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RBL Bank

BUY CMP Rs182

Result Highlights

v" RBK’s earnings stayed under pressure in Q4 FY21, impacted by lower NIl
(depressed NIM) and higher provisioning.

v" Advances grew by 4% qoq, after having de-grown in 9m FY21, aided by healthy
growth in corporate portfolio and strong traction in microfinance (12% of Adv.),
housing loans and agri lending in retail segment.

v" Credit cards (21%) and business loans (18%) portfolios were flat. Higher interest
reversals, refund of interest on interest and portfolio mix shift (by products and
risk rating) were key NIM headwinds in Q4; however, there was no sharp fall in
margin owing to a significant correction in cost of funds due to reduction in rates
and better CASA levels.

v" On expected lines, NPL addition was elevated in Q4 (annualized 10% slippage
ratio) and bulk of it came from retail products (mainly Cards, MFI, BLs and PLs).
Higher reductions and write-offs ensured a decline in Gross NPLs and accelerated
provisioning pulled down Net NPLs on sequential basis (core PCR was lifted to
52%).

Our view - Pressure on profitability to persist for a while: Residual impact
(provisioning/write-off) of the first wave and incremental stress (though limited this
time) from second wave of the pandemic is likely to sustain pressure on growth and
profitability in the near term.

The bank is not carrying any contingency provisions like peers; however, it is well
capitalized with Tier-1 ratio of 16.6%. If the pandemic is short-lived, then H2 FY22 can
be starkly different from H1 given higher share of high beta businesses in RBK.

We believe undemanding valuation (post recent sharp price correction) at 0.8x FY23
P/ABV discounts a non-exciting near-term but does not capture a certain recovery in
growth and RoA over the medium term. We retain BUY, but have lowered 12m PT to
Rs235.

Exhibit 1: Result table

(Rs mn) Q4 FY21 Q3 FY21 % yoy Q4 FY20 % qoq
Total Interest Income 19,224 19,799 (2.9) 22,082 (12.9)
Interest expended (10,163) (10,717) (5.2) (11,873) (14.4)
Net Interest Income 9,061 9,082 (0.2) 10,210 (11.3)
Other income 6,884 5,799 18.7 5,005 37.5
Total Income 15,945 14,880 7.2 15,215 4.8
Operating expenses (7,179) (6,832) 5.1 (7,696) (6.7)
PPOP 8,766 8,048 8.9 7,519 16.6
Provisions (7,663) (6,098) 25.7 (6,012) 27.5
PBT 1,103 1,951 (43.4) 1,508 (26.8)
Tax (349) (480) (27.2) (364) (4.0)
PAT 754 1,471 (48.7) 1,144 (34.1)

Source: Company, YES Sec - Research
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Financial Summary
FY22E FY23E FY24E
Op. income 68,090 81,692 100,311
PPOP 35,035 42,026 51,522
Net profit 11,017 17,132 20,722
Growth (%) 117.0 55.5 21.0
EPS (Rs) 18.4 28.6 34.7
ABVPS (Rs) 208.3 234.2 265.0
P/E (x) 9.9 6.4 5.3
P/adj.BV (x) 0.9 0.8 0.7
ROA (%) 1.0 1.3 1.3
ROE (%) 8.4 11.9 12.8
CAR (%) 16.5 154 14.3
A in earnings estimates
FY22e FY23e FY24e
EPS (New) 18.4 28.6 34.7
EPS (Old) 20.2 27.5 -
% change -8.9% 4.0% -
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CON-CALL HIGHLIGHTS

v

80% of FY21 slippages were in retail segment owing to Covid impact - of the overall Rs31bn
slippages during the year, ~Rs13bn were in Cards, ~Rs4bn in Microfinance, Rs7.5-8bn in
other retail products and ~Rsébn in wholesale segment.

During Q4, recoveries were largely from Retail and Upgrades from both Retail and
Wholesale.

FY21 credit cost at 4.1% - bank did accelerated provisioning in Q4 which included 100%
provision on 180+ dpd portfolio in Cards, additional provisions in Microfinance portfolio
despite 45% of portfolio covered by FLDG and 50% provisions on other retail slippages.

Restructuring at Rs9.3bn (wholesale Rs3.5bn and Retail Rs5.8bn), at 1.6% of advances -
ECLGS disbursements have been Rs12.1bn (Wholesale Rs6.8bn and Retail Rs5.3bn).

Credit Cards asset quality: GNPL at 5.5% - Restructuring at 2.2% (Rs2.7bn, of which Rs0.5bn
is 30+ dpd) - FY21 credit cost at 10.4% (in-line with guidance).

Microfinance asset quality: GNPL at 3.7% and PAR 30 at 7% - collection efficiency was 97%
in Q4 - post-pandemic portfolio at 48% of the book and having 99% collection efficiency -
predominantly, monthly collection model.

Microfinance growth: portfolio grew 6% qoq in Q4 despite low or no disbursements in the
states of Assam, WB and MH - in the light of second wave, the bank would remain cautious
on growth.

Business Loans portfolio quality: collection efficiency reverted to pre-Covid level in Q4 -
collection on current/0 dpd book at 99%+ - restructuring Rs2.8bn (2% of portfolio), of which
only Rs100mn in 30-90 dpd - recoveries to improve with lifting of NPL stay by SC.

Credit Cards and Microfinance businesses were profitable in FY21 despite heightened Covid-
related stress.

Higher fee income in Q4 was also on account of recovery of written-off wholesale (lumpy)
and retail (granular) accounts.

Incremental lending in corporate segment over past 18 months has been to A and above
rating.

Management hopeful of healthy recovery in FY22 from corporate NPLs recognized during
FY20.

Bank is well-positioned for healthy growth in FY22 - it would further improve core PCR to
60%+ in FY22.

In Credit Cards business, the bank expects credit cost to normalize to pre-pandemic level (5-
5.5%) from H2 FY22.

Minimal loss expected in stressed BL portfolio - avg. LTV of this pool stands at 65% and the
collateral has enough value.

NIM in FY22 could normalize to 4.75%+ levels - expected 40-50 bps reduction in Cost of
Deposits through FY22.

FY22 will not be a normalized credit cost year, as Q1 will have the residual credit cost of the
first wave in unsecured products.

Collection efficiency has witnessed a drop of 2-3% in Cards and MFI portfolios in the second
half of April.
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AN

Second wave impact on asset quality expected to be much lower due to better quality
acquisitions in FY21 (bank had tightened credit filters) and weaker accounts having already
slipped.

AN

The bank will be Introducing secured products like 2w, gold loans, etc. to the Microfinance
segment customers - will be building tractor finance franchise in rural areas.

<

In two years, the share of unsecured loans in advances could fall by 7-10% - bank will stick
to its strengths like Cards and MFI, but will stop growth of unsecured BL, PL,
SME/Wholesale, etc.- also secured assets will see a much faster growth on a lower base (BL,
affordable housing, gold loans, etc.).

Exhibit 2: Business Data

(Rs mn) Q4 FY21 Q3FY21 | % qoq Q4 FY20 % yoy
Advances 586,230 564,440 3.9 580,190 1.0
C&IB 183,230 178,120 2.9 198,460 (7.7)
CB 59,100 56,940 3.8 76,110 (22.3)
Retail 343,900 329,380 4.4 305,620 12.5
Deposits 731,213 671,840 8.8 578,122 26.5
CASA 232,640 208,670 11.5 171,160 35.9
Borrowings 112,259 120,700 (7.0) 170,067 (34.0)
Total Assets 1,006,506 964,380 4.4 889,778 13.1
RWA 739,480 718,180 3.0 673,260 9.8

Source: Company, YES Sec - Research

Exhibit 3: Key Ratios

(V) Q4FY21 Q3FY21 ‘ chg qoq Q4 FY20 chg yoy
NIM 4.2 4.2 (0.0) 4.9 (0.8)
Yield on Advances 11.2 11.5 (0.3) 12.5 (1.3)
Cost of Deposits 5.5 5.7 (0.3) 6.4 (1.0)
CASA 31.8 31.1 0.8 29.6 2.2
C/D 80.2 84.0 (3.8) 100.4 (20.2)
Non-interest income 43.2 39.0 4.2 329 10.3
Cost to Income 45.0 45.9 (0.9) 50.6 (5.6)
Prov./Avg. Advances (Ann) 5.3 4.3 1.0 4.1 1.2
RoE 2.4 4.8 (2.4) 4.3 (1.9)
RoA 0.3 0.6 (0.3) 0.5 (0.2)
CAR 17.5 17.9 (0.4) 16.5 11
Gross NPA 4.3 1.8 2.5 3.6 0.7
Net NPA 2.1 ] 0.7 ] 1.4 _ 2.1 ] 0.1

Source: Company, YES Sec - Research

Exhibit 4: Core fee income - break-up

(Rs mn) Q4 FY21 Q3FY21 % qoq Q4 FY20 % yoy
Core Fees 6,600 4,970 328 4,700 40.4
Distribution & CC. 3,498 3,380 35 2,820 24.0
Proc. Fees 462 398 16.2 564 (18.1)
Gen. Banking 660 447 47.6 564 17.0
Trade/Others 1,386 348 298.4 329 321.3
Forex 528 348 51.8 423 24.8

Source: Company, YES Sec - Research
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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.

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.

Particulars Yes/No

Sr.
No.
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 company(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
3 material conflict of interest at the time of publication of No
the Research Report

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 No

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

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

No

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

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

Research Analyst or YSL has been engaged in market

iy making activity for the subject company(ies)

No

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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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.



