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BUY CMP Rs846

Improving confidence around deposit franchise and credit cost trajectory

1IB Q3 FY21 earnings missed expectation on conservative provisioning and lower-than-
estimated fee and treasury income. Loan growth of 3% qoq driven by revival in
consumer finance segment (barring CV and LAP, most products recorded growth
uptick) was in-line with expectations, while strong and granular deposit growth
continue to surprise (5% qoq - CASA sustained at 40%). Despite funding cost benefits,
the NIM was stable on account of interest reversals on proforma slippages. Overall
asset quality performance was resilient with proforma slippages at Rs25bn (1.2% of
adv.) and invoked restructuring at Rs12.5bn (60bps). Collection efficiency in the
perceived vulnerable portfolios of Microfinance, Vehicle Finance and Gems & Jewellery
has demonstrated encouraging recovery in recent months. Many of the weak accounts
in Microfinance and Vehicle Finance portfolios slipped in Q3 (formed 40% of proforma
slippages) and some more could slip in the current quarter. In other retail products, the
overdues buckets have been coming down. The bank is carrying significant provisions
on the recognized stress - 85% on reported GNPLs, 62% on proforma slippages and
32% on restructured portfolio, and in addition has provisions of 25-30 bps. In all
likelihood, Q4 should be the last quarter of heady provisions.

We raise ABV estimates by 2-3% assuming better-than-earlier growth and credit cost
outcomes. We believe that RoA delivery in FY22/23 could positively surprise on the
current consensus estimates, and this could come from a strong recovery in vehicle
finance (29% of adv.) and Microfinance (11%) portfolios. Based on increased confidence
around the deposits franchise and credit cost trajectory, we upgrade rating to BUY
(from ADD) and raise 12m PT to Rs1,070.

Management Commentary

Guidance (medium to long term)
v" Loan mix: retail (55-60%) and wholesale (38-45%).

v PPoP to be >5%, NIMs within 415-425bps and RoA within 1.4-1.7%.
v" Remain conservative on credit cost (shall provide in Q4FY21 as well).

CV portfolio

v" Share of performa slippages and restructurings stood at Rs502crs and Rs10.2bn
respectively.

v" Ondemand side, CV segment is ridden with overcapacity currently, shall normalise
in near term.

Exhibit 1: Financial Summary

Y/e 31 Mar (Rs mn) FY20 ‘ FY21E FY22E FY23E
Operating income 190,112 203,199 219,099 258,854
PPOP 108,285 120,554 121,579 143,779
Net profit 44,576 31,012 59,670 77,649
yoy growth (%) 31.1 (30.4) 92.4 30.1
EPS (Rs) 64.3 41.0 78.9 102.7
Adj. BVPS (Rs) 473.8 5154 581.4 666.2
P/E (x) 13.2 20.7 10.8 8.3
P/adj.BV (x) 1.8 1.6 1.5 1.3
ROE (%) 145 8.2 13.7 15.6
ROA (%) 1.5 1.0 1.6 1.8
Tier-1 (%) 15.0 16.6 155 141

Source: Company, YES Sec - Research
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v

v

Disbursements barring CV portfolio at pre-covid levels. Stress largely evident in HCV and
MHCV.

Having CE of 96.9% and expect to improve further.

Restructurings / Asset quality / MFI stress

v

DCCO extension in real estate is done selectively for 4-5 projects to the tune of single digit
of residential portfolio.

Break-up of proforma slippages (Rs25bn): vehicle and MFI piece at 20% each, secured retail
15%, unsecured retail 30% and corporate 15%.

Break-up of restructuring (60 bps of adv.): Vehicle 30%, non-vehicle 13%, balance is
Corporate, no restructurings done in MFI portfolio.

Stress in MFI business at 2% only. Assam having exposure of Rs45crs (already provided) and
WB exposure is at 13% (ticket sizes are much lower). Issue is limited to few districts in WB
and not WB entirely.

Retail overdue buckets have come off dramatically.

Recovered Rs210crs in Q2FY21, working on 3-4 accounts (including IL&FS) and expect
recoveries to come in Q4. Have no exposure in Dewan HF, already sold off.

Advances / Disbursements

v

Sanctions and disbursements under ECLGS at Rs44bn and Rs29bn respectively. Pick-up is
very slow in ECLGS.

Corporate exposure is giving a lot of confidence, concentrated towards supply chains,
logistics, working capital and gems & Jewellery. Most of the stress have been taken up in
restructurings. 66bps already invoked and 120bps is pending approvals.

Exhibit 2: Result Table

(Rs mn) Q3 FY21 Q2 FY21 % qoq Q3 FY20 % yoy
Total Interest Income 72,415 71,772 0.9 72,845 (0.6)
Interest expended (38,354) (38,992) (1.6) (42,103) (8.9)
Net Interest Income 34,061 32,780 3.9 30,742 10.8
Other income 16,458 15,543 5.9 17,900 (8.1)
Total Income 50,519 48,323 4.5 48,642 3.9
Operating expenses (20,883) (19,803) 5.5 (21,065) (0.9)
PPOP 29,636 28,520 3.9 27,577 7.5
Provisions (18,535) (19,644) (5.6) (10,435) 77.6
PBT 11,100 8,875 25.1 17,143 (35.2)
Tax (2,797) (2,245) 24.6 (4,050) (31.0)
PAT 8,304 6,631 25.2 13,092 (36.6)

Source: Company, YES Sec - Research
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Exhibit 3: Business Data

(Rs mn) Q3 FY21 ‘ Q2FY21 % qoq Q3 FY20 % yoy
Advances 2,071,280 2,012,468 29 2,074,130 (0.1)
Consumer Finance 1,186,460 1,158,198 2.4 1,121,600 5.8
% share 57.3 57.6 - 54.1 -
Corp. & Comm. 884,820 854,270 3.6 952,530 (7.1)
% share 42.7 42.4 - 45.9 -
Deposits 2,391,350 2,278,840 4.9 2,167,130 10.3
Current 323,130 347,730 (7.1) 269,700 19.8
Savings 643,330 570,730 12.7 648,950 (0.9)
Others 1,424,890 1,360,380 4.7 1,248,480 141
Investments 610,570 629,527 (3.0) 605,170 0.9
Borrowings 486,220 523,851 (7.2) 468,130 3.9
Source: Company, YES Sec - Research
Exhibit 4: Key Ratios
(VA) Q3 FY21 ‘ Q2 FY21 chg qoq Q3 FY20 chg yoy
NIM 41 4.2 (0.0 4.2 (0.0)
Yield on Advances 11.7 12.0 (0.3) 12.0 (0.3)
Cost of Deposits 5.3 5.6 (0.2) 6.5 (1.2)
CASA 40.4 40.3 0.1 424 (2.0
C/D (x) 86.6 88.3 (1.7) 95.7 (9.1)
Cost to Income 41.3 41.0 0.4 43.3 (2.0)
Provisions/Avg. Adv. (Ann) 3.6 3.9 (0.30) 2.1 1.57
RoE 8.4 7.1 1.2 15.6 (7.3)
RoA 1.1 0.9 0.2 1.8 (0.8)
CAR 16.3 16.6 (0.2) 154 0.9
Gross NPA 1.7 2.2 (0.5) 2.2 (0.4)
Net NPA 0.2 0.5 (0.3) 1.1 (0.8)
Source: Company, YES Sec - Research
Exhibit 5: 1-year rolling P/ABV band
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Exhibit 6: 1-yr rolling P/ABYV vis-a-vis the mean
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. This report is not directed or intended for distribution to, or
use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which
would subject YSL and associates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or
may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

YES Securities (India) Limited

Registered Address: Unit No. 602 A, 6th Floor, Tower 1 & 2,
One International Center, Senapati Bapat Marg, Elphinstone Road,
Mumbai - 400013, Maharashtra, India
Email: research@ysil.in | Website: https://yesinvest.in

DISCLOSURE OF INTEREST

Name of the Research Analyst : Rajiv Mehta, Manuj Oberoi

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.

Sr.

No. Yes/No

Particulars

Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject companyf(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
material conflict of interest at the time of publication of No
the Research Report

w

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject
company in the past twelve months

YSL has received any compensation for investment
banking or merchant banking or brokerage services from No
the subject company in the past twelve months

o

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

YSL has received any compensation or other benefits from
the subject company or third party in connection with the No
research report

[e0)

YSL has managed or co-managed public offering of
securities for the subject company in the past twelve No
months

Ne)

Research Analyst or YSL has been engaged in market

L _ making activity for the subject company(ies)

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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Details of Compliance Officer: Vaibhav Purohit (For Broking / Research /
Investment Adviser): Email: compliance@ysil.in /
Contact No.: 022-33479208 | Dhanraj Uchil (For Merchant Banking):
Email: dhanraj.uchil@ysil.in / Contact No.: 022-33479684
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18

months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value-added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.



