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■ What's new 
We expect the funding environment 
for Yes Bank to improve post the 
return of some stability in the 
foreign-exchange market since mid-
September, and especially following 
the RBI’s latest 75bps reduction in 
the rate on the marginal standard 
facility (MSF). Also, we believe the 
market has been unduly pessimistic 
about Yes Bank’s short-term NIM 
outlook. Further, we expect the 
bank’s asset quality to stay healthy 
over FY14-15, despite a possible 
slowdown in its loan growth. 
 
■ What's the impact 
Investors seem concerned that Yes 
Bank may have to resort to high-cost 
certificates of deposit (CD) to fund 
its balance sheet since the tightening 
measures were announced. But, we 
note that the bank has not used this 
source of funding much in the past 
couple of months. As it implemented 

a 25bp base-rate hike on 1 August, 
we estimate any NIM compression 
for 2Q FY14 will be manageable, at 
5-8bps QoQ at most. 
 
Another concern is the perceived 
mark-to-market (MTM) losses in the 
bank’s sizeable corporate-bond 
portfolio. However, management 
has stated that the bank’s portfolio is 
making much less of a loss than the 
market believes. 
 
We cut our net profit forecasts by 
10% for FY14 and 8% for FY15 to 
factor in our expectations of lower 
loan growth and a flat NIM (vs. NIM 
expansion we assumed previously). 
 
■ What we recommend 
We lower our Gordon Growth 
Model-derived six-month target 
price to INR532 (from INR585), 
now equivalent to a 2.7x FY14E PBR 
(previously 2.9x), to factor in the 
difficult domestic macro climate. 
However, we upgrade our rating to 
Buy (1) from Outperform (2), as we 
believe Yes Bank will continue to 
deliver an ROE of 24-27% for FY15, 
the highest level in our coverage 
universe, assuming no equity 
dilution. Renewed Rupee weakness 
would be the main risk to our call. 
 
■ How we differ 
Our EPS forecasts are higher than 
consensus by 3.4% for FY14 and 

15.5% for FY15, as we think we have 
more faith in the bank’s 
management to deliver strong 
results despite the difficult macro 
environment. 
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Upgrading: doing much better 
than the market thinks  

• Market concerns over Yes Bank’s funding issues since the RBI’s 
recent liquidity-tightening moves appear overdone  

• Yes Bank is less exposed to risky infrastructure loans than its 
peers and hence should trade at a higher PBR 

• Upgrading to Buy, as we expect the funding environment to 
improve given the recent return of foreign-exchange stability 

 

 

 
 

 
 

 
 

 

 

  Source: Daiwa forecasts 

  Source: FactSet, Daiwa forecasts 
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Forecast revisions (%)
Year to 31 Mar 14E 15E 16E
PPOP change (6.8) (2.8) n.a.
Net profit change (10.4) (7.7) n.a.
Core EPS (FD) change (11.8) (9.1) n.a.
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Share price performance 

Yes Bank (LHS)
Relative to SENSEX Index (RHS)

(INR) (% )

12-month range 225.90-542.60
Market cap (USDbn) 1.80
3m avg daily turnover (USDm) 69.24
Shares outstanding (m) 359
Major shareholder Madhu Kapur Group (9.8%)

Financial summary (INR)
Year to 31 Mar 14E 15E 16E
Total operating income (m) 43,529 58,063 75,848
Pre-provision operating profit(m) 26,180 35,510 46,528
Net profit (m) 15,578 21,121 27,810
Core EPS (fully-diluted) 43.440 58.896 77.547
EPS change (%) 18.8 35.6 31.7
Daiwa vs Cons. EPS (%) 3.4 15.5 n.a.
PER (x) 7.2 5.3 4.1
Dividend yield (%) 2.4 3.0 3.7
DPS 7.500 9.500 11.500
PBR (x) 1.6 1.3 1.0
ROE (%) 24.2 26.7 28.1
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 Growth outlook   Yes Bank: loan growth, net-profit growth (YoY %) and ROE (%)

Driven by our projection of a 25% loan CAGR for FY13-
16 and steady margins, we forecast a net-profit CAGR of 
29% for the period. This, coupled with low credit costs, 
should lead to ROE expansion of nearly 330bps over the 
period, from 24.8% for FY13 to 28.1% for FY16E. 
 

Source: Company, Daiwa forecasts 

 

 

 Valuation   Yes Bank: one-year rolling forward PBR bands (x) 

The stock is trading currently at a one-year rolling-
forward PBR of 1.4x, which is at a significant discount to 
its respective past-three-year and past-five-year trading 
average PBRs of 2.2x and 2x. However, as we believe 
Yes Bank’s asset quality is the best in its sector and we 
forecast it to deliver the highest ROE for FY14-15 in our 
coverage universe, we believe its current valuations are 
attractive. 
 
 

Source: Bloomberg, Daiwa forecasts 

 

 Earnings revisions    Yes Bank: Daiwa vs. consensus net profit for FY14E (INRbn) 

We are cutting our FY14 net-profit forecast by 10% as 
we are lowering our loan-growth forecast for the period 
to 22% YoY (formerly 26% YoY) and now assume a flat 
NIM (vs. NIM expansion previously) to factor in the 
tight liquidity conditions. Over the past few years, Yes 
Bank has consistently beaten the Bloomberg consensus 
earnings forecasts. Thus, though the consensus net 
profit forecasts have been reduced by 6% over the past 
three months to factor in the tough macro environment, 
over the past 12 months the consensus net profit 
forecasts have still risen by 4%. 

Source: Bloomberg, Daiwa forecasts  

 

How do we justify our view? 

 Growth outlook  

 

 Valuation  

 

 Earnings revisions  
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  Key assumptions 

 

 Profit and loss (INRm)

 

 Change (YoY %) 

Source: FactSet, Daiwa forecasts 

Year to 31 Mar 2009 2010 2011 2012 2013 2014E 2015E 2016E
Loan growth (YoY%) 31.5 78.9 54.8 10.5 23.7 22.0 28.0 25.0
Deposit growth (YoY%) 21.8 65.7 71.4 7.0 36.2 24.2 30.1 31.7
Average yield on advances (%) 13.6 10.2 10.6 12.2 12.7 12.6 12.0 11.9
Average cost of deposits (%) 8.3 5.8 6.3 8.1 7.9 7.7 6.8 6.6

Year to 31 Mar 2009 2010 2011 2012 2013 2014E 2015E 2016E
Net-interest income 5,093 7,880 12,469 16,156 22,188 28,037 38,069 50,016
Net fees & commission 2,258 3,791 5,870 7,677 10,762 13,453 17,488 22,735
Trading and other income 2,111 1,964 363 894 1,812 2,040 2,506 3,097
Net insurance income 0 0 0 0 0 0 0 0
Total operating income 9,462 13,635 18,702 24,727 34,762 43,529 58,063 75,848
Personnel expenses (2,180) (2,569) (3,623) (4,752) (6,555) (8,522) (11,079) (14,402)
Other expenses (2,005) (2,433) (3,175) (4,574) (6,790) (8,827) (11,475) (14,918)
Total expenses (4,185) (5,002) (6,798) (9,325) (13,345) (17,349) (22,554) (29,320)
Pre-provision operating profit 5,277 8,633 11,904 15,402 21,417 26,180 35,510 46,528
Total provision (617) (1,368) (982) (902) (2,160) (2,929) (3,985) (5,021)
Operating profit after prov. 4,660 7,265 10,922 14,500 19,257 23,251 31,524 41,507
Non-operating income 0 0 0 0 0 0 0 0
Profit before tax 4,660 7,265 10,922 14,500 19,257 23,251 31,524 41,507
Tax (1,621) (2,488) (3,650) (4,730) (6,251) (7,673) (10,403) (13,697)
Min. int./pref. div./other items 0 0 0 0 0 0 0 0
Net profit 3,039 4,777 7,271 9,770 13,007 15,578 21,121 27,810
Adjusted net profit 3,039 4,777 7,271 9,770 13,007 15,578 21,121 27,810
EPS (INR) 10.253 15.008 21.174 27.908 36.556 43.440 58.896 77.547
EPS (adjusted) (INR) 10.253 15.008 21.174 27.908 36.556 43.440 58.896 77.547
EPS (adjusted fully-diluted) (INR) 10.253 15.008 21.174 27.908 36.556 43.440 58.896 77.547
DPS (INR) 0.000 1.500 2.500 4.000 6.000 7.500 9.500 11.500

Year to 31 Mar 2009 2010 2011 2012 2013 2014E 2015E 2016E
Net-interest income 54.1 54.7 58.2 29.6 37.3 26.4 35.8 31.4
Non-interest income 21.1 31.7 8.3 37.5 46.7 23.2 29.1 29.2
Total operating income 36.9 44.1 37.2 32.2 40.6 25.2 33.4 30.6
Total expenses 22.7 19.5 35.9 37.2 43.1 30.0 30.0 30.0
Pre-provision operating profit 50.7 63.6 37.9 29.4 39.1 22.2 35.6 31.0
Total provisions 41.6 121.7 (28.2) (8.1) 139.4 35.6 36.1 26.0
Operating profit after provisions 52.0 55.9 50.3 32.8 32.8 20.7 35.6 31.7
Profit before tax 52.0 55.9 50.3 32.8 32.8 20.7 35.6 31.7
Net profit (adjusted) 51.9 57.2 52.2 34.4 33.1 19.8 35.6 31.7
EPS (adjusted, FD) 47.6 46.4 41.1 31.8 31.0 18.8 35.6 31.7
Gross loans 31.4 78.5 55.4 10.5 23.5 22.2 28.0 25.0
Deposits 21.8 65.7 71.4 7.0 36.2 24.2 30.1 31.7
Total assets 34.9 58.9 62.2 24.8 34.5 24.0 28.0 29.6
Total liabilities 35.8 56.5 65.8 24.9 35.2 24.2 28.2 29.8
Shareholders' equity 23.1 90.2 22.8 23.3 24.2 21.4 24.3 26.2
Avg interest-earning assets 40.0 49.8 63.3 37.1 29.1 26.9 24.2 27.0
Avg risk-weighted assets 35.8 30.5 56.1 38.6 25.3 25.2 25.3 26.3

Financial summary 



Financials / India 
YES IN 

25 September 2013 

- 4 - 

 

 

 
  

 Balance sheet (INRm) 

 
 Key ratios (%) 

Source: FactSet, Daiwa forecasts 

 Company profile 

 Yes Bank is a private-sector bank with total assets of INR1008bn as at the end of June 2013. Established in 2004, it is a new 
private-sector bank, as classified by the Reserve Bank of India. The company has 475 branches across India. It is primarily a 
wholesale bank catering to the lending needs of corporates. 

 

 

As at 31 Mar 2009 2010 2011 2012 2013 2014E 2015E 2016E
Cash & equivalent 19,227 26,732 34,960 35,855 40,658 36,592 40,251 44,276
Investment securities 71,170 102,099 188,288 277,574 429,760 524,308 671,114 872,448
Net loans and advances 124,031 221,931 343,636 379,886 469,996 573,395 733,945 917,432
Fixed assets 1,311 1,155 1,324 1,771 2,296 2,525 2,778 3,055
Goodwill 0 0 0 0 0 0 0 0
Other assets 13,269 11,907 21,861 41,535 48,332 92,149 124,752 201,163
Total assets 229,008 363,825 590,070 736,621 991,041 1,228,969 1,572,839 2,038,374
Customers deposits 161,694 267,986 459,389 491,517 669,556 831,533 1,082,046 1,425,407
Borrowing 21,891 25,639 33,330 93,432 141,483 169,780 203,736 244,483
Debentures 15,126 21,852 33,579 48,133 67,738 81,286 89,415 98,356
Other liabilities 14,055 17,453 25,831 56,773 54,187 75,862 110,000 159,500
Total liabilities 212,766 332,930 552,129 689,855 932,965 1,158,460 1,485,196 1,927,746
Share capital 2,970 3,397 3,472 3,530 3,586 3,586 3,586 3,586
Reserves & others 13,272 27,499 34,469 43,237 54,491 66,922 84,057 107,042
Shareholders' equity 16,242 30,895 37,941 46,766 58,077 70,508 87,643 110,628
Minority interests 0 0 0 0 0 0 0 0
Total equity & liabilities 229,008 363,826 590,070 736,621 991,041 1,228,969 1,572,839 2,038,374
Avg interest-earning assets 188,818 282,819 461,822 633,198 817,514 1,037,550 1,288,681 1,636,588
Avg risk-weighted assets 168,567 219,926 343,251 475,628 596,075 746,279 935,067 1,181,138
BVPS (INR) 54.691 90.958 109.292 132.486 161.945 196.610 244.391 308.482

Year to 31 Mar 2009 2010 2011 2012 2013 2014E 2015E 2016E
Loan/deposit 76.6 82.5 74.8 77.2 70.0 68.9 67.8 64.3
Tier-1 CAR 9.5 12.9 9.7 9.9 9.5 8.7 8.2 8.0
Total CAR 16.6 20.6 16.5 17.9 18.3 16.7 15.0 13.9
NPLs/gross loans 0.7 0.3 0.2 0.2 0.2 0.4 0.6 0.8
Total loan-loss prov./NPLs 51.5 78.4 88.6 79.1 92.6 80.0 80.0 80.0
ROAA 1.5 1.6 1.5 1.5 1.5 1.4 1.5 1.5
ROAE 20.7 20.3 21.1 23.1 24.8 24.2 26.7 28.1
Net-interest margin 2.7 2.8 2.7 2.6 2.7 2.7 3.0 3.1
Gross yield 10.6 8.4 8.8 10.0 10.1 10.4 9.8 9.8
Cost of funds 8.6 6.2 6.6 8.1 8.0 8.1 7.2 7.0
Net-interest spread 2.0 2.2 2.1 1.9 2.1 2.3 2.6 2.8
Total cost/total income 44.2 36.7 36.3 37.7 38.4 39.9 38.8 38.7
Effective tax 34.8 34.2 33.4 32.6 32.5 33.0 33.0 33.0
Dividend-payout 0.0 10.0 11.8 14.3 16.4 17.3 16.1 14.8

Financial summary continued …
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Upgrading: doing much 
better than the market 
thinks  

We believe Yes Bank’s valuations already 
factor in pressure on its NIM and other 
potential negatives. 

Why are we positive on Yes Bank 
at current share-price levels? 

We analyse some of the key investor concerns 
surrounding Yes Bank and explain our positive stance 
on the stock. Some of the concerns regarding Yes Bank 
are as follows: 
 
1.)  NIM: With wholesale funding accounting for 62% 

of Yes Bank’s outstanding deposits as of 1Q FY14, 
won’t its NIM come under considerable pressure 
following the recent spike in short-term interest 
rates? 

 
2.)  Loan growth: With the bank keen on protecting 

margins going forward, won’t credit growth suffer, 
leading to a rise in the bank’s operating costs and 
cost/income ratio, given its aggressive branch 
expansion policy over the past 24 months? 

 
3.)  Corporate bond portfolio: The bank has a 

sizeable corporate bond portfolio (INR90bn as at 
end-June 2013), which could see significant MTM 
losses if high yields become the norm in the near to 
medium term. 

 
4.)  Asset quality: Asset quality, which at Yes Bank 

remains the best in its sector, in our view, could 
deteriorate following concerns of a possible 
reversal in the interest-rate cycle, stretched 
working-capital cycles, and a worsening of macro 
conditions. 

Market expectations of NIM 
pressure look overdone 

As Yes Bank’s liabilities profile is primarily wholesale 
in nature, there have been widespread investor 
concerns about possible NIM compression for the bank 
following the spike in short-term interest rates after the 
RBI’s tightening measures in July 2013. Although we 
estimate that Yes Bank’s NIM could contract by a mere 
5-8bps Q0Q, if at all, in 2Q FY14, base-rate hikes 
should protect its NIM going forward, in our view. 
 
 Yes Bank: breakdown of deposits  

Source: Company 

Note: *TD: Term deposits 

 
Incremental cost of funds is higher, but 
base rate hikes and RBI’s partial reversal 
of liquidity-tightening measures should 
provide a cushion 
Following the measures announced by the RBI on 15 
July, the incremental cost of deposits for Yes Bank has 
gone up by around 120-130bps to 9.8-9.9%, compared 
with its overall outstanding blended cost of deposits of 
8.6%. According to management, about one-quarter of 
the bank’s deposit base (leaving aside the CASA 
[current and savings account] proportion of 20%) is 
expected to come up for re-pricing every quarter. 
Hence, looking at 2Q FY13, we expect the cost of 
deposits to increase by 20-25bps. Further, we forecast 
the bank’s borrowing costs to increase by 5-10bps 
during 2Q FY14, leading to an overall increase of 30-
35bps in its cost of funds. 

 
In response to the increase in the cost of funding, Yes 
Bank raised its base rate by 25bps to 10.75% with effect 
from 1 August. As such, the immediate upward re-
pricing of around 75% of the bank’s outstanding loan 
book should help to protect its NIM. Management 
expects the NIM to come under slight pressure in 2Q 
FY14; we estimate a NIM contraction for the quarter of 
5-8bps QoQ, if at all. 
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Furthermore, as the RBI has partially reversed its 
liquidity-tightening measures announced in July by 
reducing the rate on the MSF by 75bps over the past 
week, and indicated that the rate could be reduced 
further once more exchange-rate stability is attained, 
we believe the incremental funding environment has 
improved for Yes Bank. The CD Rate Index (which is a 
good proxy for wholesale rates in India) has already 
corrected by 190-200bps over the past month, as the 
following chart shows. 
 
 India: CD Rate Index (%) 

Source: Bloomberg 

 
Improving CASA profile should also help to 
protect margins 
Following the deregulation of interest rates on savings 
accounts in October 2011, Yes Bank is one of the few 
banks in India offering a rate on its savings accounts 
that is 2-3pp above the 4% rate offered by most large 
banks. This policy has allowed Yes Bank to increase the 
amount of savings accounts at a much faster rate than 
the rate at which its overall deposits have expanded, 
and as a result its CASA accounted for 20.2% of its 
deposits as of 1Q FY14 (vs. 10.9% in 1Q FY12). This 
improving liabilities franchise help further to protect 
the bank’s NIM going forward, in our view. 
 
 Yes Bank: CASA (% of deposits) 

Source: Company 

 

Though we expect the RBI’s liquidity-tightening 
measures to be temporary in nature, Yes Bank’s 
management has indicated that if the measures were to 
continue for a sustained period, the bank is ready to 
implement base-rate hikes at regular intervals in order 
to protect its margin. 
 
As the retail-liability franchise of the bank remains 
small, some investors seem to think that Yes Bank 
might have to raise high-cost CDs in the money 
markets in order to meet its short-term balance-sheet 
funding requirements. However, management has 
clarified that the bank is not using this source of 
funding much on an incremental basis. 
 
New RBI measures should also help keep 
cost of funds in check 
Following the appointment of the new governor in 
early September, in a bid to curtail exchange-rate 
volatility, the RBI announced several measures on the 
currency front. 
 
1.)  Foreign borrowings: The RBI has allowed 

banks to raise foreign borrowings amounting to 
100% of their Tier-1 capital (previously this limit 
was 50%) and swap these into local currency at 
100bps below the prevailing market rates. 

 
2.)  Foreign currency non-resident bank FCNR 

(B) deposits: The RBI has offered a window to 
banks to swap their fresh FCNR (B) dollar deposits, 
for a minimum duration of three years or more, at 
a fixed concessional rate of 3.5% per year (versus 
the current market rate of around 6-7%). Both of 
the above-mentioned facilities are available until 
30 November 2013 for now. 

 
Yes Bank became the first bank in India to make use of 
the swap facility benefits offered by the RBI on foreign 
borrowing. On 18 September, it announced that it had 
raised USD255m (USD180m and EUR58m) in foreign 
borrowing with a maturity of one and two years (with a 
major portion in the latter). According to management, 
the cost of the borrowing in Rupee terms after using 
the swap facility would work out to be close to 8.5-
8.75%, which is around 100-150bps lower than the 
prevailing market rates for similar maturities. 
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NIM outlook 
Despite a rise in short-term interest rates at various 
points of time during the previous interest-rate cycle 
(2Q FY09-4Q FY12), the bank was able to maintain its 
NIM, and there is no reason for us to believe that it will 
see any substantial pressure on the NIM in the current 
environment as well. 
 
As can be seen from the following chart, Yes Bank has 
demonstrated its ability to maintain its NIM across 
interest-rate cycles. At the end of 4Q FY12, when the 
repo rate stood at 8.5% and the 3M CD Index was 
trading at 10.7%, Yes Bank was still able to maintain a 
NIM of 2.8%. Moreover, it is worth noting that at the 
end of 4Q FY12, wholesale deposits (including CDs) 
formed 67% of the total deposit base of Yes Bank, a 
ratio which at the end of 1Q FY14 stood at 62%. 
 
The bank’s NIM at the end of 1Q FY14 was 3%.While 
management is confident of restricting the NIM 
contraction to a maximum 10-15bps YoY for FY14, even 
if the RBI’s liquidity-tightening measures continue for 
longer than expected, we estimate a flat NIM for FY14. 
 
 Yes Bank: NIM (%), repo rate (%), 3M CD Index (%) 

Source: Bloomberg, Bank 

Slowdown in loan growth not a 
negative in current environment 

While some slowdown in loan growth is generally a 
natural consequence of a focus on NIM and a tough 
macro environment, some slowdown in loan growth for 
Yes Bank in a bid to protect its NIMs would not be a 
negative in the current macro climate, in our view. 
Management is confident of maintaining loan growth 
of at least 20% YoY for FY14. 
 
Given the recent rise in short-term interest rates, we 
believe corporates would prefer traditional loan 
products, rather than credit substitutes like 
commercial paper (CP), for their funding requirements. 
 

 Yes Bank: total customer assets (INRbn) 

Source: Company 

 
Some 22% of Yes Bank’s total customer assets are 
currently in the form of credit substitutes, and we 
expect a substantial portion of these products to shift 
to short-term loans over the next 3-6 months. 
Consequently, though we expect some slowdown in the 
rate of loan growth compared to FY13, we forecast loan 
growth of 22% YoY for Yes Bank for FY14. 
 
 Yes Bank: loan book (INRbn) and loan growth (YoY %) 

Source: Daiwa forecasts 

 
Corporate & institutional banking (turnover of 
over INR10bn): The corporate and institutional 
banking division caters to large corporates, with annual 
turnover in excess of INR10bn. While we expect some 
slowdown in loan growth here, owing to the slowdown 
in corporate activities, the asset quality of this 
portfolio, which comprises about 63% of the bank’s 
total loan book, should remain strong. Though this 
segment’s loans represent a substantial proportion of 
the bank’s overall loan book, most of these segmental 
loans are put towards corporates’ working-capital 
requirements, and thus are less risky and less prone to 
becoming NPLs or being restructured. Furthermore, 
Yes Bank has low exposure to risky infrastructure 
project loans – a key positive, in our opinion. 
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Commercial banking (turnover of INR1-10bn): 
The commercial banking division caters to mid-sized 
corporates with a turnover of INR1-10bn. Here again, 
since the focus is on working capital and other short 
term loans, asset quality is expected to remain stable. 
 
Of Yes Bank’s total corporate and commercial banking 
portfolio, around 80% of the loans belong to the 
working capital segment. 
 
Retail banking (including MSME): Yes Bank’s 
retail banking division, which comprises 18% of its 
overall customer assets (loans + credit substitutes), 
includes the MSME sector, self-originated retail loans 
and priority sector loan (PSL) buyouts. Of the total 18% 
of retail banking loans, around 7% belong to the MSME 
sector, 7% to PSL buyouts and about 2% comprise self-
originated retail loans. We believe this portfolio will 
also remain healthy in terms of asset quality. 
 
 Yes Bank: breakdown of customer assets 

Source: Bank 

 
Some investors argue that given the rapid pace of 
branch expansion and employee additions witnessed 
by Yes Bank over the past five years, a possible fallout 
of slower growth in customer assets would be the 
reverse impact of operating leverage playing out, 
leading to an increase in operating costs and its cost-
to-income ratio. 
 
 Yes Bank: growth in number of branches and employees 

Yes Bank 
CAGR, FY09-13 (%)

 FY09 FY10 FY11 FY12 FY13 
Branches 117 150 214 356 430 38 
YoY % 28 43 66 21 
Employees 2,671 3,034 3,929 5,642 7,024 27 
YoY % 14 29 44 24 
Source: Company 

 
While we see some merit to the above argument, we 
think these concerns are overdone, as a large part of 
the new branch expansion has actually taken place in 
low cost rural/non-urban centres, and hence would not 
pose a major risk to the bank’s cost-to-income ratio. At 
the end of FY09, 71% of Yes Bank’s branches were 

present in metro/urban areas. This ratio has fallen to 
52% currently. We forecast the bank’s cost/income 
ratio to rise from 38.4% recorded for FY13 to 39.9% in 
FY14. 
 
 Yes Bank: breakdown of no. of rural vs. urban branches (%) 

Source: Company 

Note: * Daiwa’s estimate, ** as at 15 August 2013 

 
Even though a major portion of this increased rural/ 
semi-urban thrust has been driven by regulatory 
requirements, as the RBI (in May 2011) made it 
mandatory for domestic banks to open 25% of their 
new branches every year in ‘unbanked’ rural areas, this 
increased focus on rural/semi-urban areas has 
benefited Yes Bank in terms of improving its priority 
sector lending targets, and also provided new 
opportunities to increase its retail asset and liability 
franchise. For FY13, Yes Bank was able to meet the 
RBI’s overall priority sector target even though it 
missed the sub-sector target of direct agriculture by 
INR8-9bn. 

Positives of the corporate bond 
portfolio outweigh the negatives 

Against the current background of high volatility in 
yields of securities, Yes Bank’s corporate bond portfolio 
has attracted investor scrutiny on account of the 
expected MTM losses due to the rising yields. 
According to management, however, for a relatively 
new bank like Yes Bank, these corporate bonds act as 
important instruments for forming new corporate 
relationships, the benefits of which later accrue in both 
interest and non-interest income gains (especially fee 
income). The building up of these corporate bonds in 
the balance sheet has helped the bank forge many new 
blue-chip corporate relationships, such as with Mukesh 
Dhirubhai Ambani Group (MDAG), Tata Steel, 
Hindalco, and Mahindra & Mahindra. 
 
As of 1Q FY14, Yes Bank’s corporate bond portfolio 
stood at INR85bn with an AFS duration of 3 years and 
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an average blended yield of 10.55%. Most of its 
investments in corporate bonds have taken place over 
the past two years when yields were high. Our 
discussion with management suggests that the bank 
was sitting on substantial MTM gains before 15 July, 
which have since been neutralised post the RBI 
tightening measures. However, even if the current 
regime of high yields were to prevail for longer than 
expected, management has ruled out any substantial 
MTM loss on these investments. Moreover, the asset 
quality of these investments continues to be pristine, 
with a median rating of AA+, and the weighted average 
rating being even higher. 
 
It is worth noting that a negligible portion of Yes 
Bank’s government bonds portfolio is currently in the 
available for sale/held for trading category, and hence 
the bank should be well protected from any MTM 
losses arising out of the hardening yields. 

Asset quality to remain healthy 

Yes Bank’s restructuring pipeline remains negligible, 
and management does not expect any negative surprise 
on fresh NPLs either. The bank has solid risk 
management capabilities in place and we expect it to 
maintain best-in-sector asset quality – notwithstanding 
the temporary tightening measures of the RBI. 
 
 Yes Bank: GNPLs (%), NNPLs (%) and PCR (%) 

Source: Company 

 
As of 1Q FY14, Yes Bank had a provisioning-coverage 
ratio of 89%, one of the best within our coverage 
universe, underpinning our conviction in the bank’s 
asset quality. It has been concentrating on working-
capital loans and other short-term loans while having 
negligible exposure to long-term project loans, which 
have been the major source of stress for most public-
sector banks and many private sector banks as well. 
 
Thus, despite India’s challenging economic 
environment over the past 18 months, Yes Bank has 
been able to maintain strong asset quality. Given its 

very good track record, the bank’s guidance of a 50-
60bps credit cost for FY14 appears manageable to us. 

Financials: strong growth in 
earnings over next two years 

Driven by our forecast for a 25% loan CAGR for FY13-
16 and steady margins, we expect Yes Bank’s net profit 
to rise by a 29% CAGR for FY13-16. The stable margins 
that we expect should, in turn, be led by an improving 
liability mix. Combined with low credit costs, we 
believe this should lead to ROE expansion of nearly 
330bps over the period, from 24.8% in FY13 to 28.1% 
for FY16. However, we believe the bank may need to 
raise capital as and when stock market conditions 
improve. 
 
 Yes Bank: ROE matrix (%) 

FY10 FY11 FY12 FY13 FY14E FY15E FY16E
Interest earned 8.0 8.5 9.5 9.6 9.7 9.0 8.8
Interest expended 5.3 5.9 7.1 7.0 7.2 6.3 6.1
Gross Interest Spread 2.7 2.6 2.4 2.6 2.5 2.7 2.8
Other Income 1.9 1.3 1.3 1.5 1.4 1.4 1.4
- Fee Income 1.5 1.4 1.2 1.3 1.3 1.3 1.3
- Treasury Income 0.3 (0.1) 0.1 0.2 0.2 0.1 0.1
- Provisioning for Investments 0.1 (0.0) 0.0 (0.0) 0.0 0.0 0.0
-Others 0.1 0.0 0.0 (0.0) (0.0) (0.0) (0.0)
Net Income 4.5 3.9 3.7 4.0 3.9 4.1 4.2
Operating expenses 1.7 1.4 1.4 1.5 1.6 1.6 1.6
-Staff Cost 0.9 0.8 0.7 0.8 0.8 0.8 0.8
-Other operating expenses 0.8 0.7 0.7 0.8 0.8 0.8 0.8
Operating profit 2.9 2.5 2.3 2.5 2.4 2.5 2.6
Provisions 0.4 0.2 0.1 0.3 0.3 0.3 0.3
PBT 2.5 2.3 2.2 2.2 2.1 2.3 2.3
Tax 0.8 0.8 0.7 0.7 0.7 0.7 0.8
ROA 1.6 1.5 1.5 1.5 1.4 1.5 1.5
Leverage(x) 12.6 13.9 15.7 16.5 17.3 17.7 18.2
ROE 20.3 21.1 23.1 24.8 24.2 26.7 28.1

Source: Company, Daiwa forecasts  

Valuation 

The stock is trading currently at a one-year rolling 
forward PBR of 1.4x, which is at a substantial discount 
to its respective past-three-year and past-five-year 
trading average PBRs of 2.2x and 2x. 
 
In the short term, as it is a very high beta stock, the 
fortunes of Yes Bank’s share price are likely to continue 
to remain linked to the performance of the currency, in 
our view. However, given that we believe Yes Bank’s 
asset quality is the best in its sector and forecast it to 
deliver the highest ROE for FY14-15 within our 
coverage universe, we believe its current valuation 
multiples are attractive. 
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 Yes Bank: PBR bands (1-year rolling forward) 

Source: Bloomberg, Daiwa estimates 

 
 Yes Bank: PER bands (1-year rolling forward) 

Source: Bloomberg, Daiwa forecasts 

Key risks 

Persistence of exchange-rate volatility: We have 
assumed that the RBI’s liquidity-tightening measures 
are temporary in nature (a maximum of 3-4 months) 
and should be reversed once exchange rate stability is 
achieved. However, in a scenario where the exchange 
rate were to remain volatile in the country, and these 
liquidity tightening measures were to become the norm 
for a long duration of time, the stock may continue to 
languish at current valuation levels. 
 
Weakening of asset quality: Yes Bank has been 
able to maintain exemplary asset quality despite the 
tough macro environment. A possible reversal of the 
interest-rate cycle and a further deterioration in macro 
conditions could result in weakening asset quality for 
the bank. 
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expressly provided herein. This publication and the contents hereof are intended for information purposes only, and may be subject to change without further notice. Any use, disclosure, 
distribution, dissemination, copying, printing or reliance on this publication for any other purpose without our prior consent or approval is strictly prohibited. Neither Daiwa Securities Group 
Inc. nor any of its respective parent, holding, subsidiaries or affiliates, nor any of its respective directors, officers, servants and employees, represent nor warrant the accuracy or completeness 
of the information contained herein or as to the existence of other facts which might be significant, and will not accept any responsibility or liability whatsoever for any use of or reliance upon 
this publication or any of the contents hereof. Neither this publication, nor any content hereof, constitute, or are to be construed as, an offer or solicitation of an offer to buy or sell any of the 
securities or investments mentioned herein in any country or jurisdiction nor, unless expressly provided, any recommendation or investment opinion or advice. Any view, recommendation, 
opinion or advice expressed in this publication may not necessarily reflect those of Daiwa Securities Capital Markets Co. Ltd., and/or its affiliates nor any of its respective directors, officers, 
servants and employees except where the publication states otherwise. This research report is not to be relied upon by any person in making any investment decision or otherwise advising with 
respect to, or dealing in, the securities mentioned, as it does not take into account the specific investment objectives, financial situation and particular needs of any person. 
 
Daiwa Securities Group Inc., its subsidiaries or affiliates, or its or their respective directors, officers and employees from time to time have trades as principals, or have positions in, or have 
other interests in the securities of the company under research including derivatives in respect of such securities or may have also performed investment banking and other services for the 
issuer of such securities. The following are additional disclosures. 
 
Japan 
Daiwa Securities Co. Ltd. and Daiwa Securities Group Inc.  
Daiwa Securities Co. Ltd. is a subsidiary of Daiwa Securities Group Inc. 
Investment Banking Relationship 

Within the preceding 12 months, The subsidiaries and/or affiliates of Daiwa Securities Group Inc. * has lead-managed public offerings and/or secondary offerings (excluding straight bonds) of the 
securities of the following companies: REXLot Holdings Limited (555 HK);  Huadian Fuxin Energy Corporation Limited (816 HK); Chaowei Power Holdings Limited (951 HK); CITIC Securities 
Company Limited  (6030 HK); China Outfitters Holdings Limited (1146 HK); The People's Insurance Company (Group) of China Limited (1339 HK); China Precious Metal Resources Holdings 
Company Limited (1194 HK); Jiangnan Group Limited (1366 HK); Blackgold International Holdings Ltd (BGG AU); Tosei Corporation (8923 JP);  Modern Land (China) Co. Ltd (1107 HK). 

*Subsidiaries of Daiwa Securities Group Inc. for the purposes of this section shall mean any one or more of: Daiwa Capital Markets Hong Kong Limited, Daiwa Capital Markets Singapore 
Limited, Daiwa Capital Markets Australia Limited, Daiwa Capital Markets India Private Limited, Daiwa-Cathay Capital Markets Co., Ltd., Daiwa Securities Capital Markets Korea Co., Ltd. 
 
Hong Kong  
This research is distributed in Hong Kong by Daiwa Capital Markets Hong Kong Limited (“DHK”) which is regulated by the Hong Kong Securities and Futures Commission. Recipients of this 
research in Hong Kong may contact DHK in respect of any matter arising from or in connection with this research. 
Ownership of Securities 
For “Ownership of Securities” information, please visit BlueMatrix disclosure Link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
Investment Banking Relationship 
For “Investment Banking Relationship”, please visit BlueMatrix disclosure Link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
Relevant Relationship (DHK) 
DHK may from time to time have an individual employed by or associated with it serves as an officer of any of the companies under its research coverage. 
DHK market making 
DHK may from time to time make a market in securities covered by this research. 

 
 

 
Singapore 
This research is distributed in Singapore by Daiwa Capital Markets Singapore Limited and it may only be distributed in Singapore to accredited investors, expert investors and institutional 
investors as defined in the Financial Advisers Regulations and the Securities and Futures Act (Chapter 289), as amended from time to time. By virtue of distribution to these category of 
investors, Daiwa Capital Markets Singapore Limited and its representatives are not required to comply with Section 36 of the Financial Advisers Act (Chapter 110) (Section 36 relates to 
disclosure of Daiwa Capital Markets Singapore Limited’s interest and/or its representative’s interest in securities). Recipients of this research in Singapore may contact Daiwa Capital Markets 
Singapore Limited in respect of any matter arising from or in connection with the research. 
 
Australia 
This research is distributed in Australia by Daiwa Capital Markets Stockbroking Limited and it may only be distributed in Australia to wholesale investors within the meaning of the 
Corporations Act. Recipients of this research in Australia may contact Daiwa Capital Markets Stockbroking Limited in respect of any matter arising from or in connection with the research. 
Ownership of Securities 
For “Ownership of Securities” information, please visit BlueMatrix disclosure Link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
 
India 
This research is distributed by Daiwa Capital Markets India Private Limited (DAIWA) which is an intermediary registered with Securities & Exchange Board of India. This report is not to be 
considered as an offer or solicitation for any dealings in securities. While the information in this report has been compiled by DAIWA in good faith from sources believed to be reliable, no 
representation or warranty, express of implied, is made or given as to its accuracy, completeness or correctness. DAIWA its officers, employees, representatives and agents accept no liability 
whatsoever for any loss or damage whether direct, indirect, consequential or otherwise howsoever arising (whether in negligence or otherwise) out of or in connection with or from any use of or 
reliance on the contents of and/or omissions from this document. Consequently DAIWA expressly disclaims any and all liability for, or based on or relating to any such information contained 
in or errors in or omissions in this report. Accordingly, you are recommended to seek your own legal, tax or other advice and should rely solely on your own judgment, review and analysis, in 
evaluating the information in this document. The data contained in this document is subject to change without any prior notice DAIWA reserves its right to modify this report as maybe 
required from time to time. DAIWA is committed to providing independent recommendations to its Clients and would be happy to provide any information in response to any query from its 
Clients. This report is strictly confidential and is being furnished to you solely for your information. The information contained in this document should not be reproduced (in whole or in part) 
or redistributed in any form to any other person. We and our group companies, affiliates, officers, directors and employees may from time to time, have long or short positions, in and buy sell 
the securities thereof, of company(ies) mentioned herein or be engaged in any other transactions involving such securities and earn brokerage or other compensation or act as advisor or have 
the potential conflict of interest with respect to any recommendation and related information or opinion. DAIWA prohibits its analyst and their family members from maintaining a financial 
interest in the securities or derivatives of any companies that the analyst cover. This report is not intended or directed for distribution to, or use by any person, citizen or entity which is resident 
or located in any state or country or jurisdiction where such publication, distribution or use would be contrary to any statutory legislation, or regulation which would require DAIWA and its 
affiliates/ group companies to any registration or licensing requirements. The views expressed in the report accurately reflect the analyst’s personal views about the securities and issuers that 
are subject of the Report, and that no part of the analyst’s compensation was, is or will be directly or indirectly, related to the recommendations or views expressed in the Report. This report 
does not recommend to US recipients the use of Daiwa Capital Markets India Private Limited or any of its non – US affiliates to effect trades in any securities and is not supplied with any 
understanding that US recipients will direct commission business to Daiwa Capital Markets India Private Limited. 
 
Taiwan 
This research is distributed in Taiwan by Daiwa-Cathay Capital Markets Co., Ltd and it may only be distributed in Taiwan to institutional investors or specific investors who have signed 
recommendation contracts with Daiwa-Cathay Capital Markets Co., Ltd in accordance with the Operational Regulations Governing Securities Firms Recommending Trades in Securities to 
Customers. Recipients of this research in Taiwan may contact Daiwa-Cathay Capital Markets Co., Ltd in respect of any matter arising from or in connection with the research. 
 
Philippines 
This research is distributed in the Philippines by DBP-Daiwa Capital Markets Philippines, Inc. which is regulated by the Philippines Securities and Exchange Commission and the Philippines 
Stock Exchange, Inc. Recipients of this research in the Philippines may contact DBP-Daiwa Capital Markets Philippines, Inc. in respect of any matter arising from or in connection with the 
research. DBP-Daiwa Capital Markets Philippines, Inc. recommends that investors independently assess, with a professional advisor, the specific financial risks as well as the legal, regulatory, 
tax, accounting, and other consequences of a proposed transaction. DBP-Daiwa Capital Markets Philippines, Inc. may have positions or may be materially interested in the securities in any of 
the markets mentioned in the publication or may have performed other services for the issuers of such securities. 
For relevant securities and trading rules please visit SEC and PSE Link at http://www.sec.gov.ph/irr/AmendedIRRfinalversion.pdf and http://www.pse.com.ph/ respectively. 
 
United Kingdom 
This research report is produced by Daiwa Capital Markets Europe Limited and/or its affiliates and is distributed in the European Union, Iceland, Liechtenstein, Norway and Switzerland. 
Daiwa Capital Markets Europe Limited is authorised and regulated by The Financial Conduct Authority (“FCA”) and is a member of the London Stock Exchange, Eurex and NYSE Liffe. 
Daiwa Capital Markets Europe Limited and/or its affiliates may, from time to time, to the extent permitted by law, participate or invest in other financing transactions with the issuers of 
the securities referred to herein (the “Securities”), perform services for or solicit business from such issuers, and/or have a position or effect transactions in the Securities or options thereof 
and/or may have acted as an underwriter during the past twelve months for the issuer of such securities. In addition, employees of Daiwa Capital Markets Europe Limited and/or its 
affiliates may have positions and effect transactions in such securities or options and may serve as Directors of such issuers. Daiwa Capital Markets Europe Limited may, to the extent 
permitted by applicable UK law and other applicable law or regulation, effect transactions in the Securities before this material is published to recipients. 
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This publication is intended for investors who are not Retail Clients in the United Kingdom within the meaning of the Rules of the FCA and should not therefore be distributed to such 
Retail Clients in the United Kingdom. Should you enter into investment business with Daiwa Capital Markets Europe’s affiliates outside the United Kingdom, we are obliged to advise that 
the protection afforded by the United Kingdom regulatory system may not apply; in particular, the benefits of the Financial Services Compensation Scheme may not be available. 
 
Daiwa Capital Markets Europe Limited has in place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict management policy is available at 
http://www.uk.daiwacm.com/about-us/corporate-governance-and-regulatory . Regulatory disclosures of investment banking relationships are available at 
https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
 
Germany 
This document has been approved by Daiwa Capital Markets Europe Limited and is distributed in Germany by Daiwa Capital Markets Europe Limited, Niederlassung Frankfurt which is 
regulated by BaFin (Bundesanstalt fuer Finanzdienstleistungsaufsicht) for the conduct of business in Germany. 
 
Bahrain 

This research material is issued/compiled by Daiwa Capital Markets Europe Limited, Bahrain Branch, regulated by The Central Bank of Bahrain and holds Investment Business Firm – 
Category 2 license and having its official place of business at the Bahrain World Trade Centre, South Tower, 7th floor, P.O. Box 30069, Manama, Kingdom of Bahrain. Tel No. +973 17534452 
Fax No. +973 535113 

This material is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be made at your own discretion 
and risk. Accordingly, no representation or warranty, express or implied, is made as to and no reliance should be placed on the fairness, accuracy, completeness or correctness of the 
information and opinions contained in this document, Content herein is based on information available at the time the research material was prepared and may be amended or otherwise 
changed in the future without notice. All information is intended for the private use of the person to whom it is provided without any liability whatsoever on the part of Daiwa Capital Markets 
Europe Limited, Bahrain Branch, any associated company or the employees thereof. If you are in doubt about the suitability of the product or the research material itself, please consult your 
own financial adviser. Daiwa Capital Markets Europe Limited, Bahrain Branch retains all rights related to the content of this material, which may not be redistributed or otherwise transmitted 
without prior consent. 
 
United States 
This report is distributed in the U.S. by Daiwa Capital Markets America Inc. (DCMA). It may not be accurate or complete and should not be relied upon as such. It reflects the preparer’s views 
at the time of its preparation, but may not reflect events occurring after its preparation; nor does it reflect DCMA’s views at any time. Neither DCMA nor the preparer has any obligation to 
update this report or to continue to prepare research on this subject.  This report is not an offer to sell or the solicitation of any offer to buy securities. Unless this report says otherwise, any 
recommendation it makes is risky and appropriate only for sophisticated speculative investors able to incur significant losses. Readers should consult their financial advisors to determine 
whether any such recommendation is consistent with their own investment objectives, financial situation and needs. This report does not recommend to U.S. recipients the use of any of 
DCMA’s non-U.S. affiliates to effect trades in any security and is not supplied with any understanding that U.S. recipients of this report will direct commission business to such non-U.S. 
entities. Unless applicable law permits otherwise, non-U.S. customers wishing to effect a transaction in any securities referenced in this material should contact a Daiwa entity in their local 
jurisdiction. Most countries throughout the world have their own laws regulating the types of securities and other investment products which may be offered to their residents, as well as a 
process for doing so. As a result, the securities discussed in this report may not be eligible for sales in some jurisdictions. Customers wishing to obtain further information about this report 
should contact DCMA: Daiwa Capital Markets America Inc., Financial Square, 32 Old Slip, New York, New York 10005 (telephone 212-612-7000). 
 
Ownership of Securities 
For “Ownership of Securities” information please visit BlueMatrix disclosure Link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.  
 
Investment Banking Relationships 
For “Investment Banking Relationships” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.  
 
DCMA Market Making 
For “DCMA Market Making” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
 
Research Analyst Conflicts 
For updates on “Research Analyst Conflicts” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. The principal research analysts who prepared 
this report have no financial interest in securities of the issuers covered in the report, are not (nor are any members of their household) an officer, director or advisory board member of the 
issuer(s) covered in the report, and are not aware of any material relevant conflict of interest involving the analyst or DCMA, and did not receive any compensation from the issuer during the 
past 12 months except as noted: no exceptions. 
 
Research Analyst Certification 
For updates on “Research Analyst Certification” and “Rating System” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. The views about any 
and all of the subject securities and issuers expressed in this Research Report accurately reflect the personal views of the research analyst(s) primarily responsible for this report (or the views of 
the firm producing the report if no individual analysts[s] is named on the report); and no part of the compensation of such analyst(s) (or no part of the compensation of the firm if no individual 
analyst[s)] is named on the report) was, is, or will be directly or indirectly related to the specific recommendations or views contained in this Research Report. 
 
The following explains the rating system in the report as compared to relevant local indices, based on the beliefs of the author of the report.  
"1": the security could outperform the local index by more than 15% over the next six months. 
"2": the security is expected to outperform the local index by 5-15% over the next six months. 
"3": the security is expected to perform within 5% of the local index (better or worse) over the next six months. 
"4": the security is expected to underperform the local index by 5-15% over the next six months. 
"5": the security could underperform the local index by more than 15% over the next six months. 
 
Additional information may be available upon request. 
 
Japan - additional notification items pursuant to Article 37 of the Financial Instruments and Exchange Law 
(This Notification is only applicable where report is distributed by Daiwa Securities Co. Ltd.) 
 
If you decide to enter into a business arrangement with us based on the information described in materials presented along with this document, we ask you to pay close attention to the 
following items.  
• In addition to the purchase price of a financial instrument, we will collect a trading commission* for each transaction as agreed beforehand with you. Since commissions may be included in 

the purchase price or may not be charged for certain transactions, we recommend that you confirm the commission for each transaction.  
• In some cases, we may also charge a maximum of ¥ 2 million (including tax) per year as a standing proxy fee for our deposit of your securities, if you are a non-resident of Japan.  
• For derivative and margin transactions etc., we may require collateral or margin requirements in accordance with an agreement made beforehand with you. Ordinarily in such cases, the 

amount of the transaction will be in excess of the required collateral or margin requirements.  
• There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest rates, exchange rates, stock prices, 

real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could exceed the amount of the collateral or margin requirements.  
• There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by us.  
• Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as certified public accountants.  

*The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current market conditions and the content of 
each transaction etc.  

 
When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take responsibility for your own decisions 
regarding the signing of the agreement with us.  
 
 Corporate Name:  Daiwa Securities Co. Ltd. 
  Financial instruments firm: chief of Kanto Local Finance Bureau (Kin-sho) No.108  
 Memberships:  Japan Securities Dealers Association, Financial Futures Association of Japan 
  Japan Securities Investment Advisers Association 
  Type II Financial Instruments Firms Association 
 


