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Yapi Kredi: $1bn cap raise brings relief

Yapi Kredi (YKBNK) reported strong 1H18 profitability, driven by TRY
loan growth and strong NIM management, leading the bank to post
RoE of 16.4%. The main story in 2Q was the successful $1 billion
capital increase, demonstrating its parent's commitment to the lender
and offsetting the effects of TRY depreciation. Asset quality

remained steady

2Q results highlights

Yapi Kredi continued the theme we have seen from the Turkish banks so far of reporting very
strong 1H18 profitability (net income +31% YoY to TRY2.5bn, though down 1% QoQ in Q2 on higher
provisions), driven by TRY loan growth (+11% YoY) and strong NIM management (up 11bp YoY to
3.21%). This equates to RoE of 16.4%.

The headline loans/deposits ratio (LDR) also held up nicely at 114%, which is stronger than the
sector average of 120%. In TRY, this ratio stood at a stretched 153%, while the FX ratio was very
healthy at 89%. While we have also observed stretched TRY LDRs at YKBNK's peers, YKBNK's
imbalance is more pronounced than most. Asset quality declined overall.

While the headline NPL ratio fell by 50bp YoY to 3.8%, Group Il loans add another 4.4% of
impairment (+40bp QoQ, +180bp YoY). The coverage ratio of 114% is fine but lower than most
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private-banking peers. Specific coverage of Group Il loans stands at 11% (up from 4.4% at end-
FY17), while that on NPLs is 82%.

Capital ratios improved following the $1bn capital increase, with the Tier 1 ratio increasing 73bp
HoH to 10.7%. The cap raise boosted the T1 ratio by 136bps, though TRY weakness over the period
subtracted 114bp. The bank achieved 47bp of internal capital generation in H1. The Tier 1 ratio
thus remains at the lower end of peers, although the prospect of this metric dropping below 10%
the psychological 10% threshold has been pushed back for now.

Earnings in detail

YKBNK's 1H18 net profit increased by 31% YoY to TRY2.5bn, supported by strong revenue growth
(though growth slowed QoQ, as elsewhere). In particular, net interest income rose 24% YoY to
TRY5.3bn. Swap-adjusted NIM grew 10bp YoY to 3.2% and lending grew nicely (+20% YoY) to TRY
222bn. Loans were focused on TRY lending (+11%) against FX (+2% in USD terms). Net interest
income makes up 72% of YKBNK's revenues. Fees & Commissions, which account for 25% of
revenues, rose 24% YoY to TRY2.1bn. Expenses are well under control. While core revenues rose
24% YoY to TRY7.4bn, operating costs increased just 8% YoY to TRY3.0bn. Consequently, the
cost/income ratio strengthened from 40.5% to 35.1% YoY.

YKBNK's provisioning charge of TRY1.4bn rose 26% YoY, suggesting that asset quality is continuing
to decline. This equates to a cost of risk of 115bp, up from 106bp in 1H17. The specific cost of risk
also declined from 96bp to 80bp over the period following a particularly low Q1 reading (CoR Q1:
50bp; Q2: 111bp). Bringing all this together, YKBNK achieved ROAA of 1.6% in 1H18, up 40bp HoH.
ROATE increased from 13.6% to 16.3% over the period.

YKBNK’s TRY222bn loan book is of reasonable quality, though markedly weaker than peers’, as
demonstrated by the NPL ratio of 3.8%, down 0.5ppts YoY but well above the sector average of
2.9%. The fall in the NPL ratio was mainly due to loan growth and the sale of TRY1.6bn of NPLs. Net
NPL inflows actually rose from TRY880m in 1H17 to TRY1.1bn in 1H18, although TRY728m of that
consisted of two big-ticket NPLs. Group Il loans continued to rise, hitting 4.4% of total loans in 1H18
(1H17: 2.6%), as Turkey's slowdown gathered pace. More encouragingly, YKBNK has maintained its
total coverage ratio in excess of 100%. In terms of specific provisions, NPL coverage is 82% (1H17:
77%) and coverage of Group Il loans stood at 11.0% (1H17: 4.8%).
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YKBNK asset quality development (1H18)
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YKBNK had US$21.7bn of FX loans outstanding at end-1H18 (+2% YoY), equating to 44% of total
loans. All these exposures are in the Companies segment, which gives us some comfort. These
exposures are offset by US$24.7bn of FX deposits (+4%).

YKBNK has a solid liquidity profile. Deposits make up 53% of liabilities, with borrowings comprising
another 25%. 56% of deposits are denominated in FX, as opposed to just 44% of loans. The
loans/deposits ratio of 114% represents only a modest decline (+2ppts YoY) and is better than the
sector average of 120%. The bank is looking to reduce this further over time, particularly in TRY,
where it has been stretched to 153% by the lending surge of 1H17, though this is an improvement
on the 166% posted at year-end.

Borrowings are well diversified. The bank boasts US$2.9bn of syndications, US$2.6bn of
subordinated loans (of which just over $1bn were contributed by UniCredit), US$3.2bn of
Eurobonds and TRY1.17bn of covered bonds. The bank also boasts TRY2.1bn of local-currency
bonds and bills.

Securities make up just 12% of assets, little changed YoY and low compared to historic levels. Of
the TRY45bn of securities on YKBNK's balance sheet, 28% are denominated in FX.

Article | 3 August 2018 3



THINK economic and financial analysis

YKBNK - asset mix (1H18)
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The benefit of the cap raise was offset by TRY depreciation

Capital ratios have been a key part of YKBNK's story of late, following the announcement of a $1bn
capital increase supported by its joint owners, Koc Holding and UniCredit. This transaction added
136bp to YKBNK's capital ratios in H1, raising the Tier 1 ratio from the relatively low level of c. 10%
it has occupied for a while. However, the macro environment (principally the depreciation of TRY)
reduced this ratio by 114bp, erasing much of the gain made by the injection of funds. Internal
capital generation remained solid, adding 47bp over the period. All this leaves YKBNK with a CET1
ratio of 10.7%, still weaker than most peers but further away from the psychologically important
10% threshold. CAR came in at 13.9%, up 50bp HoH, despite the -22bp impact of sub debt
amortisation. The charts below show how these factors influenced the development of YKBNK's
capital ratios.
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Guidance tweaks suggest higher profits but risks to credit costs
and capital

Finally, YXBNK maintained most guidance for 2018. It expects both loans and deposits to increase
by 12-14% in FY18, continuing the theme of new lending being largely deposit-funded. NIM should
be flattish, with the Cost of Risk and the NPL ratio both expected to fall marginally, with new NPL
inflows expected to decline and NPL sales to continue. The loans/deposits ratio should also remain
stable at 110-115%, though our focus will be on the TRY number rather than the headline figure.
However the bank has tweaked three numbers: it now sees upside potential to its guidance for
fees to grow in the low-teens area, while it sees downside risk to its guidance for a slight
improvement in the cost of risk and for its aim to keep CAR >15%.
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