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CMP: Rs. 160
Target Price: Rs. 170
Recommendation: HOLD
Stock Info
BSE Group A
BSE Code 532652
NSE Symbol KTKBANK
Bloomberg KBLIN
Reuters KBNK.BO
BSE Sensex 32,589
NSE Nifty 10,227
Market Info
Market Capital(Rs Cr) 4,486
Equity Capital(Rs Cr) 283
Avg. Trading Vol. 36,16,370
52 Wk High/ Low 181/100
Face Value 10
Shareholding Pattern (%)
Promoters 0.0
Domestic Institutions 11.2
Foreign Institutions 18.7
Public & Others 70.1
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Profitability

The Karnataka Bank Ltd for the quarter ended Q2 FY18 reported fall in its net profit
by 25% YoY to Rs 93 crs. Sequentially the profit de-grew by 30%. This was majorly
due to higher provisions cost which increased by 73% YoY and 14% QoQ.

Advances

Bank reported muted credit growth of 12% YoY while the loan book grew by 7%
sequentially to Rs 41,127 crs. Retail advances for the bank grew at 7% while
corporate advances grew at 18.2% YoY. Retail advances to corporate advances ratio
stood at 50 :50. Management has guided credit growth of 15%.

Deposits

Deposits for the bank grew at robust 6.5% YoY. CASA proportion increased from
26% to 28.5% on account of higher savings bank account growth. C-D ratio for the
bank increased to 72.7% against 68.9% YoY and 68.4% sequentially.

Asset Quality

Gross NPA stood at Rs 1761 cr (4.13%) while Net NPA stood at Rs 1247 crs (3.04%).
Management expects asset quality to stay at tolerable levels as recoveries are
expected to outpace slippages going forward. Management is confident that
recoveries & slippages will improve in coming quarters. Management has
reaffirmed target for Net NPA’s to come down to 2% by end of this fiscal year.

Margins
Yield on advances stood at 10.2% against 11% YoY. Cost of deposits dropped to
6.2% against 6.9% YoY. NIM for the bank has improved to 3.03 against 2.6 YoY and
2.64 on sequentially basis. Management commented that NIM’s will improve
further.

Valuation
At CMP of Rs 160 the stock trades at 8.4 P/E(x) and 1.1 P/ABV(x) to its FY 19E. We

have valued the stock at 1.15(x) to its FY 19E ABV and arrived at a fair value of Rs
163 for the stock. We have ‘NEUTRAL’ rating for the stock.

Particulars (Rs Cr) |(FY 17 FY 18E |FY 19E
NI 1491 1679 1972
PPP 996 1044 1212
Net Profit 452 457 539
EPS(Rs) 16.0 16.2 19.1
ROE(26) 10.2 8.8 10.0
171006 161246 140217 150417 140617 130817 121010 P / E ( X) 10.2 9.9 8.4
B P/ABV (x) 1.2 1.2 1.1

[ = The Karnataka Bank Ltd. == Sensex
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Income Statement

Particulars Q2FY18 |Q2FY1l7 (YoY% Q1FY18 |QoQ %
Interest Earned 1318 1306 0.9 1331 -0.9
Interest Expended 878 909 906

NII 440 397 10.8 424 3.7
Other Income 248 190 30.6 217 14.0
Operating Expenses 322 354 -9.1 332 -3.1
Employee Cost 124 174 -28.4 137 -9.6
Operating Profit 366 233 57.4 310 18.3
Provisions 226 131 73.1 199 13.6
Tax a7 -22 -23

Profit After Tax 93 124 -24.6 134 -30.2

Other Highlights

Particulars Q2FY18 |Q2FY17 |YoY % Q1 FY18 |QoQ %
EPS 3.3 6.6 4.7

BVPS 187 209 183

RoA 0.6 0.8 -0.3 0.8 -0.3
RoE 8.2 12.9 -4.7 10.3 -2.1
NIM 3.0 2.6 0.4 2.6 0.4
C-l ratio 46.8 60.3 -13.6 51.7 -5.0
CAR Basel Il 12.5 11.2 13.0

Tier | 11.4 9.8 11.9

RWA 42019 37357 12.5 40032 5.0
Gross NPA 1716 1345 1691

Net NPA 1247 961 1230

Gross NPA % 4.1 3.6 0.5 4.3 -0.2
Net NPA % 3.0 2.6 0.4 3.2 -0.2
Deposits 56558 53096 6.5 56227 0.6
CASA% 28.6 26.3 28.9

CASA 16163 13980 15.6 16271 -0.7
Advances 41127 36611 12.3 38484 6.9
Retail 49.8 52.3 51.6
Corporate 50.2 a47.7 48.4

C-D ratio 72.7 69.0 68.4

Cost of deposits 6.2 6.9 -0.7 6.3 -0.1
Yield on advances 10.2 11.1 -0.9 10.2 -0.1

Source: Ace Equity, Arihant Research
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Profit & Loss Account Balance Sheet
Particulars (Rs Cr) FY17 FY18E  |FY19E Particulars (Rs Cr) FY17 FY18E  |FY19E
Interest Earned 5185 6032 6863| [Share Capital 283 283 283
Interest Expended 3695 4352 4891| |Total Reserves 4860 4914 5311
NIl 1491 1679 1972| (Deposits 56733 62965 71078
Other Income 810 692 784|  [Borrowings 833 1035 1075
Fee Income 271 302 343| |Other Liabilities & Provisions 1418 983 1021
Operating Expenses 1304 1327 1544 |Total Liabilities 64127 70179 78768
Employee Cost 601 655 796| [Cash and balance with RB 2929 4964 5419
PPP 996 1044 1212 (Bal. with banks & money at call 345 976 1420
Provisions and Contingencies 513 450 483 |Investments 20220 19830 21915
Profit Before Tax 433 594 729| [Advances 37004 41428 47448
Taxes 31 137 190| |Other Assets 3629 2980 2566
Net Profit 452 457 539 (Total Assets 64127 70179 78768
Ratios Ratios

Particulars (%) FY 17 FY18E  [FY19E Particulars (%) FY17 FY18E  [FY19E
Advances Growth 9.1 12.0 14.5( (Total CAR (Basel Ill) 14.1 13.8 13.1
Deposit Growth 12.4 11.0 12.9] [NetNPA 32 32 30
NIl Growth 14.4 12.7 17.4 |Gross NPA 4.5 44 4.1
Net Profit Growth 8.9 1.1 18.0] |PCR 520 520 55.0
EPS(Rs) 16.0 16.2 19.1] |Vield on Advances 11.0 11.0 11.0
BVPS(Rs) 182 184 198| |Yield on Investments 7.5 7.5 7.5
Adj. BVPS (Rs.) 139 138 148] |Cost of Deposits 6.9 6.9 6.9
DPS(Rs) 0.0 36 42| |Interest Spread 4.1 4.1 4.2
ROA(%) 0.7 0.7 0.7[  [NIM(%) 2.6 2.6 27
ROE(%) 10.2 8.8 10.0| |Valuation

C-Dratio 65.2 65.8 66.8| [P/E(x) 10.2 9.8 83
Cost Income Ratio 56.7 56.0 56.0[ |P/BV(x) 0.9 09 0.8
CASA (%) 29.0 29.5 30.1) [P/ABV(x) 1.2 11 11
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Head Office Registered Office
#1011, Solitaire Corporate park, Arihant House

Building No. 10, 1* Floor, E-5 Ratlam Kothi
Andheri Ghatkopar Link Road Indore - 452003, (M.P.)
Chakala, Andheri (E) Tel: (91-731) 3016100
Mumbai — 400093 Fax: (91-731) 3016199

Tel: (91-22) 42254800
Fax: (91-22) 42254880
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Disclaimer:
This document has been prepared by Arihant Capital Markets Ltd. This document does not constitute an offer or solicitation for the purchase and sale of

any financial instrument by Arihant. This document has been prepared and issued on the basis of publicly available information, internally developed data
and other sources believed to be reliable. Whilst meticulous care has been taken to ensure that the facts stated are accurate and opinions given are fair
and reasonable, neither the analyst nor any employee of our company is in any way is responsible for its contents and nor is its accuracy or completeness
guaranteed. This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision.
The user assumes the entire risk of any use made of this information. Arihant may trade in investments, which are the subject of this document or in
related investments and may have acted upon or used the information contained in this document or the research or the analysis on which it is based,
before its publication. This is just a suggestion and Arihant will not be responsible for any profit or loss arising out of the decision taken by the reader of
this document. Affiliates of Arihant may have issued other reports that are inconsistent with and reach different conclusion from the information
presented in this report. No matter contained in this document may be reproduced or copied without the consent of the firm.
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