438 based on 2.9x Mar-20 ABV

PT calculation and upside

Fair price - EVA, Rs 436
Fair price - P/ABV, Rs 441
Average of the two, Rs 438
Target P/ABV (x) 2.9
Target P/E (x) 14.4
Current price, Rs 370
Upside (%) 18.4%
Dividend yield (%) 0.7%
Total return (%) 19.1%
Source: Company, PL
Exhibit 15: Yes Bank — One year forward P/ABV trends
| ——piasv 3yravg. avg. +1SD avg. - 1 SD
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Income Statement (Rs. m) Quarterly Financials (Rs. m)
Y/e Mar FY17 FY18 FY19E FY20E Y/e Mar Q2FY18 Q3FY18 Q4FY18 QI1FY19
Int. Earned from Adv. 122,098 154,782 220,020 293,867 Interest Income 48,003 50,703 57,430 65,780
Int. Earned from invt. 37,968 41,025 57,350 65,776 Interest Expenses 29,153 31,815 35,887 43,589
Others 4,180 6,867 4,240 4,480 Net Interest Income 18,851 18,888 21,542 22,191
Total Interest Income 164,246 202,674 281,611 364,123 YoY growth (%) 10.1 16.8 32.5 53.2
Interest Expenses 106,273 125,304 181,939 234,966 CEB 7,486 10,131 9,913 10,156
Net Interest Income 57,973 77,371 99,671 129,157 Treasury 3,518 2,428 1,781 4,603
Growth(%) 36.8 30.2 27.3 25.0  Non Interest Income 12,484 14,223 14,210 16,941
Non Interest Income 41,568 52,238 65,298 77,052 Total Income 60,488 64,926 71,640 82,722
Net Total Income 99,541 129,609 164,969 206,208 Employee Expenses 5,628 5,334 5,467 5,906
Growth(%) 26.7 23.9 36.1 27.2  Other expenses 6,641 7,759 8,931 8,680
Employee Expenses 18,050 21,889 24,516 28,929  Operating Expenses 12,269 13,093 14,398 14,586
Other Expenses 21,402 27,929 35,470 45,401 Operating Profit 19,067 20,018 21,354 24,547
Operating Expenses 41,165 52,128 62,506 77,615 YoY growth (%) 37.6 37.7 26.3 44.0
Operating Profit 58,375 77,481 102,463 128,593 Core Operating Profits 15,549 17,590 19,573 19,944
Growth(%) 35.7 32.7 32.2 25,5  NPA Provision - - - -
NPA Provision 6,634 10,788 17,219 21,487 Others Provisions 4,471 4,213 3,996 6,257
Total Provisions 7,934 15,538 22,088 24,488  Total Provisions 4,471 4,213 3,996 6,257
PBT 50,441 61,943 80,375 104,105  Profit Before Tax 14,596 15,805 17,358 18,291
Tax Provision 17,140 19,697 26,122 33,834 Tax 4,569 5,036 5,564 5,687
Effective tax rate (%) 34.0 31.8 325 32.5 PAT 10,027 10,769 11,794 12,604
PAT 33,301 42,246 54,253 70,271 YoY growth (%) 25.1 22.0 29.0 30.5
Growth(%) 31.1 26.9 28.4 29.5 Deposits 1,579,898 1,717,314 2,007,382 2,133,945
Balance Sheet (Rs. m) YoY growth (%) 23.4 20.7 40.5 42.0
Vo Mar Fvi7 Fvis FY19E FV20E Advances 1,486,753 1,715,149 2,035,339 2,147,201
YoY growth (%) 34.9 46.5 53.9 53.4
Face value 2 2 2 2
No. of equity shares 2,282 2,303 2,303 2,303 Key Ratios
Equity 4,565 4,606 4,606 4,606 Y/e Mar FY17 FY18 FY19E FY20E
Networth 220,541 257,583 304,341 360,752 CMP (Rs) 370 370 370 370
Growth(%) 60.0 16.8 18.2 185 EPS(Rs) 15.2 18.4 23.6 30.5
Adj. Networth to NNPAs 10,723 13,127 14,249 15,519  Book Value (Rs) 97 112 132 157
Deposits 1,428,739 2,007,381 2,750,113 3,437,641  Adj. BV (70%)(Rs) 94 108 128 153
Growth(%) 27.9 40.5 37.0 25.0 P/E () 24.3 20.1 15.7 12.1
CASA Deposits 518,697 731,762 1,045,043 1,316,616 P/BV (x) 3.8 3.3 2.8 2.4
% of total deposits 36.3 36.5 38.0 38.3 P/ABV (x) 4.0 3.4 2.9 2.4
Total Liabilities 2,150,599 3,124,456 4,091,907 4,988,981 DPS (Rs) - 2.4 2.7 5.0
Net Advances 1,322,627 2,035,339 2,747,707 3,572,019 Dividend Payout Ratio (%) 0.0 15.6 13.8 19.7
Growth(%) 34.7 53.9 35.0 30.0  Dividend Yield (%) - 0.6 0.7 1.4
Investments 500,318 683,989 924,209 920,247 Efficiency
Total Assets 2,150,599 3,124,456 4,091,907 4,988,981
Y/e Mar FY17 FY18 FY19E FY20E
Growth (%) 30.1 45.3 31.0 219
Cost-Income Ratio (%) 414 40.2 37.9 37.6
Asset Quality C-D Ratio (%) 92.6 101.4 99.9 103.9
Yle Mar FY17 FY18 FY19E FY20E  Business per Emp. (Rs m) 137 222 251 267
Gross NPAs (Rs m) 20,186 26,268 35,148 44,948 Profit per Emp. (Rs lacs) 17 23 25 27
Net NPAs (Rs m) 10,723 13,127 14,249 15,519 Business per Branch (Rs m) 2,751 3,675 4,072 4,381
Gr. NPAs to Gross Adv.(%) 15 1.3 1.3 1.3 Profit per Branch (Rs m) 33 38 40 44
Net NPAs to Net Adv. (%) 0.8 0.6 0.5 0.4 bu-Pont
NPA Coverage % 46.9 50.0 59.5 65.5
Y/e Mar FY17 FY18 FY19E FY20E
Profitability (%) NI 3.05 2.93 276 2.84
Y/e Mar Fy17 Fy18 FY19E FY20E  Total Income 5.23 491 457 454
NIM 3.2 3.1 2.9 3.0  Operating Expenses 2.16 1.98 1.73 1.71
RoAA 1.8 1.6 15 15 PPoP 3.07 2.94 2.84 2.83
ROAE 18.6 177 193 21.1  Total provisions 0.42 0.59 0.61 0.54
Tier | 13.3 13.2 11.2 9.9 ROAA 1.75 1.60 1.50 1.55
CRAR 17.0 18.4 16.3 14.0 ROAE 18.58 17.67 19.31 21.13

Source: Company Data, PL Research

Source: Company Data, PL Research
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PL’s Recommendation Nomenclature (Absolute Performance)
Buy  >15%
Accumulate . 5% to 15%
Hold ;. +5% to -5%
Reduce : -5%to -15%
Sell 1 <-15%
Not Rated (NR) : No specific call on the stock
Under Review (UR) : Rating likely to change shortly
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