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Yes Bank's (YES) 3QFY12 PAT grew 33% YoY to ~INR2.5b (v/s our estimate of INR2.4b). While operating income was

in line with our estimate, lower provisions led to higher than est. PAT. Provisions were lower due to strong

performance on asset quality. In percentage terms, GNPA and NNPA were flat QoQ at 20bp and 4bp, respectively.

 Loan growth up QoQ; strong growth in customer assets: Loans grew ~15% YoY (+ 5% QoQ) to INR359b. While

YoY loan growth has been moderate, increased investment in credit substitutes led to strong customer asset

growth of 28% YoY and 7% QoQ to INR437b. Investments grew 22% QoQ and 71% YoY to INR261b.

 Strong CASA traction: CASA traction was impressive (+22% QoQ and 46%YoY), led by strong growth in CA

(+18% QoQ and 37% YoY) and SA deposits (+40% QoQ and 99% YoY). CASA ratio improved 160bp QoQ to 12.6%.

 NIM down 10bp QoQ to 2.8%: While yield on loans increased 20bp QoQ to 12.4%, the cost of funds increased

30bp QoQ (8.9%), leading to pressure on margins.

 Fee income growth moderates:  Fee income growth moderated (flat QoQ, up 31% YoY) to INR2.1b. While

growth in fees from transaction banking remained healthy at ~5% QoQ (+28% YoY), income from financial

advisory declined 18% QoQ (+51% YoY) to INR806m.

Valuation and view: We expect EPS CAGR of ~25% over FY11-13 (without assuming a dilution), on the back of 45%

EPS CAGR over FY08-11. We estimate EPS at INR28 for FY12 and at INR33 for FY13. BV will be INR133 in FY12 and

INR161 in FY13. We expect RoA of 1.3%+ and RoE of 22%+. Maintain Buy.
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Quarterly performance: Above estimates (INR m)

Y/E March 3QFY12A 3QFY12E Var. (%) Comments

Net Interest Income 4,276 4,216 1 Margin decline 10bp QoQ

% Change (YoY) 32 30

Other Income 2,114 2,155 -2 Fee income moderates

Net Income 6,390 6,371 0

Operating Expenses 2,402 2,287 5 Rapid branch expansion leading to higher opex

Operating Profit 3,988 4,084 -2

% Change (YoY) 28 31

Other Provisions 224 450 -50 strong asset quality performance continues

Profit before Tax 3,765 3,634 4

Tax Provisions 1,224 1,199 2

Net Profit 2,541 2,435 4 Lower provisions leading to positive surprise

% Change (YoY) 33 27

Source: Company/MOSL

Loan growth improves QoQ; Strong growth in customer assets: Reported loan grew

5% QoQ and ~15% YoY to INR359b. Share of C&IB increased to 63.4% from 61.4% in

2QFY12 whereas share of commercial banking declined 240bp QoQ to 21.4%.

Management's focus on increasing granularity in its loan book and rapid increase in

branch network resulted in share of branch banking increasing further to 15.2% as

against 14.9% a quarter ago and 10.1% a year ago. While YoY loan growth has been

moderate, increased investment in credit substitutes led to strong customer asset

growth of 28% YoY and 7% QoQ to INR437b. Investments grew 22% QoQ and 71% YoY

to INR261b.

CASA ratio +160bp QoQ to 12.6: Deposits grew ~7% QoQ and 19% YoY to INR469b. CASA

traction was impressive (+22% QoQ and 46%YoY) led by strong growth in CA (+18%

QoQ and 37% YoY) as well as SA Deposits (+40% QoQ and 99% YoY). High interest rate

offered (7% - highest in the industry) and rapid branch network has led to strong

growth in SA Deposits, however sustainability of the accretions of savings bank

deposits is a key monitor able.

Fee income growth moderates: Non-interest income grew ~31% YoY (flat QoQ) to

INR2.1b (marginally below est.). Income from financial advisory stood at INR806m

(declined 18%QoQ, however remained strong at 51% YoY). Transaction banking fees

grew 5% QoQ and 28% YoY to INR639m (v/s INR609m in 2QFY12 and INR498m in 3QFY11).

Income from financial markets stood at INR483m v/s INR410m a quarter ago. Income

from third party distribution grew 31%QoQ (+7.5% YoY) to INR187m (partly seasonal

in nature).

Investing in the next phase of growth: During the quarter, YES added 26 branches,

taking the 9MFY12 cumulative addition to 117 branches as against 64 branches in FY11.

Overall branch network now stands at 331. Management targets to increase its branch

network to ~350 branches by FY12. The continuous build up of branch network augurs

well for improving its liability franchise and non-interest income. Bank added 299

employees during the quarter. Opex grew 38%YoY and 12% QoQ and cost to income

ratio increased 200bp QoQ to 37.6%. Strong expansion in branch network will result in

cost pressure; however management expects to maintain cost to income ratio in the

range of 38%-40%.
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Asset quality best amongst peers; restructured loans stable QoQ: GNPA in absolute

terms increased 5% QoQ to INR721m as against INR688m a quarter ago. In % terms

GNPA and NNPA was flat QoQ at 20bp and 4bp respectively - best in the industry.

Overall restructured stood at INR1.8b (49bp of overall loans) - stable QoQ.

Valuation and view
Considering challenging macroeconomic scenario, management is conserving capital,

focusing on higher end corporate and moderating its balance sheet growth. While

YTD loan growth stood at  ~4%, strong growth in credit substitutes (largely top rated

corporate) stood at 14%. Management expects loan growth for FY12 to be 15%+, 4QFY12

to be driven by PSL segment.

Re-pricing of deposit and increased investment in credit substitutes led to 10bp QoQ

decline in margins in 3QFY12. However, Yes Bank being predominantly a wholesale

funded bank is likely to benefit from any trend reversal in interest rates. Further

even in a tight liquidity condition and sharp increase in bulk deposit rate, bank's

performance on keeping margins stable at 2.8%-3% is impressive and demonstrates

the soundness of ALM and pricing power, providing comfort.

Branch network has increased to 331 (v/s 185 in 3QFY11) and will increase to ~350 by

FY12. Improving branch network augurs well for CASA growth and non-interest income

of the bank.

We expect EPS CAGR of ~25% over FY11-13 (without assuming a dilution), on the back

of 45% EPS CAGR over FY08-11. We expect Yes Bank to report EPS of INR28 in FY12 and

INR33 in FY13. BV will be INR133 in FY12 and INR161 in FY13. We expect RoA of 1.3%+

and RoE of 22%+. Maintain Buy with target price of INR400 (2.5x FY13 BV).

Concall highlights
 On policy front, management expects RBI to cut policy rates by 100-150bp in

CY12.

 De-regulation of saving deposit rate has been beneficial for Yes Bank and

increase in interest rate is leading to strong traction in SA deposits. Mgmt expects

saving deposit rate to be benchmarked to medium term rates of 3-5 years (large

part of saving deposit is classified in bracket of medium-long term deposits).

Management re-iterated its guidance of 30% CASA ratio by FY15.

 While higher rates have led to good traction in savings account balances,

reduction of rate may lead to outflow of deposits which need to be watched.

 Recently bank improved its product offering in retail segment by launching auto

loan, CV loan, LAP, LAS and home loan distribution in partnership with DHFL.

 In case of moderation in economic growth asset quality may come under pressure;

however management expects it to be manageable.

 Exposure to kingfisher stood at INR620m. Mgmt mentioned that this loan is

performing well and further it is not a part of consortium lending and it has

sufficient collateral available on the same.

 Capital adequacy ratio stood at 16.5% with tier I at 9.7% (including 9MFY12 profits).
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Our estimates largely remain unchanged (INR b)

                                               Old Estimates             Revised Estimates                 Change (%)

FY12 FY13 FY12 FY13 FY12 FY13

Net Interest Income 16.2 20.7 16.2 20.5 0.2 -1.0

Other Income 8.3 10.6 8.3 10.5 0.1 -1.0

Total Income 24.5 31.3 24.6 31.0 0.2 -1.0

Operating Expenses 9.1 12.0 9.1 11.6 0.0 -3.3

Operating Profits 15.5 19.3 15.5 19.4 0.3 0.4

Provisions 1.3 2.6 0.9 2.5 -30.1 -1.3

PBT 14.1 16.8 14.6 16.9 3.1 0.7

Tax 4.7 5.5 4.8 5.5 2.4 -0.1

PAT 9.5 11.3 9.8 11.4 3.5 1.1

Margins (%) 2.6 2.6 2.6 2.6

Credit Cost (%) 0.3 0.4 0.2 0.5

RoA (%) 1.4 1.3 1.5 1.3

RoE (%) 22.6 22.2 23.3 22.3

Source: MOSL

Yes Bank: One year forward P/E (x) Yes Bank: One year forward P/BV (x)
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Quarterly trends

…. so as deposits growth

Parallel movement in Yields and cost (%)

Income from financial advisory declines QoQ (INR m)

 Deposits grew ~7% QoQ and 19% YoY

 Yield on loans increased 20bp QoQ to 12.4%, cost of funds

increased by 30bp QoQ to 8.9%

 Income from financial advisory declined 18% QoQ (+51%

YoY) to INR806m

Loan growth improves QoQ….

 Increased investment in credit substitutes led to strong

customer asset growth of 28% YoY and 7% QoQ

CASA improves 160bp QoQ - a positive surprise (%)

 High savings interest rate offered (7%) and rapid branch

network has led to strong growth in SA Deposits

Margin decline 10bp QoQ (%)

 120bp QoQ decline in CD ratio and higher proportion of

investment in credit substitutes led to decline in margins
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Quarterly trends (continued)

Retail fees picks up QoQ (INR m)

Cost to income ratio increases (%)

Asset quality remains one of the best in the industry

 Income from third party distribution grew 31%QoQ (+7.5%

YoY) to INR187m

 C/I increased 200bp led by strong expansion in branches.

Management expects to maintain C/I at ~40%.

Transaction banking income remains healthy (INR m)

 Transaction banking fees grew 5% QoQ and 28% YoY to

INR639m

Financial markets income (INR m)

 Financial market income grew 18% both on a QoQ and YoY

b a s i s

Branch expansion continues (nos)

 In 3QFY12, 26 branches were added; Management targets

to increase its branch network to ~350 by FY12

 PCR remained stable QoQ; overall restructured stood at

INR1.8b (stable QoQ)
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Quarterly Snapshot

FY11                FY12 Variation (%) Cumulative Numbers

1Q 2Q 3Q 4Q 1Q 2Q 3Q QoQ YoY 9M 9M YoY

FY11 FY12  Gr (%)

Profit and Loss (INR m)

Net Interest Income 2,621 3,132 3,232 3,485 3,542 3,856 4,276 11 32 8,984 11,674 30

Other Income 1,438 1,310 1,617 1,868 1,653 2,141 2,114 -1 31 4,365 5,908 35

    Financial Markets 225 142 410 241 247 411 482 17 18 777 1,140 47

    Financial Advisory 761 637 535 772 829 978 806 -18 51 1,933 2,613 35

    Transaction banking 343 383 498 654 420 609 639 5 28 1,224 1,668 36

    Branch Banking 109 148 174 201 157 143 187 31 7 431 487 13

Total Income 4,059 4,442 4,848 5,353 5,195 5,997 6,390 7 32 13,349 17,582 32

Operating Expenses 1,570 1,628 1,736 1,865 1,944 2,138 2,402 12 38 4,933 6,483 31

      Employee 812 878 903 1,030 1,098 1,100 1,217 11 35 2,593 3,415 32

      Others 758 750 833 835 846 1,038 1,185 14 42 2,340 3,069 31

Operating Profits 2,490 2,814 3,113 3,488 3,251 3,859 3,988 3 28 8,416 11,099 32

Provisions 126 174 250 433 15 379 224 -41 -10 550 617 12

PBT 2,364 2,640 2,863 3,055 3,236 3,481 3,765 8 32 7,867 10,481 33

Taxes 800 877 952 1,021 1,075 1,130 1,224 8 29 2,629 3,429 30

PAT 1,564 1,763 1,911 2,034 2,161 2,350 2,541 8 33 5,238 7,052 35

Asset Quality

GNPA 597 677 728 805 560 688 721 5 -1

NNPA 111 172 174 92 27 136 144 6 -17

GNPA (%) 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0 -3

NNPA (%) 0.04 0.06 0.06 0.03 0.01 0.04 0.04 0 -2

PCR (Calculated, %) 81 75 76 89 95 80 80

Ratios (%)

Non Int. to Total Income 35.4 29.5 33.3 34.9 31.8 35.7 33.1 32.7 101

Cost to Income 38.7 36.6 35.8 34.8 37.4 35.6 37.6 37.0 111

Tax Rate 33.9 33.2 33.2 33.4 33.2 32.5 32.5 33.4 98

CASA (Reported) 10.5 10.1 10.2 10.3 10.9 11.0 12.6

Loan/Deposit 86.8 75.8 78.9 74.8 76.0 77.6 76.4

CAR 17.3 19.4 18.2 16.5 16.2 16.0 16.6

Margins (%) - Reported

Yield on loans 9.6 9.5 10.0 10.7 11.6 12.2 12.4 20 240

Cost of funds 6.3 6.7 7.1 7.8 8.5 8.6 8.9 30 180

Margins 3.1 3.0 2.8 2.8 2.8 2.9 2.8 -10 0

Balance Sheet (INR B)

Loans 263 303 311 344 331 342 359 5 15

Investments 110 145 152 188 175 214 261 22 71

Deposits 302 400 395 459 436 441 469 6 19

        CASA Deposits 32 41 40 48 48 48 59 22 46

Loan Mix (%, Non PSL)

C&IB 73.4 69.8 67.6 65.1 63.2 61.4 63.4 200 -420

Commercial Banking 22.0 19.6 23.3 22.9 24.4 23.8 21.4 -240 -190

Branch Banking 4.5 10.6 10.1 12.0 12.4 14.9 15.2 30 510

Deposits Mix (%)

CASA 10.5 10.1 10.2 10.3 10.9 11.0 12.6 160 240

Branch Banking 12.1 9.8 13.5 13.2 16.3 17.6 18.1 50 460

Corporate Banking 36.9 47.4 39.4 39.5 34.4 34.3 33.7 -60 -566

Commercial Banking 7.1 7.3 8.0 7.5 8.9 8.3 6.2 -210 -180

Govt Institutions 10.3 8.1 10.0 12.1 10.8 10.7 11.4 70 140

Certificate of Deposits 13.7 11.2 12.7 10.9 13.4 12.3 11.5 -80 -120

Institutional Deposits 9.4 6.1 6.3 6.4 5.4 5.8 6.5 70 20

For %age change QoQ and YoY is bp Source: Company/MOSL
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EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 28.2 27.1 4.1

FY13 32.8 33.1 -0.9

Shareholding pattern (%)

Dec-11 Sep-11 Dec-10

Promoter 26.2 26.3 26.6

Domestic Inst 10.7 9.7 6.7

Foreign 49.9 50.7 54.0

Others 13.2 13.3 12.7

1-year Sensex rebased

200

240

280

320

360

Jan-11 Apr-11 Jul -11 Oct-11 Jan-12

Yes  Bank Sensex - Rebased
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N O T E S
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