
Alpesh Mehta (Alpesh.Mehta@MotilalOswal.com) + 91 22 39825415 / Abhishek Agarwal (Abhishek.Agarwal@motilaloswal.com) +9122 3982 5414

Yes Bank's PAT grew 52% YoY to Rs1.9b (in line with our estimate), driven by strong NII growth of 52% YoY (in line with

our estimate).

Key highlights

 Loans grew 66% YoY and 2.5% QoQ. During the quarter, loans to the TMT segment declined by ~Rs12b; QoQ

growth in loans to the infra and logistics segment was also muted at 3%.

 NIM declined 20bp QoQ to 2.8%. Higher proportion of investments in total assets and lower re-pricing benefit on

investment portfolio resulted in the NIM decline.

 Overall deposits grew 79% YoY (declined 1.4% QoQ), while CASA deposits grew 81% YoY (flat QoQ). CASA ratio

was marginally up at 10.2%.

 Non-interest income increased 27% YoY and 24% QoQ due to higher income of Rs410m (v/s Rs141m in 2QFY11

and Rs280m in 3QFY11) from the financial market segment. Fees from transaction banking grew 34% YoY and 30%

QoQ. Financial advisory fees, however, declined 6% YoY and 16% QoQ to Rs535m.

 Asset quality was stable, with GNPA ratio at 23bp and net NPA ratio at 6bp. Specific loan loss coverage ratio was at

76% v/s 75% in 1QFY11 (total loan loss coverage was at 283% v/s 299% a quarter ago).

 Despite adding 14 branches during the quarter, cost to income (CI) ratio improved sequentially to 35.8% v/s 36.6%

on the back of controlled opex and strong growth in total income. Despite continuous investment in building up

branch network, the management expects to contain CI ratio below 40%.

 The stock trades at 9.9x FY12E EPS and 2x FY12E BV. Maintain Buy with a target price of Rs405 (3x FY12E BV).
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Reiterates guidance of strong business outlook

In 3QFY11, loans grew 66% YoY and 2.5% QoQ. Relatively slower growth in loans was
on account of run down in loans to the TMT segment (down by ~Rs12b QoQ) and muted
growth of 3% QoQ in the infra and logistics segment. Deposits at the end of quarter were
up 79% YoY and down 1.4% QoQ. CD ratio was high at 79%. In absolute terms, CASA
deposits remained stable sequentially; however, due to sequential drop in overall deposits,
CASA ratio improved marginally to 10.2%.

Management has reiterated its guidance of ~60% loan growth and ~70% deposit growth
in FY11. We model loan growth of 55% in FY11. Wholesale and commercial banking
(90% of loan book) will remain a key growth driver in the near term. In the medium to long
term, the bank intends to increase share of retail and SME loans to ~30% (~10% currently),
as branch expansion gathers pace. The management expects strong growth in CASA
deposits to continue with branch expansion and focus on retail deposits.
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Margin declined 20bp QoQ; repricing of assets to aid margin expansion,
going ahead

NIM declined 20bp QoQ to 2.8%. Yield on loans increased 50bp QoQ while cost of funds
increased 40bp QoQ. The drop in NIM was due to higher proportion of investments in
total assets and lower re-pricing benefit on investment portfolio. Investment to deposits
increased by ~240bp to 38.6%. Fixed rate loans constitute ~55% of the loan book and a
majority of these are likely to mature by 1QFY12. Re-pricing of these assets would enable
the bank to improve its margins.

The management remains confident of maintaining margins at ~3% by passing on the
increase in costs to its customers and focusing on increasing the proportion of retail deposits.
With average duration of the loan book at 16-17 months and deposits at 19-20 months, YoL
and CoD will track prevailing interest rates in the economy. Hence, in our view, stability/
improvement in NIMs would depend on pricing power and liquidity in the system.

Healthy growth in non-interest income

Non-interest income increased 27% YoY and 24% QoQ to Rs1.6b, led by higher income
from the financial market and transaction banking segment. Fees from the financial market
segment increased sharply to Rs410m. There were no trading gains during the quarter.
Financial advisory declined 16% sequentially and 6% YoY to Rs535m. Transaction banking
fees grew 30% QoQ (34% YoY) to Rs498m and income from third-party product distribution
was up 18% QoQ. Going forward, these two would be the key focus areas for growth.

Cost to income ratio declined QoQ; investment in franchise build-up
continues

Operating expenses grew 42% YoY and 7% QoQ to Rs1.7b. Employee expenses were up
44% YoY and 3% QoQ as the bank added 969 employees in the past one year (159
employees added during the quarter). Other operating expenses grew 39% YoY and 11%
QoQ. The bank added 14 branches during the quarter, taking the total number of branches
to 185. Cost to income ratio was 35.8% (v/s 36.6% in 2QFY11). Over the last eight
quarters, it has been able to control cost to income ratio below 40%, a key factor driving
RoA. The management expects to increase its branch network to ~250 by 1QFY12.

Asset quality remains strong

Asset quality remains strong, as GNPA and NNPA remained stable (in percentage terms)
during the quarter. PCR was at 76% while PCR including standard asset provisions remained
strong at ~283%. Restructured standard loans increased by Rs147m QoQ to Rs837m
(0.27% of loans).

Asset quality remains one of the best in the industry, with stress assets at just 0.5% of the
loan book. Exposure to MFI sector is ~Rs2.9b (less than 1% of the loans) and management
has stated that as of December 2010, there was no account overdue. Also, it does not
have any exposure to the new 2G players.



Yes Bank

20 January 2011  4

Valuation and view

Strong growth, proven execution capabilities, diversified fee income and superior return
ratios are the key positives for Yes Bank. We expect Yes Bank to report EPS of Rs21 in
FY11 and Rs28 in FY12. BV will be Rs110 in FY11 and Rs135 in FY12. Return ratios will
be strong at 1.4-1.5% over FY11-13 and RoE is expected to be superior at 21%+ over
FY11-13. While reported CAR stood at 18.2%, tier-I ratio is at 10.4% (declined from
12.9% as of FY10).

With growth rates expected to remain strong, the bank may need to raise capital in FY12.
However, this is not factored in our earnings estimates. The stock trades at 9.9x FY12E
EPS and 2x FY12E BV. Maintain Buy with a target price of Rs405 (3x FY12E BV).
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Strong loan growth

Trend in deposit growth

Trend in CASA ratio (%)

Margins decline 20bp QoQ (%)

Source: Company/MOSL
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Trends in yield on loans and cost of funds (%)

Break-up of non-interest income

Financial market income (Rs m)

Transaction banking revenue (Rs m)

Source: Company/MOSL
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Financial advisory income (Rs m)

Trend in C/I ratio (%)

Number of branches (nos)

Strong asset quality

Source: Company/MOSL
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the lowest in the industry



Yes Bank

20 January 2011  8

Shareholding Pattern (%)
Sep-10 Jun-10 Sep-09

Promoter 26.7 27.1 31.3

Domestic Inst 7.4 10.0 8.7

Foreign 55.4 51.8 48.0

Others 10.4 11.2 11.9

Yes Bank: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s Consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 21.4 19.4 10.2

FY12 27.6 23.7 16.7

Target Price and Recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

273 405 48.3 Buy

Comparative valuations
Yes Bank Axis Bank HDFC Bank

P/E (x) FY11E 12.8 15.9 25.2

FY12E 9.9 13.2 19.3

P/BV (x) FY11E 2.5 2.8 3.9

FY12E 2.0 2.4 3.4

RoE (%) FY11E 21.3 18.9 16.6

FY12E 22.6 19.5 18.7

RoA (%) FY11E 1.6 1.6 1.6

FY12E 1.4 1.6 1.7

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
greenfield banking license in the past decade. Yes Bank
has built a strong management team with experience in
foreign banks for each of its business units. It is now a "full
service" commercial bank, with 185 branches and a balance
sheet of Rs522b.

Key investment arguments

 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.

 Asset quality is robust with GNPA ratio of 0.23% and
NNPA ratio of 0.06%.

 Strong asset quality, higher fee contribution and
operating efficiency will keep RoA strong at 1.5%+
and RoE at 21%+.

Key investment risks

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

 Inability to improve CASA ratio, given high asset growth
aspirations would make the bank vulnerable to tight
liquidity conditions.

200
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400

Jan-10 Apr-10 Jul-10 Oct-10 Jan-11

Yes Bank Sensex - Rebased

Recent developments

 Yes Bank has received Baa3 long-term international
rating from Moody's.

Valuation and view

 Return ratios are likely to be strong at 1.3-1.6% over
FY11-13 and RoE is expected to be superior at 20%+
over FY11-13.

 We expect the bank to report EPS Rs27.6 and BV of
Rs135 in FY12. The stock trades at P/E of 9.9x FY12
and P/BV of 2x FY12. Maintain Buy.

Sector view

 Loan growth remains strong; however, rising inflation
and increasing interest rates are the near-term
headwinds for the sector.

 Our Economist expects current tightness in liquidity to
start easing in 4QFY11, thus allaying the pressure of
significant NIM compression.

 Going ahead, we believe that margins would start
compressing, but gradually. With strong loan growth
and high CD ratio, there is strong pricing power with
banks.

 Banks with high CASA deposits and lower proportion
of bulk deposits will be preferred bets.
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Financials and Valuations
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Financials and Valuations
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N O T E S
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.
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