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Yes Bank posted 1QFY11 PAT growth of 56% YoY to Rs1.6b (against our estimate of Rs1.4b), driven by strong loan

growth (up 107% YoY) and other than expected provisions. Non-interest income declined by 10% QoQ and 5% YoY to

Rs1.4b due to a fall in financial markets income, however income from financial advisory remains strong. Key highlights

B Loans grew 107% YoY and 18.3% QoQ driven by higher disbursements in the corporate and institutional banking
(C&IB) segment. Part of this growth can be attributed to disbursement in the telecom sector (largely short-term) and
the infrastructure space.

m  NIM declined 10bp QoQ to 3.1% (stable YoY) led by fall in yields on loans. CASA deposits in absolute terms grew
118% YoY resulting in CASA ratio improving 100bp YoY to 10.5%.

m  Otherincome declined by 5% QoQ due to a fall in income from financial markets (a sharp drop in treasury gains and
lower volumes in debt capital markets). Core non-interest income was Rs1.4b against Rs1.1b in 1QFY10. While
financial advisory showed strong traction QoQ and YoY, a sequential decline in transaction banking income
disappointed.

B Asset quality improved with GNPA ratio at 0.23% and net NPA ratio at 0.04%. PCR was 81% (v/s 78% in 4QFY10).

Valuation: Yes Bank trades at 11.9x FY12E EPS of Rs25 and 2.3x FY12E BV of Rs130. RoA is likely to remain strong

at ~1.5% and increased leverage will drive RoEs to ~20%+ in FY11 and FY12. Maintain Buy with a target price of Rs325.
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RESULTS ANALYSIS [RS M)
12F T 18FT10 TOY GR. % 4GFT10 2082 GR. X FT10 FT1E FT12ZE
Interest Income 7582 5,355 35 G G456 H 23,697 39,581 56,463
Interest Expense 477 3,789 26 4204 13 15,818 27875 40,943
Het Interest Income (Hil} 2621 1,568 67 2442 7 7,580 11,605 15,520
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Advances 262,568 126,705 107 221,94H T8 221,94H 321,500 434,430
Gross HPA 5497 614 -3 602 -7 602 987 1,585
Gross NPA % 023 048 027 027 037 036
Het HPA 111 304 -63 130 -5 130 197 k3 I
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* Reported, Calcnlated for full year nos

Stable margins, strong loan growth lead to robust NIl growth

NIl grew by 67% YoY (7% QoQ) backed by loan book growth of 107% YoY and 18.3%
QoQ to Rs262b. Higher disbursements in the corporate and institutional banking (C&IB)
segment led the growth. The proportion of loans to the C&IB segment increased from
69% in 4QFY10to 73.4% in 1QFY11. The management expects loan growth to moderate
to 40-45% in FY11 due to repayment of short-tenure loans and higher base.

NIM was stable at 3.1% YoY (but declined 10bp QoQ). Cost of funds declined by 180bp
YoY (stable QoQ) to 6.3% and yield on loans declined 290bp YoY (down 10bp QoQ) to
9.6%. In an increasing rate scenario the bank could have a negative impact on NIMs (low
CASA mix) but sustained systemic growth could lead to better pricing power on lending
and would result in NIMs remaining stable.

CASA ratio improves 100bp YoY

Deposits increased 97% YoY and 12.3% QoQ to Rs268b. CASA deposits grew by 118%
YoY and 12% QoQ to Rs31.2b. CASA ratio improved 100bp YoY and was sequentially
stable at 10.5%. With branch expansion (100 branches proposed to be opened) and focus
on garnering higher retail deposits, CASA ratio is likely to improve.
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Mixed performance from different fee income stream

Non-interest income declined by 10% QoQ and 5% YoY to Rs1.4b due to a fall in income
from financial markets. Core non-interest income was Rs1.4b against Rs1.1b in 1QFY10.
Financial markets related income was Rs226m in 1QFY11 (v/s Rs.919m a year earlier
and Rs474m in 4QFY10) due to lower treasury gains and lower volumes in the debt
capital markets.

Financial advisory income increased from Rs253m in 1QFY10to Rs.761min 1QFY11 (v/
s 578m in 4QFY10). Transaction banking fees grew by 37% YoY to Rs.343m (on a lower
base), but it was down by 21% sequentially (a negative surprise). The management expects
better traction in transaction banking through the addition of new clients.

Cost to income ratio to go up

Operating expenses grew 41% YoY and 7% QoQ to Rsl1.6b as the bank raised staff
salaries and added about 400 employees in 1QFY11. Employee expenses were up 37%
YoY and 15% QoQ. Other operating expenses were sequentially stable as the bank added
only three branches during the quarter, taking the total number of branches to 153. Cost to
income ratio was (39% against 36% in 4QFY10). Over the past six quarters cost-to-
income ratio was below 40% and has been one of the key factors for RoA expansion. The
management expects to add 100 branches and about 1,000 employees in one year, which
will lead to pressure on the C/I ratio.

Strong asset quality

Asset quality was stable with GNPA in absolute terms remaining flat at Rs602m (Rs614m
in 4QFY10). GNPA ratio in percentage terms improved to 0.23% (v/s 0.27% in 4QFY10)
and NNPA ratio was 0.04% (v/s 0.06% in 4QFY10). Provision coverage ratio improved
from 78% in 4QFY10 to 81% in 1QFY11. Including standard asset provisions, provision
coverage ratio improved to 309% in 1QFY11 from 274% in 4QFY10. The bank’s
restructured loans were steady at Rs0.8b (31bp of the loan book v/s 0.36bp in 4QFY10
and 0.94 bp in 1QFY10).

Comfortable capital position for near term growth
CAR was 16.57%, tier-1 was 10.32%. As per RBI guidelines unaudited quarterly profits
are not considered in capital funds, or else the CAR would be 70bp higher.

Valuation and view

Yes Bank is well placed to benefit from the economic buoyancy as it offers a diverse
range of products and has an experienced and capable top management team with a
proven track record. With substantial growth in its branch network in the next couple of
years, we expect strong traction in its business to continue.

We believe Yes Bank will be able to maintain RoA of ~1.5% and RoE of 19-20% in FY'11
and FY12 backed by: (1) loan growth of 40%, (2) healthy margins of ~3%, improving
CASA ratio and pricing power, (3) strong growth in fee income due to higher advisory,
forex and third party distribution income, and (4) stable credit costs, as its asset quality is
among the best in the industry. Yes Bank trades at 11.9x FY12E EPS of Rs25 and 2.3x
FY12E BV of Rs130. Maintain Buy.

21 July 2010



MoTIiLAL OSWAL Yes Bank

STRONG LOAN GROWTH
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FINANCIAL MARKET INCOME (RS M)
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Yes Bank: an investment profile

Company description

Yes Bank began operations in May 2004. Its promoters,
who established Rabo India Finance as a leading investment
bank in India, have the distinction of obtaining RBI’s only
green-field banking license in the past decade. Yes Bank
has built a strong management team with experience from
foreign banks for each of its business units. It has fructified
into a “full service” commercial bank with 153 branches
and a balance sheet of Rs409b. It aims to scale up its branch
network to 250 with a CASA ratio of ~25% by FY12
(currently 10.5%).

Key investment arguments

m Rapid branch network expansion, acquisition of new
customers and deepening of existing customer
relationships would help ensure that its asset growth is
significantly higher than that of the industry.

m  Asset quality is robust with GNPA ratio of 0.23% and
NNPA ratio of 0.04%.

m Strong asset quality, higher fee contribution and
operating efficiency will keep RoA strong at 1.4%+
and ROE at 19%+.

Key investment risks

m Yes Bank’s growth plans are heavily dependent on
obtaining branch licenses. Any delays in getting branch
licenses from RBI, it could adversely impact valuations.

COMPARATIVE VALUATIONS

Yes Bank

m Inability to improve CASA ratio given high asset growth
aspirations would make the bank vulnerable to a
liquidity risk.

Recent developments

m Rabo Bank sold 11% stake in the bank for its own
banking foray in India.

m Yes Bank announced a maiden dividend of Rs1.5/share
for FY10.

Valuation

RoA is likely to remain strong at ~1.5% and increased
leverage would drive RoEs to ~20%+ in FY11-12. Yes Bank
trades at 11.9x FY12E EPS of Rs25 and 2.3x FY12E BV
of Rs130.Maintain Buy with a target price of Rs325 (2.5x
FY12E BV).

Sector view

m InFY10 loans and deposits grew 17%. We expect loan
growth of 20% in FY11 with an upward bias. Deposit
growth will be calibrated with loan growth.

m  We factor in a 15-20bp improvement in blended
margins, led by an improving yield on assets and a higher
CASA ratio.

m  Our concern over asset quality is diminishing with the
improvement in economic activity.

m We prefer banks with a strong core deposit franchise,
higher tier-1 capital and high provision coverage ratio.

EPS: MOST FORECAST V/S CONSENSUS (RS)

YES BANK AXIS BANK HDFC BANK MOST CONSENSUS VARIATION
P/E (x) FY11E 15.5 17.2 23.6 FORECAST FORECAST (%)
FY12E 11.9 13.9 18.2 FY11 19.2 17.1 12.1
P/BV (x) FY11E 2.8 29 3.8 FY12 25.1 22.1 135
FY12E 2.3 2.5 3.3
ROE (%) FY11E 19.3 18.3 17.1 TARGET PRICE AND RECOMMENDATION
EY12E 211 19.4 19.2 CURRENT TARGET UPSIDE RECO.
ROA (%) FY11E 15 1.6 1.6 PRICE (RS) PRICE (RS) (%)
FY12E 1.4 1.6 1.7 298 325 9.2 Buy
STOCK PERFORMANCE (1 YEAR)
Yes Bank (Rs) - LHS Rel. to Sensex (%) - RHS
340 90
SHAREHOLDING PATTERN (%) L
v ’ ol
JUN-10 MAR-10 JUN-09 280 'WWP\JW 60
Promoter 27.1 27.2 30.9 220 { 30
Domestic Inst 10.0 4.1 8.2 160 Agv™ 0
Foreign 51.8 58.1 46.4 100 -30
Jul-09 Oct-09 Jan-10 Apr-10 Jul-10
Others 11.2 10.7 14.5
6
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Financials and Valuations
INCOME STATEMEHNT {R= Million)
¥E March 2007 2008 2009 2010 2011E 2012E
Irterest Income 5876 13,047 20014 23897 39,581 56 463
Irterest Expended 4163 Q741 14 924 15818 27875 40,943
Het Interest Income 1,714 3,306 5,093 7,880 11,605 15,520
Change (%) 1005 424 4.1 547 475 337
Cther Income 1,946 3 607 4 369 5,755 7 060 9223
Het Income 3,659 6,912 9,462 13,635 18,665 24,744
Change (%) 1004 584 384 441 384 328
Operating Expenses 1,835 32 4185 5,002 6,994 9420
Operating Income 1,724 3501 5,277 8,633 11,672 15,324
Change (%) 787 1030 50.7 BaE 352 A
Cther Provisions 255 4356 G617 1,365 1,732 2324
PBT 1,436 3,065 4,659 7,265 9,940 12,999
Tax 493 1,065 1621 2487 3429 4 455
Tax Rate (%) 343 347 348 3.2 4.5 4.5
PAT 944 2,000 3,038 4,777 6,511 8,515
Change (%) Fadl 1.0 514 572 383 308
Proposzed Dividend 1] 1] 1] 510 E79 849
PPP 3,659 6,912 9,462 13,635 18,665 24,744
Change (%) 00,4 5.9 369 44,1 369 328
BALAHCE SHEET {R= Million)
¥E March 2007 2008 2009 2010 2011E 2012E
Capital 2,800 2955 2970 3,397 3,397 3,397
Rezerves & Surplus 5071 10,231 13,272 27,409 33,215 40,736
Het Worth 7871 13,189 16,242 30,896 36,611 44,132
Deposits §2,204 132,732 161,694 267986 401,978 562,770
Change (%) 1529 g5 218 = S0 4
CASA Deposits 4,739 11,287 14,118 28,182 45,677 69,200
Borrowings 13,458 17137 Imy 47 491 55,895 £5,6585
Cther Liabilties & Proy. 7o G 767 14 055 17 453 X2a78 29 855
Total Liabilities 111,034 169,825 229,008 363,825 517,324 702,775
Current Azsets 12,828 16,276 19,227 26,732 39,397 558,226
Investments 30,71 50,937 MATD 102,099 137,834 186,076
Change (%) 1276 BS54 397 435 358 358
Advances 62,897 94,303 12401 221,931 321,500 434,430
Change (%) 161.5 4594 3.5 8.9 45,0 8.0
Met Fixed Aszets o9 1,012 1,311 1,155 2247 3145
Cther Azsets 3,769 7,287 13,264 11,807 16,075 20,897
Total Assets 111,034 169,825 229,008 363,825 517,324 702,775
ASSUMPTIONS (%o}
Deposit Growth 1825 E1.5 a8 ES.T S0 400
Advances Growth 161.3 499 by B 7848 45.0 350
Investments Growth 127 6 E5.5 387 435 350 350
Provizion coverage Ratio 0.0 200 515 754 0.0 0.0
Diviclend 0o 0o 0o 15.0 200 250
E: MOSL Estimates
7
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Financials and Valuations
RATIOS
¥E March 2007 2008 2009 2010 2011E 2012E
Spreads Analysis (%)
Ay, Yield - Earning Assets .0 97 107 54 93 9B
Ay, Cost-Int. Bear, Liak, G.4 74 .5 G2 7.2 7o
Irterest Spread 17 18 2.1 2.2 2.1 2.1
Met Interest Margin 23 25 27 25 27 25
Profitability Ratios (%)
RoE 1248 19.0 208 203 19.3 1
Rod, 12 1.4 15 1E 15 1.4
Irit. Expendedint Earned 0.8 747 T4E EE.T TO.7 725
Cither Inc.Met Income 3.2 022 45.2 42.2 = Erpc
Efficiency Ratios (%)
Op. Exps.Met Income o248 49.4 44 2 367 3FAa 3581
Empl. Costiop. Exps. B0 9.3 521 1.4 533 554
Buszi. per Empl. (R m) 406 8.1 g0 1278 1278 1434
MP per Empl. (R lac) 34 B3 1.4 157 137 142
Asset-Liability Profile (%)
Ay Deposit Ratio 765 7.0 767 g2.8 a0 i
CAZA Ratio a5 G5 a7 105 11.4 123
Imvest Deposit Ratio ir4 354 440 3581 343 331
G-SeciAnvest. Ratio oo TOE ES .8 EE .5 724 TS E
Gross MPAS to Ady, oo oA oy (] (] 04
Met MPA, 0 as 412 130 197 M7
Met MPAS to Ay, oo oA (] oA oA oA
CAR 136 136 166 206 177 153

Tier | L k] 4.5 125 0.5 9.4
VALUATION
Book “alue (Rz) 281 44 B 4.7 o1.0 1078 1299
Price-BY () 106 E.Y 54 33 25 23
Adiuzted BY (Rs) 281 44 4 538 0.7 107 4 1293
Price-A8%Y (%) 106 EY 55 33 25 23
EPS (R=) 34 6.5 102 14.1 19.2 251
EPS Growth (%) 727 1006 213 3ra 363 308
Price-Earnings (x) a5 .4 44 1 291 212 155 118
OP=(R=) 6.2 1.8 178 254 344 451
OPE Growth (36 723 022 501 431 352 .3
Price-0P (%) 484 252 16.8 1.7 ay EE
E: MOSL Estimates
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NOTES
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