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All about a table, once more. Yes Bank reported a strong momentum on most
operating metrics in the P&L but a very disappointing performance on balance sheet
with a high divergence on loan classification pertaining to FY2017. RBI has asked the
bank to report 6.3% of loans as impaired as compared to 1.5% reported by the bank.

This is the third consecutive year. GNilenhelbankInEsIrecoverediamigmsharemoithis
. Maintain SELL

and reduce TP to 3285 (from T304 earlier).

SELL

OCTOBER 27, 2017
RESULT

Coverage view: Attractive
Price ): 331

Target price R): 285
BSE-30: 33,147

Company data and valuation summary

Yes Bank

Stock data Forecasts/Valuations 2018E 2019E  2020E
52-week range (Rs) (high,low) 383-218 EPS (Rs) 14.6 17.4 20.0
Market Cap. (Rs bn) 758.5 EPS growth (%) 0.1 18.9 14.9

Shareholding pattern (%) P/E (X) 22.7 19.1 16.6
Promoters 20.1 NIl (Rs bn) 74.2 873 100.1
Flls 458 Net profits (Rs bn) 333 39.6 455
MFs 1.1 BVPS 102.8 116.3 132.3

Price performance (%) ™M 3M 12M P/B (X) 3.2 2.8 2.5
Absolute (8.2) (3.3) 283 ROE (%) 14.3 15.1 15.3
Rel. to BSE-30 (12.5) (5.5) 7.8 Div. Yield (%) 0.7 0.9 1.0

Strong loan growth masks spike in credit costs

Yes Bank’s headline performance was strong with 35% yoy loan growth driving 30% yoy NI
growth, which coupled with 41% yoy other income growth delivered 38% yoy PPoP growth.
However, credit costs spiked 2.8X yoy, leading to relatively lower 25% yoy earnings growth and
~15% yoy EPS growth. Strong growth was skewed towards retail with retail share in loans
increasing to 11% (up ~300 bps yoy). Fee income momentum was strong, largely driven by
corporate banking fees (up ~70% yoy). NIM was stable qoq at 3.7%. CASA ratio improved by
~50bps gog to 37% of deposits.

Gross NPLs are at 0.4/0.8/1.5% or 4.1/5/6.3% of loans; RoE is at <15% or 18-19%

themamk® The bank has reported high slippages of 5% of loans but has correspondingly seen
higher recovery and upgrades on the loans observed as impaired by RBI. Adjusted RoE would
fall to <15% as compared to ~18-19% reported. The bank has indicated that it was able to
upgrade or recover a substantial amount of loans with only a small proportion being declared
as eventually impaired. The ability of the bank to recover or upgrade loans that RBI considers as
divergent at such short notice would be something useful to understand.

Maintain SELL with TP of ¥285; a leap of faith needed as it is difficult to invest at these levels

The performance of the quarter is difficult to gauge in the context of the divergence exercise. If
anything, it highlights that the underwriting of the bank is significantly different from other
banks'. Investors would need to continue to have faith that the bank would be in a position to
recover loans from its delinquent borrowers even in a weak macro environment. We probably
find such business models difficult to value at higher multiples even if the reported RoEs are
closer to ~20%. We prefer being conservative which the current valuations do not offer. We
retain our SELL call and at our TP of Y285 we value the bank on residual income basis at ~2X
book and 15X September 2019E EPS for RoEs in the range 15% in the medium term and
similar growth in earnings.

QUICK NUMBERS

e NIl up 30% yoy; PAT
up 25% yoy

e GNPL worsened to
1.8% (up ~2X on
absolute basis);
NNPL at 1%;
divergence of ~5%
reported in NPL
classification

e Maintain SELL and
reduce TP to 3285
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Banks YES Bank

Exhibit 1: Yes bank - quarterly results
March fiscal year-end, 2QFY17-2QFY18 (X mn)

(% chg.)
2QFY18| 2QFY18E 2QFY17 1QFY18 2QFY18E 2QFY17 1QFY18 1THFY18 1HFY17 (% chg.) FY2018E FY2017 (% chg.) FY2019E

Income statement (Rs mn)

Interest income 48,003 48,573 40,944 46,538 (1.2) 17.2 3.1 94,541 79,567 18.8 196,416 165,374 18.8 229,072
Advances 36,932 36,986 30,658 35,345 0.1) 20.5 4.5 72,277 59,058 22.4 150,040 123,225 21.8 174,272
Investments 9,227 9,331 9,314 9,027 1.1 (0.9) 2.2 18,254 18,904 (3.4) 38,158 37,968 0.5 45,871
Balance with RBI 1,447 1,865 486 1,794 (22.4) 197.5 (19.3) 3,240 764 3241 8,217 4,180 96.6 8,930

Interest expenses 29,153 29,882 26,482 28,449 (2.4 10.1 2.5 57,601 51,939 10.9 122,237 106,273 15.0 141,778

Net interest income 18,851 18,691 14,462 18,089 0.9 30.4 4.2 36,940 27,628 33.7 74,179 59,100 255 87,294

Non-interest income 12,484 9,434 8,879 11,322 323 40.6 10.3 23,806 17,884 33.1 43,349 40,907 6.0 49,726

Totalincome 31,335 28,125 23,340 29,411 11.4 34.3 6.5 60,746 45,511 335 117,527 100,008 17.5 137,021

Operating expenses 12,269 12,195 9,481 12,369 0.6 29.4 (0.8) 24,638 18,584 32.6 52,225 41,164 26.9 62,388
Employee cost 5,628 5,504 4,334 5,461 22 299 3.0 11,089 8,408 31.9 23,590 18,050 30.7 26,562
Other operating cost 6,641 6,691 5,147 6,908 0.7) 29.0 (3.9) 13,549 10,176 331 28,635 23,114 23.9 35,826

Pre-prov profit 19,067 15,930 13,860 17,042 19.7 37.6 1.9 36,109 26,927 341 65,303 58,843 11.0 74,632

Provisions 4,471 2,920 1,617 2,858 53.1 176.5 56.4 7,328 3,683 99.0 14,948 8,402 77.9 14,944

Profit before tax 14,596 13,009 12,243 14,184 12.2 19.2 2.9 28,780 23,244 238 50,355 50,441 (0.2) 59,688

Tax 4,569 4,244 4,228 4,529 7.7 8.1 0.9 9,098 7,911 15.0 17,010 17,140 (0.8) 20,044

Profit after tax 10,027, 8,766 8,015 9,655 14.4 25.1 319 19,683 15,333 28.4 33,345 33,301 0.1 39,645

Tax rate (%) 31.3] 34.5 31.9 31.6 34.0 338 34.0 33.6

PBT- treasury gains 11,878 10,220 10,147 11,595 16.2 171 2.4 23,473 19,374 21.2 38,925 41,297 (5.7) 44,829

PBT- treasury gains+provisions 16,349 13,141 11,764 14,453 244 39.0 13.1 30,802 23,057 33.6 53,873 49,699 8.4 59,773

EPS (Rs) 22 19 21 15.4 3.9 43 36 18.4 15 15 0.1 17

Asset quality

GNPL (Rs bn) 27 9 14 196.8 99.4 33 20 66 40

NNPL (Rs bn) 15 3 5 377.8 183.0 19 11 77 21

GNPL (%) 1.8 0.8 1.0 2.0 1.5 2.0

NNPL (%) 1.0 0.3 0.4 1.2 0.8 1.1

Provision coverage (%) 43 65 60 43 47 48

Key balance sheet (Rs bn)

Shareholder funds 234 237 154 224 (1.2) 52.3 4.6 247 221 12.2 279

Advances 1,487 1,477 1,102 1,400 0.7 34.9 6.2 1,635 1,323 23.6 1,926

Deposits 1,580 1,593 1,280 1,502 (0.8) 234 5.2 1,766 1,429 23.6 2,122
Current 197 130 185 51.0 6.6 240 191 25.9 299
Saving 390 257 367 51.6 6.2 423 328 29.0 540
CASA (%) 37 30 37 37.55 36.30 34 39.55

Investment 539 542 496 521 (0.6) 8.7 34 610 500 22.0 745

Net assets 2,374 2,322 1,873 2,221 2.2 26.7 6.9 2,587 2,151 20.3 3,060

Advances break-up (Rs bn)

Corporate and institutional 1,002 748 953 33.9 5.1

Commercial 485 354 447 37.0 8.5
Business banking 147 118 139 24.8 6.2
Micro and small 168 141 161 19.1 4.4
Retail 169 95 147 78.8 15.3

Key ratios calculated (%)

Yield on advances 10.2 1.3 10.4

Cost of funds 6.3 7.0 6.4

NIM 33 3.2 33

Cost income 39.2 40.6 42.1

CD ratio 0.9 0.9 0.9

Capital adequecy (%)

CAR 17 15 18

Tier-I 13] 10 14

Other key parameters (#)

Branches 1,040 950 1,020 9.5 2.0 1,200 1,000 1,400

Employees 20,932 18,531 20,851 13.0 0.4 23,910 20,125 27,195

Source: Company, Kotak Institutional Equities estimates
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YES Bank Banks

Exhibit 2: Yes bank - quarterly results
Key financial items, March fiscal year-ends, 2QFY17-2QFY 18 (%)

2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 YoY (%)

Key balance sheet items (Rs mn)

Deposits 1,280,238 1,323,758 1,428,739 1,502,409 1,579,898 23.4
Current deposits 130,387 147,783 190,879 184,730 196,947 51.0
Saving deposits 257,453 293,481 327,818 367,421 390,299 51.6
CASA ratio (%) 30.3 33.3 36.3 36.8 36.8

Branches 950 964 1,000 1,020 1,040 9.5

Loans 1,102,162 1,170,870 1,322,627 1,399,718 1,486,753 34.9

Investments 495,739 497,485 500,318 521,362 539,078 8.7

Total assets 1,873,088 1,948,280 2,150,599 2,221,452 2,373,941 26.7

Yield management measures (%)

Cost of funds 6.8 6.8 6.3 6.2 6.1

Yield on advances 10.9 10.9 10.7 10.4 10.2

NIM 3.4 3.5 3.6 3.7 3.7

Spread 4.2 4.1 4.1 4.1 4.1

Asset quality details

Gross NPL (Rs mn) 9,167 10,059 20,186 13,644 27,203 196.8

Gross NPL (%) 0.8 0.9 1.5 1.0 1.8

Net NPL (Rs mn) 3,230 3,425 10,723 5,453 15,433 377.8

Net NPL (%) 0.3 0.3 0.8 0.4 1.0

Provisions (Rs mn) 5,937 6,634 9,463 8,191 11,771 98.3

Provision Coverage (%) 64.8 66.0 46 .9 60.0 43.3

Restructured Loans (Rs mn) 5,115 5,002 4,816 3,314 1,161 (77.3)

Restructured Loans (% of cust. assets) 0.5 0.4 0.4 0.2 0.1

Capital adequacy details (%)

CAR 15.0 15.6 17.0 17.6 17.0
Tier | 10.1 12.2 13.3 13.8 13.2
Tier Il 4.9 3.4 3.7 3.8 3.8

Fee income composition (Rs mn)

Forex, DCM and securities 1,492 1,877 1,474 2,031 3,518 135.8

Corporate Banking 2,757 3,406 5,864 4,108 4,768 72.9

Retail fee 2,096 2,143 3,131 2,589 2,718 29.7

Trade and Cash Mgmt 1,034 995 1,178 1,352 1,439 39.2

Total 8879 9984 12574 11322 12484 40.6

Source: Company, Kotak Institutional Equities

High divergence with regulatory norms leads to weak asset quality

Gross NPL increased to 27 bn (up ~2X yoy) from T9 bn in 2QFY 17 with GNPL ratio jumping
up to 1.8% (1% in 1QFY18). Net NPL increased ~3.7X yoy on absolute terms to %15 bn with
NNPL ratio at 1% versus 0.4% in 1QFY18. Provision coverage dropped to 43% from ~60%
IN TQFY18.

Based on the latest RBI investigation, the bank reported a divergence of ¥63 bn (19
accounts). Out of this amount, only 19% is under NPA. 27% have been repaid in partial or
full. About 7% have been sold to ARC and the remaining 47% have been classified as
standard accounts on grounds of satisfactory account conduct (Exhibit 3).

Based on the last three investigations conducted by RBI, which amounts to ~%134 bn, 41%
have been repaid (partial/ fully), 30% is standard assets, 13% has been sold to ARC and
only 16% is the remaining outstanding NPA (Exhibit 4).

With respect to the initial 12 accounts referred by RBI to IBC, the bank had an exposure to 2
accounts amounting to ¥3.4 bn on which there is a provision of 50%. One the two accounts
slipped to NPA. Out of the remaining 30 accounts that RBI is expected to refer to IBC, the
bank expects to have an exposure to 7 accounts amounting to ~¥11 bn on which there is a
coverage of 39% (Exhibit 5).
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Exhibit 3: Movement of GNPL as per Basel disclosures
March fiscal year-ends, 1QFY17-2QFY18

1QFY17 2QFY17 3QFY17 4QFY17 1QFY18 2QFY18
GNPA (Rs mn)

Gross NPA 8,446 9,167 10,059 20,186 13,644 27,203
Substandard 3,238 3,621 3,027 2,732 3,636 8,660
Doubtful 1 5,206 5,542 7,029 11,216 861 10,325
Doubtful 2 2 4 2 6,238 9,147 8,218
Doubtful 3 - - - - - -
Loss - - - - - -
Net NPA 3,024 3,230 3,425 10,723 5,453 15,433
NPA ratios (%)

GNPA 0.8 0.8 0.9 1.5 1.0 1.8
NNPA 0.3 0.3 0.3 0.8 0.4 1.0
Movement of GNPA (Rs mn)

Opening 7,490 8,446 9,167 10,059 20,186 13,644
Additions 2,996 3,015 1,265 19,048 2,010 71,397
Reductions 2,040 2,294 373 8,921 8,551 57,837
Closing 8,446 9,167 10,059 20,186 13,644 27,203

Source: Company, Kotak Institutional Equities

March fiscal year-ends, 2015-2017 (Rs bn)

2015 2016 2017 Total

Divergence reported by Yes Bank (Rs bn)

GNPL (reported) 3.1 7.5 20.2

GNPL as accessed by RBI 31.3 49 .3 83.7

Divergence in GNPL 28.2 41.8 63.6 133.5

NNPL (reported) 2.8 10.7

NNPL as accessed by RBI 36.0 58.9

Divergence in NNPL 33.2 48.2

Provision for NPL (reported) 4.6 9.5

Provision for NPL as accessed by RBI 13.2 24.8

Divergence in provisioning 8.6 15.4

Reported PAT 25.4 33.3

Adjusted PAT 19.8 23.2

Impact on the accounts under divergence assuming no overlap (Rs bn)

Recovered (partially/ fully) 12.3 25.3 16.9 54.5
(% of divergence) 43 61 27 41

Upgraded 9.0 1.4 29.8 40.3
(% of divergence) 32 3 47 30

Sale to ARC 4.0 8.7 4.6 17.3
(% of divergence) 14 21 7 13

NPL 2.9 6.4 12.2 21.5
(% of divergence) 10 15 19 16

Source: Company, Kotak Institutional Equities
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Exhibit 5: Exposure of Yes bank to accounts referred by RBI to IBC
March fiscal year-ends, October 2017 (Rs mn)
Standard NPA Total
Initial 12 accounts referred under list 1
Accounts referred (#) 2
Funded 234 3,183 3,417
Non-funded - - -
Total 234 3,183 3,417
Probable 30 accounts to be referred in list 2
Possible accounts (#) 7
Funded 687 8,019 8,706
Non-funded 759 1,464 2,223
Total 1,446 9,483 10,929
Net 1,680 12,666 14,346
Source: Company
Exhibit 6: NPL ratios adjusting for divergence are markedly Exhibit 7: Return ratios adjusting for divergence impact are
higher much lower
Gross and net NPL before and after divergence impact, March fiscal RoA and RoE before and after divergence impact, March fiscal year-
year-ends, 2015-2QFY 18 (%) ends, 2016-17 (%)
s RoE RoE (incl. divergence)
B GNPL m GNPL (RBI assessment) = NNPL = NNPL (RBI assessment) ) .
70 RoA ROA (incl. divergence)
' 25.0 - - 2.0
5.6 - 1.8
20.0 17 1.8
42 1 15.0 - - 16
2.8 1 10.0 13 - 14
1.4 1 50 12 1.2
15.5 13.0
) - . 1.0
2015 2016 2017 1QFY18  2QFY18 2016 2017
Source: Company, Kotak Institutional Equities Source: Company, Kotak Institutional Equities
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Exhibit 8: High revenue growth driven by strong non-interest Exhibit 9: Earnings growth dropped to 25% yoy
income growth Earnings growth, March fiscal year-ends, 2QFY15-2QFY18 (%)
Revenue and NIl growth, March fiscal year-ends, 2QFY15-2QFY 18 (%)
NIl growth H Revenue growth 40 ~
50 7 33
. 42 32 {3030 3131 30 32
1 37 38 28 27
40 35 5 EN QY 26 35 25
30 24
30 A 27
22
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Source: Company, Kotak Institutional Equities Source: Company, Kotak Institutional Equities
Exhibit 10: Tier-1 ratio dropped marginally qoqg to 13.2%
Total assets to net worth, March fiscal year-ends, 2QFY13-2QFY 18 (X)
X) Tier-1 (RHS) Leverage (LHS) (%)
18 - - 14.0
16 A 122
14 A r 104
12 4 - 8.6
10 1 F 6.8
8 5.0
MmN MmN &5 <& <5 <85 nDnoinoin 0w W W N N N N 00
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Source: Company, Kotak Institutional Equities

Strong fee income growth

Yes Bank reported 41% yoy growth in non-interest income, driven by forex, DCM &
securities income (includes treasury) up 18% yoy, 30% yoy growth in retail fee. The
corporate banking fees also increase 73% yoy on a lower base (up 16% goq).

Drivers of retail fee growth were spread across trade & remittance fees (up 36% yoy),
processing fee (up 1.8X yoy), fees on third party sales (up ~8% yoy), interchange fees (up ~8%
yoy), etc. Given that the focus of the business is skewed towards the corporate segment, we
would be a lot more comfortable with the bank growing the trade business as it is less risky,
less capital intensive and generates strong growth in current account deposits.
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YES Bank Banks

Exhibit 11: Yes Bank — Overall non-interest income growth strong at ~41% yoy
Break-up of non-interest income, March fiscal year-end. 2QFY17-2QFY 18 (Rs mn)

2QFY18 2QFY17 YoY (%) 1QFY18 QoQ (%)

Non Interest Income 12,443 8,879 40.1 11,270 10
Corporate Trade & Cash 1,439 1,034 39.2 1,352 6
Forex, Debt Capital Marke 3,518 2,992 17.6 3,221 9
Corporate Banking Fees 4,768 2,757 72.9 4,108 16
Retail Banking Fees 2,718 2,096 29.7 2,589 5

Source: Company, Kotak Institutional Equities

Exhibit 12: Contribution of corporate banking fees increased in 2QFY18
Break-up of fee income, March fiscal year-ends, 2008-2QFY 18 (%)

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 1QFY18 2QFY18

Corporate trade and cash management 13 19 24 30 28 26 25 24 17 11 12 12
Retail banking 12 9 7 10 9 11 12 20 23 22 23 22
Forex, debt capital markets and securities 26 25 21 24 1 6 22 13 10 17 18 20
Corporate banking fees 27 21 31 39 38 39 32 37 39 35 36 38
Treasury trading and others 22 26 17 3) 14 18 9 6 12 15 11 8

Source: Company, Kotak Institutional Equities

NIM remained flat qoq at 3.7%

Reported NIM remained flat qoq 3.7%. Yield on advances declined ~20 bps qoq to 10.2%
from 10.4% in 1QFY18. Cost of funds declined 10 bps qoq to 6.1%. We forecast about
~20 bps NIM (calculated) compression over FY2018-20E, from 3.3% in FY2018E.

Strong growth on CASA continues

Yes Bank reported ~40 bps gqog improvement in CASA ratio to 37.2% driven by strong
flows in both SA and CA balances which increased ~51% yoy each. CA balances although
recorded 3% goq drop in TQFY18 regained momentum to obtain ~7% qoq growth in
2QFY18. SA continued to record smooth growth at ~6% qoq growth and 11% CQGR from
2QFY14 to 2QFY18. We expect CASA to increase to ~42% by FY2020E from 36% in
FY2017 driven by 27% CAGR in SA balances during the same period.
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Exhibit 13: Yes Bank is targeting to improve the share of retail loans to overall loans
Break-up of loans, March fiscal year-ends, 2008-2QFY 18 (%)

Corporate and institutional = Emerging and business banking
Retail and others (old) = Buisness banking
Micro & small enterprise Consumer banking
100 1— —
120 455 182 16.8 10.8 95 105 114
5
|6 7 Wods 8 e
60 - — —
40 1— — —
635 091 651 4o, 647 687 647 651 677 681 674
54.0 i
20 1 I |
0
g g 2 - & o ¥ © g & ® o
S § 8 B &% &8 & & & & & &
o o
— o~
Notes:
(A) Proportion reported in FY2013 includes credit substitutes. The bank has combined retail and SME from
2QFY15

Source: Company, Kotak Institutional Equities

Loan growth momentum remains strong with 35% yoy growth (up 6% qoq)

Loan growth was at 35% yoy on the back of 34% yoy growth in corporate loans (up 5%
goq) and an even stronger growth in retail loan book at 79% yoy (up 15% qoq). Other
segments i.e. SME (37% yoy) and business banking (25% yoy) continued to grow at a
healthy pace. Retail banking growth was steep at 79% yoy compared to slow growth
between 18%-26% in the first two quarter of FY2017. Board break-up of loans is —
corporate (67.4%), business banking (9.9%), micro and SME (11.3%) and retail (11.4%).

The bank has recently launched credit cards and now offers a full suite of retail products.
Focus on credit cards is towards existing customers only, which comprise 80-90% of
customers. The bank appears to have stepped up lending in the retail space. Most of the
retail products are now in offering though the focus is more towards building secured loans
at this stage and understanding the nature of risks rather than an aggressive rollout across
all its distribution centers. We forecast 24% loan growth in FY2018E and 19% CAGR in
FY2017E-19E.
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Exhibit 14: Yes Bank has seen a qoq drop in exposure to electricity; exposure to telecom sector remains constant
Break-up of customer assets, March fiscal year-ends, 2013-2QFY 18 (%)

2013 2014 2015 2016 1QFY17 2QFY17 3QFY17 4QFY17 1QFY18 2QFY18
Electricity 2.3 4.8 8.3 8.7 9.3 9.1 9.8 11.3 10.6 9.8
Commercial real estate - 0.0 0.0 6.8 6.7 6.4 6.6 5.8 6.3 6.3
Other real estate - 0.0 0.0 0.9 1.2 1.2 0.9 0.8 0.7 0.5
Tech, ITES, Media 3.4 3.4 2.9 1.4 1.4 1.4 1.4 1.2 1.1 1.2
Food processing 4.6 4.4 3.2 2.7 2.8 2.6 2.3 2.4 2.5 2.6
Iron & Steel 5.7 3.5 3.3 2.2 1.9 1.7 1.8 1.8 1.9 2.0
Social & Commercial 2.1 1.8 2.7 2.4 2.6 2.7 2.8 2.7 3.0 2.8
Vehicles & equipments 2.4 2.8 3.1 2.5 2.7 2.6 2.7 2.4 2.7 3.0
Construction/ EPC 3.1 2.9 3.1 6.0 5.6 5.8 6.1 7.3 7.3 7.1
Metals & mining 2.4 2.3 2.0 2.4 2.4 2.4 2.2 2.5 2.4 3.1
Telecom 2.4 3.1 2.2 4.5 6.1 5.0 5.1 4.9 3.9 3.9
Textiles 0.6 0.7 0.5 0.9 0.9 0.9 0.9 1.4 1.1 1.3
Aviation 0.3 0.3 0.2 0.6 0.7 0.9 0.9 1.0 1.0 1.2
Other industries 29.7 68.4 66.8 58.0 55.7 57.3 56.5 54.5 55.5 55.2

Source: Company, Kotak Institutional Equities

Other highlights for the quarter

» Cost-income ratio improved significantly by ~300 bps to 39% from ~42% in 1QFY18.
Operating expenses grew 29% yoy on the back of 30% yoy growth in staff costs and 29%
yoy growth in non-staff costs. Cost growth fairly reflects the investment made to increase
the network. The total number of branches increased by 90 from 2QFY17 to 2QFY18.

The total number of employees increased by 13% yoy during the same period.

» CAR dropped slightly gog to 17% with tier 1 ratio of 13.2%.

Exhibit 15: Cost-to-income ratio dropped slightly on the back of constrained expansion in 2QFY18
Cost-to-income and total employees, 2QFY13-2QFY18 (%)

(#) Employees (LHS) Cost-to-income (RHS) (%)
22,000 -~ r 50
17,600 - L 46
13,200 - L 42
8,800 1 I 38
4,400 A F 34

0 30
m N N < < 5 <5 60 non oin 0w W W SN N N N 0
o dddaddiddddddhd o
o OO oo o000 oo oo oo oooo0o
o~ m < — [g\] m < — o~ m < — o~ m < — o~ oM < — o~

Source: Company, Kotak Institutional Equities
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Exhibit 16: Yes Bank has one of the highest percentage of employee cost to total cost among private banks
Employee cost as a percentage of overall costs, March fiscal year-ends, 2012-20E (%)

2012 2013 2014 2015 2016 2017 2018E 2019E 2020E
Axis Bank 34.6 34.4 32.9 33.4 33.4 31.9 32.4 31.2 29.9
HDFC Bank 36.6 35.3 34.7 34.0 33.6 32.9 31.4 31.6 32.7
ICICI Bank 44.8 43.2 40.9 41.3 39.4 38.9 38.6 38.3 38.0
Indusind Bank 36.1 37.7 37.0 34.2 33.7 31.8 32.1 30.6 29.9
Yes Bank 51.0 49 1 44.8 43.6 43.6 43.8 45.2 42.6 41.2

Source: Company, Kotak Institutional Equities estimates

Exhibit 17: Yes bank-- estimate changes
March fiscal year-ends, 2018-2020E, & mn)

New estimates Old estimates % change
2018E 2019E 2020E 2018E 2019E 2020E 2018E  2019E 2020E
Net interest income 74,179 87,294 100,097 74,152 85,681 98,215 0.0 1.9 1.9
NIM (%) 3.3 3.3 3.2 3.3 3.2 3.2
Customer assets 1,745,220 2,036,753 2,333,954 1,745,220 2,036,753 2,333,954 - - -
Loan loss provisions 14,048 14,244 16,599 10,351 11,573 13,487 35.7 23.1 23.1
Other income 43,349 49,726 56,698 40,811 48,173 56,094 6.2 3.2 1.1
Fee income 37,775 42,434 48,508 35,237 40,880 47,904 7.2 3.8 1.3
Treasury income 2,600 3,500 3,500 2,600 3,500 3,500 - - -
Operating expenses 52,225 62,388 71,142 52,710 62,971 71,828 (0.9) (0.9) (1.0)
Employee expenses 23,590 26,562 29,280 23,590 26,562 29,280 - - -
PBT 50,355 59,688 68,354 51,003 58,609 68,295 (1.3) 1.8 0.1
Tax 17,010 20,044 22,817 17,229 19,681 22,797 (1.3) 1.8 0.1
Net profit 33,345 39,645 45,537 33,774 38,928 45,497 (1.3) 1.8 0.1
PBT-treasury+provisions 62,703 71,132 82,153 59,653 67,383 78,981 5.1 5.6 4.0

Source: Company, Kotak Institutional Equities estimates

Exhibit 18: Yes Bank trading at 3.0X one-year forward book Exhibit 19: Yes bank trading premium constant in 2QFY 18
(adj.) Yes bank trading premium to peers, October 2009- October 2017 (X)

March fiscal year-ends, October 2009- October 2017 (X)

Rolling PBR (X) (RHS) Rolling PER (RHS) 20 -
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Source: Company, Bloomberg estimates, Kotak Institutional Equities Source: Company, Bloomberg estimates, Kotak Institutional Equities
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YES Bank Banks

Exhibit 20: Yes bank - key financial ratios and growth rates
March fiscal year-ends, 2015-2020E (%)

2015 2016 2017 2018E 2019E 2020E

Growth rates (%)

Net loan 35.8 30.0 34.7 23.6 17.8 154

Net fixed assets 8.7 47.6 45.2 15.5 2.5 1.9

Cash and bank balance 28.3 8.8 137.9 (6.2) 9.2 15.0

Total Asset 24.9 21.4 30.1 20.3 18.3 17.2

Deposits 22.9 22.5 27.9 23.6 20.2 17.7
Current 21.1 28.5 74.7 25.9 24.6 21.9
Savings 34.9 62.3 60.6 29.0 27.7 24.7

Net interest income 28.4 30.9 29.4 25.5 17.7 14.7

Loan loss provisions 41.8 43.3 48.0 77.1 1.4 16.5

Total other income 18.9 32.5 50.8 6.0 14.7 14.0
Net fee income 56.7 24.4 27.7 20.3 12.3 14.3

Operating expenses 30.6 30.3 38.3 26.9 19.5 14.0
Employee expenses 24.9 32.4 39.2 30.7 12.6 10.2

Key ratios (%)

Yield on average earning assets 10.1 9.6 9.3 8.8 8.7 8.4
Yield on average loans 12.2 11.2 10.7 10.1 9.8 9.4
Yield on average investments 8.0 7.6 7.7 6.9 6.8 6.8

Average cost of funds 7.6 6.9 6.5 6.0 5.8 5.6
Interest on deposits 7.9 7.1 6.4 5.9 5.7 5.4

Difference 2.5 2.8 2.7 2.8 2.8 2.8

Net interest income/earning assets 3.0 3.2 3.3 3.3 3.3 3.2

New provisions/average net loans 0.6 0.6 0.7 1.0 0.8 0.8

Interest income/total income 63.0 62.7 59.1 63.1 63.7 63.8

Other income / total income 37.0 37.3 40.9 36.9 36.3 36.2

Fee income to totalincome 35.7 33.8 31.4 32.1 31.0 30.9

Operating expenses/total income 41.3 40.9 41.2 44.4 455 45 .4

Tax rate 31.1 32.6 34.0 33.8 33.6 334

Dividend payout ratio 18.7 16.6 13.7 16.6 16.6 16.6

Share of deposits
Current 9.3 9.8 13.4 13.6 14.1 14.6
Savings 13.8 18.3 22.9 23.9 254 26.9

Loans-to-deposit ratio 82.9 87.9 92.6 92.6 90.8 89.0

Equity/assets (EoY) 8.6 8.3 10.3 9.6 9.1 8.8

Dupont analysis (%)

Net interest income 2.8 3.0 3.1 3.1 3.1 3.0

Loan loss provisions 0.3 0.4 0.4 0.6 0.5 0.5

Net other income 1.7 1.8 2.2 1.8 1.8 1.7

Operating expenses 1.9 2.0 2.2 2.2 2.2 2.2

Invt. depreciation — — — — — —

(1- tax rate) 68.9 67.4 66.0 66.2 66.4 66.6

ROA 1.6 1.7 1.8 1.4 1.4 1.4

Average assets/average equity 13.0 11.8 10.6 10.1 10.7 11.2

ROE 21.3 19.9 18.6 14.3 15.1 15.3

Source: Company, Kotak Institutional Equities estimates
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Banks YES Bank

Exhibit 21: Yes bank - income statement and balance sheet
March fiscal year-ends 2015-2020E (X mn)

2015 2016 2017 2018E 2019E 2020E

Income statement (Rs mn)

Total interest income 115,720 135,334 165,374 196,416 229,072 261,260
Loans 80,161 97,115 123,225 150,040 174,272 194,959
Investments 33,557 35,082 37,968 38,158 45,871 55,959
Cash and deposits 2,002 3,138 4,180 8,217 8,930 10,342

Total interest expense 80,842 89,667 106,273 122,237 141,778 161,163

Deposits from customers 65,368 71,784 82,040 94,339 110,382 125,397

Net interest income 34,878 45,667 59,100 74,179 87,294 100,097

Loan loss provisions 3,740 5,361 7,934 14,048 14,244 16,599

Net interest income (after prov.) 31,138 40,307 51,166 60,131 73,050 83,498

Other income 20,465 27,121 40,907 43,349 49,726 56,698
Net fee income 19,765 24,592 31,400 37,775 42,434 48,508
Net capital gains 1,421 2,606 7,113 2,600 3,500 3,500
Net exchange gains (670) (176) 1,019 1,274 1,592 1,990

Operating expenses 22,847 29,764 41,164 52,225 62,388 71,142
Employee expenses 9,797 12,968 18,050 23,590 26,562 29,280

Depreciation on investments (584) 25 522 - - -

Other Provisions 239 (23) (54) 900 700 700

Pretax income 29,101 37,662 50,441 50,355 59,688 68,354

Tax provisions 9,047 12,268 17,140 17,010 20,044 22,817

Net Profit 20,054 25,394 33,301 33,345 39,645 45,537

% growth 24.0 26.6 31.1 0.1 18.9 14.9

Operating profit 31,075 40,419 51,731 62,703 71,132 82,153

% growth 28 27 24 10 18 15

Balance sheet (Rsmn)

Cash and bank balance 75,572 82,184 195,494 183,329 200,179 230,142
Cash 3,646 4,124 5,705 7,490 8,385 20,589
Balance with RBI 48,761 53,638 63,815 78,884 94,838 112,597
Balance with banks 258 556 615 615 615 615

Net value of investments 432,285 488,385 500,318 610,388 744,673 908,501
Govt. and other securities 300,012 351,863 354,805 443,624 550,460 681,509
Shares 601 628 2,369 2,369 2,369 2,369
Debentures and bonds 94,667 95,154 110,453 132,544 159,052 190,863

Net loans and advances 755,498 982,099 1,322,627 1,634,767 1,926,300 2,223,501

Fixed assets 3,190 4,707 6,835 7,898 8,098 8,254

Other assets 95,160 95,259 125,325 150,390 180,467 216,561

Total assets 1,361,704 1,652,634 2,150,599 2,586,771 3,059,718 3,586,959

Deposits 911,758 1,117,195 1,428,739 1,765,921 2,122,048 2,497,954

Borrowings and bills payable 265,612 319,759 391,992 458,631 536,598 643,918

Other liabilities 67,533 77,814 109,328 114,794 121,682 128,983

Total liabilities 1,244,904 1,514,768 1,930,059 2,339,346 2,780,328 3,270,855

Paid-up capital 4,177 4,205 4,565 4,565 4,565 4,565

Reserves & surplus 112,622 133,661 215,976 242,860 274,824 311,539

Total shareholders' equity 116,800 137,866 220,541 247,425 279,389 316,104

Source: Company, Kotak Institutional Equities estimates

12 KOTAK INSTITUTIONAL EQUITIES RESEARCH



Disclosures

"1, M.B. Mahesh, hereby certify that all of the views expressed in this report accurately reflect my personal views about the
subject company or companies and its or their securities. | also certify that no part of my compensation was, is or will be,
directly or indirectly, related to the specific recommendations or views expressed in this report."

Kotak Institutional Equities Research coverage universe
Distribution of ratings/investment banking relationships
Percentage of companies covered by Kotak Institutional

% -
70% Equities, within the specified category.
60% -
Percentage of companies within each category for which Kotak
509% | Institutional Equities and or its affiliates has provided
© investment banking services within the previous 12 months.
40% - 35.0% * The above categories are defined as follows: Buy = We
. expect this stock to deliver more than 15% returns over the
. _ i i 159
30% A 26.4% next 12 months; Add = We expect this stock to deliver 5-15%

returns over the next 12 months; Reduce = We expect this stock
to deliver -5-+5% returns over the next 12 months; Sell = We
20% A 15.7% expect this stock to deliver less than -5% returns over the next
12 months. Our target prices are also on a 12-month horizon

22.8%

10% basis. These ratings are used illustratively to comply with
2.5% 3.6% 2.5% applicable regulations. As of 30/09/2017 Kotak Institutional
1.0% Equities Investment Research had investment ratings on 197
0% equity securities.
BUY ADD REDUCE SELL
Source: Kotak Institutional Equities As of September 30, 2017

Ratings and other definitions/identifiers

Definitions of rating

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.
ADD. We expect this stock to deliver 5-15% returns over the next 12 months.
REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.
SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our target prices are also on a 12-month horizon basis.

Other definitions

Coverage view. The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and target price, if any, have been suspended temporarily. Such suspension is in compliance with applicable regulation(s)
and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or strategic transaction
involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient
fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock
and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.

KOTAK INSTITUTIONAL EQUITIES RESEARCH 13



Corporate Office Overseas Affiliates

Kotak Securities Ltd. Kotak Mahindra (UK) Ltd Kotak Mahindra Inc
27 BKC, Plot No. C-27, "G Block” 8th Floor, Portsoken House 369 Lexington Avenue
Bandra Kurla Complex, Bandra (E) 155-157 Minories 28th Floor, New York
Mumbai 400 051, India London EC3N 1LS NY 10017, USA

Tel: +91-22-43360000 Tel: +44-20-7977-6900 Tel:+1 212 600 8856

Copyright 2017 Kotak Institutional Equities (Kotak Securities Limited). All rights reserved.

1. Note that the research analysts contributing to this report may not be registered/qualified as research analysts with FINRA; and

2. Such research analysts may not be associated persons of Kotak Mahindra Inc and therefore, may not be subject to NASD Rule 2711 restrictions on communications with a subject

company, public appearances and trading securities held by a research analyst account.
3. Any U.S. recipients of the research who wish to effect transactions in any security covered by the report should do so with or through Kotak Mahindra Inc and (i) any transactions in
the securities covered by the research by U.S. recipients must be effected only through Kotak Mahindra Inc at nilesh.jain@kotak.com.

This report is distributed in Singapore by Kotak Mahindra (UK) Limited (Singapore Branch) to institutional investors, accredited investors or expert investors only as defined under the

Securities and Futures Act. Recipients of this analysis / report are to contact Kotak Mahindra (UK) Limited (Singapore Branch) (16 Raffles Quay, #35-02/03, Hong Leong Building,

Singapore 048581) in respect of any matters arising from, or in connection with, this analysis / report. Kotak Mahindra (UK) Limited (Singapore Branch) is regulated by the Monetary

Authority of Singapore.

Kotak Securities Limited and its affiliates are a full-service, integrated investment banking, investment management, brokerage and financing group. We along with our affiliates are

leading underwriter of securities and participants in virtually all securities trading markets in India. We and our affiliates have investment banking and other business relationships with a

significant percentage of the companies covered by our Investment Research Department. Our research professionals provide important input into our investment banking and other

business selection processes. Investors should assume that Kotak Securities Limited and/or its affiliates are seeking or will seek investment banking or other business from the company or

companies that are the subject of this material and that the research professionals who were involved in preparing this material may participate in the solicitation of such business. Our

research professionals are paid in part based on the profitability of Kotak Securities Limited, which include earnings from investment banking and other business. Kotak Securities Limited

generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any companies that

the analysts cover. Additionally, Kotak Securities Limited generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board member of

any companies that the analysts cover. Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect

opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the

recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of

interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. We are not

soliciting any action based on this material. It is for the general information of clients of Kotak Securities Limited. It does not constitute a personal recommendation or take into account

the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, clients should consider whether it is

suitable for their particular circumstances and, if necessary, seek professional advice. The price and value of the investments referred to in this material and the income from them may go

down as well as up, and investors may realize losses on any investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original

capital may occur. Kotak Securities Limited does not provide tax advise to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential

investment.

Certain transactions -including those involving futures, options, and other derivatives as well as non-investment-grade securities - give rise to substantial risk and are not suitable for all

investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such. Opinions

expressed are our current opinions as of the date appearing on this material only. We endeavor to update on a reasonable basis the information discussed in this material, but regulatory,

compliance, or other reasons may prevent us from doing so. We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this

material, may from time to time have "long" or "short" positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. Kotak

Securities Limited and its non US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non US issuers, prior to

or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or

income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign currencies affectively assume currency risk. In addition

options involve risks and are not suitable for all investors. Please ensure that you have read and understood the current derivatives risk disclosure document before entering into any

derivative transactions.

Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and distribution house.

Kotak Securities Limited is a corporate trading and clearing member of BSE Limited (BSE), National Stock Exchange of India Limited (NSE), MSEI and United Stock Exchange of India

Limited (USEIL). Our businesses include stock broking, services rendered in connection with distribution of primary market issues and financial products like mutual funds and fixed

deposits, depository services and Portfolio Management.

Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL). Kotak Securities Limited

is also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual Life Insurance Limited and is also a Mutual Fund Advisor

registered with Association of Mutual Funds in India (AMFI). Kotak Securities Limited is registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014.

We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five years. However SEBI,

Exchanges and Depositories have conducted the routine inspection and based on their observations have issued advise letters or levied minor penalty on KSL for certain operational

deviations. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has our certificate of registration been cancelled by SEBI at any

point of time.

We offer our research services to primarily institutional investors and their employees, directors, fund managers, advisors who are registered with us

Details of Associates are available on our website i.e. www.kotak.com

Research Analyst has served as an officer, director or employee of subject company(ies): No

We or our associates may have received compensation from the subject company(ies) in the past 12 months.

We or our associates have managed or co-managed public offering of securities for the subject company(ies) in the past 12 months. YES

We or our associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company(ies) in the past 12 months. We or our

associates may have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject companyf(ies) in the

past 12 months. We or our associates may have received compensation or other benefits from the subject company(ies) or third party in connection with the research report.

Our associates may have financial interest in the subject company(ies).

Research Analyst or his/her relative's financial interest in the subject company(ies): No

Kotak Securities Limited has financial interest in the subject company(ies) at the end of the month immediately preceding the date of publication of Research Report: YES

Our associates may have actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of publication of

Research Report.

Research Analyst or his/her relatives has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of

publication of Research Report: No

Kotak Securities Limited has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of publication of

Research Report: No

Subject company(ies) may have been client during twelve months preceding the date of distribution of the research report.

A graph of daily closing prices of securities is available at www.nseindia.com and http://economictimes.indiatimes.com/markets/stocks/stock-quotes. (Choose a company from the list on

the browser and select the "three years" icon in the price chart).

Kotak Securities Limited. Registered Office: 27 BKC, C 27, G Block, Bandra Kurla Complex, Bandra (E), Mumbai 400051. CIN: U99999MH1994PLC 134051, Telephone No.: +91-22 43360

000, Fax No.: +91-22- 6713 2430. Website: www.kotak.com. SEBI Registration No: NSE INB/INF/INE 230808130, BSE INB 010808153/INF 011133230, MSEI INE 260808130/INB

260808135/INF 260808135, Research Analyst INHO00000586, AMFI ARN 0164 and PMS INPO00000258. NSDL: IN-DP-NSDL-23-97. CDSL: IN-DP-CDSL-158-2001.

Compliance Officer Details: Mr. Manoj Agarwal. Call: +91-22-4285 6825, or Email: ks.compliance@kotak.com.

In case you require any clarification or have any concern, kindly write to us at below email ids:

Level 1: For Trading related queries, contact our customer service at 'service.securities@kotak.com' and for demat account related queries contact us at ks.demat@kotak.com or call us
on: Online Customers - 30305757 (by using your city STD code as a prefix) or Toll free numbers 18002099191 / 1800222299, Offline Customers - 18002099292

Level 2: If you do not receive a satisfactory response at Level 1 within 3 working days, you may write to us at ks.escalation@kotak.com or call us on +91-22-4285 8445 and if you feel
you are still unheard, write to our customer service HOD at ks.servicehead@kotak.com or call us on +91-22-4285 8208.

Level 3: If you still have not received a satisfactory response at Level 2 within 3 working days, you may contact our Compliance Officer (Name: Manoj Agarwal) at
ks.compliance@kotak.com or call on +91-22-4285 6825.

Level 4: If you have not received a satisfactory response at Level 3 within 7 working days, you may also approach CEO (Mr. Kamlesh Rao) at ceo.ks@kotak.com or call on
+91-22-6652 9160.

First Cut notes published on this site are for information purposes only. They represent early notations and responses by analysts to recent events. Data in the notes may not have been

verified by us and investors should not act upon any data or views in these notes. Most First Cut notes, but not necessarily all, will be followed by final research reports on the subject.

There could be variance between the First cut note and the final research note on any subject, in which case the contents of the final research note would prevail. We accept no liability

for the contents of the First Cut Notes.




