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Growth momentum accelerates; reiterate BUY

We retain Buy on Karnataka Bank (KBL) and revise our TP upwards to Rs240
(valued at 1.3x FY20E ABV). Q3’18 results surprised on upside with a) strongest
ever loan growth (24.1% YoY / 8% QoQ) ; b) further expansion in margins (3.04%;
25bps YoY) c) decline in slippages-run rate (1.9% annualised) and d) stressed
asset portfolio down to 7%. Commentaries on each of the above key parameters
remain encouraging and we have factored the same into our estimates. This is
even as near-term earnings are set to remain under-pressure following
accelerated provisions. We have introduced FY20 estimates and see our RoE’s
inch further to 13.2% levels. Capital position remains strong; valuations at 1x
FY19E / 0.9x FY20E ABV remain undemanding.

O Q3FY18 result - Strong quarter: Q3’18 NIl at Rs4.5bn grew by a healthy 19.9%
YoY which was led by 24.1% YoY growth in loans and further expansion in NIM
(reported) to 3.04% (+25bps YoY). With operating costs largely in line, operating
profit at Rs.3.2bn grew 87.3% YoY; however, on a QoQ basis operating profit was
down 12% owing to lower treasury gains (Rs240mn in Q3’18 vs Rs 860mn in
Q2'18). Slippages came in lower at Rs2.1bn (1.9% of loans annualised) and after
providing for the same, net profit post tax came in at Rs874mn (+27.5% YoY).
Deposits grew by a meagre 0.6% YoY leading to a YoY improvement in loan-to-
deposit ratio to 76.9% (vs.62.3% YoY).

O Loan growth accelerates; augurs well for margins expansion: Q3’18 loan
growth at 24.1% YoY / 8% QoQ was the strongest ever (in the recent past) and
follows increased focus towards balance sheet expansion. The 25bps YoY
expansion in NIM to 3.04% (reported) follows a) substantial improvement in
overall LDR to 76.9% and b) reduction in the RIDF portfolio to Rs12.2bn in Q3FY18
(vs Rs14.5bn in Q3FY17). Levers are in place for margin expansion as the
management has emphasised for greater focus at a) scaling LDR to 80% in the
near term, b) further enhancement in the CASA ratio (Q3'18 CASA stood at 28.2%)
and c) reduction in the RIDF portfolio.

O Slippages moderates; provisioning may witness a spurt in Q4FY18: Q3’18
slippages at Rs2.1bn (1.9% of advances) surprised on the upside. Restructured loans
stood at Rs6.3bn; the share of stressed loan portfolio (GNPA + SDR + S4A and 5:25)
has declined to 7.0% of loans (vs. 10% in Q3FY17). The bank has a total exposure of
Rs3.2bn (4 accounts) towards NCLT cases; it has made provisions to the tune of 27%
towards these accounts YTD. Thus while provisioning on incremental slippages is set
to moderate, the near term loan-loss, especially in Q4’18 will witness a spurt
following a) NPA ageing b) balance provisioning towards NCLT cases and c) any
mark-down (if required) on the security receipt (SR) portfolio.

O Valuation, view and key risks: KBL Q3’18 results were strong on many counts
(both balance sheet and profitability) and which further reiterates our belief on the
transformation journey that the bank has envisaged. We have revised our FY18E
estimates to factor in accelerated provisioning and have introduced FY20E
estimates. We expect RoE’s for the bank to scale towards 13.2% levels over FY17-
20E. Valuations at 1x FY19E / 0.9x FY20E ABV remain attractive. Retain Buy with TP
at Rs240 (valued at 1.3x FY20E ABV). Higher than expected loan-loss related
provisions and lower than expected credit growth remain near-term risks.

Rs mn Q3FY18 Q3FY17 % YoY Q2FY18 % QoQ  Q3FY18E % Var
Net interest income 4,515 3,765 19.9 4,402 2.6 4,555 (0.9)
Pre-provision profit 3,219 1,719 87.3 3,662 (12.1) 3,356 (4.1)
Net profit 874 685 27.5 934 (6.4) 1,093 (20.1)
GNPA 17,843 15,602 14.4 16,910 5.5 17,613 1.3
NNPA 12,630 10,657 18.5 12,300 2.7 9,863 28.0
PCR (%) calc 29.2 31.7 (248)bps 27.3 196bps - -

Source: Company, Centrum Research

Y/E Mar (Rs mn) Net Income# PPOP Rep. PAT YoY (%) EPS (Rs) P/E (x)
FY16 18,457 8,546 4,157 (8.0) 22.0 55
FY17 23,000 9,958 4,523 8.9 16.0 89
FY18E 26,526 13,026 4,519 (0.1) 16.0 1.7
FY19E 29,965 15,065 6,277 389 222 7.5
FY20E 34,633 17,776 8,210 30.8 29.0 58
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Target Price Rs240 KeyData
CMmP* Rs167 Bloomberg Code KBLIN
Upside 43.7% Curr Shares O/S (mn) 282.6
Previous Target Rs200 Diluted Shares O/S(mn) 282.6
Previous Rating Buy Mkt Cap (Rsbn/USDmn) 47.2/745.1
Price Performance (%)* 52WkH/L(Rs) 181.2/111.7

1M 6M  1Yr  5YearH/L(Rs) 181.2/56.3
KBLIN 132 08 40.2  Daily Vol. (3M NSE Avg.) 3049796
NIFTY 38 85 27.7

*as on 12 January 2018; Source: Bloomberg, Centrum Research

Shareholding pattern (%)*

Dec-17 Sep-17 Jun-17 Mar-17
Promoter 0.0 0.0 0.0 0.0
Flls 18.3 18.7 21.9 19.2
Dlls 11.8 11.2 9.8 11.6
Others 69.9 70.1 68.3 69.2

Source: BSE,*as on 12 January 2018

Earnings revision

Particulars FY18E FY19E

(Rs mn) New Old Var(%) New  Old Var(%)

NIl +Oth.Inc 26,526 26,863 (1.3) 29,965 29,819 0.5
PPoP 13,026 13,391  (2.7) 15,065 15,306 (1.6)
PAT 4,519 5203 (13.1) 6,277 6,978 (10.1)

Source: Bloomberg, Centrum Research Estimates

Centrum vs. Bloomberg Consensus*

Particulars FY13E FY19E

(Rs mn) Centrum BBG Var(%) Centrum BBG Var (%)

NIl +Oth.Inc 26,526 27,228 (2.6) 29,965 30,170 (0.7)

PPoP 13,026 13,199 (1.3) 15,065 14,882 1.2
PAT 4,519 4,792 (5.7) 6,277 6,363 (1.4)
Bloomberg Consensus* Centrum .
Target Variance
Target Price Price (%)
BUY SELL HOLD (Rs) (Rs)
5 1 1 187 240 28.3

*as on 12 January2018; Source: Bloomberg, Centrum Research Estimates

Aalok Shah, aalok.shah@centrum.co.in; 91 22 4215 9075
Gaurav Jani, gaurav.jani@centrum.co.in; 91 22 4215 9110

AdjBV(Rs)  P/AdjBV (x) RoA (%) RoE (%)
153.6 0.8 0.8 1.7
1321 1.1 0.7 10.2
145.5 1.3 0.7 8.5
165.7 1.0 0.9 11.1
187.0 09 1.0 13.2

Source: Company, Centrum Research Estimates #net income denotes NIl + other income .Valuations are on average market cap basis for FY15-FY18EYTD.

In the interest of timeliness, this document is not edited

Centrum Equity Research is available on Bloomberg, Thomson Reuters and FactSet
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Conference call takeaways

Balance Sheet

©)

o

Q3FY18 loans grew 24.1% YoY / 8% QoQ and was led by strong traction in retail / SME and agri
portfolio. As at Q3'18, share of these segments stood at retail loans (46%); mid corporate (9.2%)
and large corporate (44.2%). Agricultural loans expanded 17% YoY, housing (+15% YoY) mortgage
(+15% YoY) and other schematic loans (+13% YoY). The share of investment grade exposure in the
corporate loan book stands at above 80%.

The bank expects to further accelerate its loan growth to above 25% by end March 2018, while
expects to further improve credit-deposit ratio to 80%. 58.5% of the loan portfolio is linked to
MCLR based lending rate regime; 18.1% is at base rate and balance 23.0% to other rates.

Deposits grew a meagre 0.6% YoY. CASA deposits comprised 28.2% of loans (vs. 30.2% in Q317 /
29.04% in FY17).

Asset Quality

O

O

Q3’18 slippages came in at Rs2.1bn and compares with Rs3.7bn in Q2’18 and Rs2.7bn in Q3'17.
Recoveries / up-gradations stood at Rs710mn, while write-offs were Rs710mn in Q3FY2018

The SMA -2 category loan book of the bank has reduced to Rs12.2bn in Q3’18 (vs. Rs15.9bn in
Q3'16). 5:25 portfolio stood at Rs1.7bn (4 accounts); S4A portfolio at Rs3.5bn (4 accounts) and SDR
(4 accounts) with cumulative exposure of Rs1.8bn. All these accounts are standard accounts and
overlaps with restructured advance book. Securities receipts O/s. stands at Rs4.5bn.

The bank has exposure to 4 cases with cumulative dues of Rs3.2bn towards cases referred to IBC
(both first and second list). The bank has made provisions to the tune of 27% against these cases.
Management has guided for creating 23% provisions against these accounts.

Guidance

o

©)

The bank has partnered with the Boston Consulting Group (BCG) for its transformation initiatives,
aiming at total transformation of the bank.

The bank proposes to focus on leveraging the technology and aims to reduce cost-to-income ratio
to 42 to 45% by FY2020. As at 9MFY 18, cost-to-income ratio stood at 49.5%

The bank is also aiming to achieve RoA of above 1% by FY2020.

As at Dec’17, branch strength stood at 781 branches and 1,380 ATMs. The bank has toned down its
branch expansion for FY2018. The bank would add only 35 branches in FY2018 to reach a level of
800 branches by March 2018.

The share of digital transaction has increased to 67%, while bank aims to improve digital
transactions share to 80%.

Karnataka Bank
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Sensitivity analysis & peer comparison

Exhibit 1: Sensitivity Analysis — impact of change in margins and credit cost on FY18PBT

% Credit cost
+ 10bps + 20bps ' Current levels + 10bps -20bps
- 5bps (12.2) (19.0) (5.3) 1.5 84
- 10bps (17.5) (24.3) (10.6) (3.8) 3.1
§ Current levels (6.9) (13.7) - 6.9 13.7
+ 5bps (1.5) (8.4) 53 12.2 19.0
+ 10bps 38 (3.1) 10.6 17.5 17.5

Source: Company, Centrum Research Estimates

Exhibit 2: Rolling forward P/ABV chart
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Exhibit 3: Comparative Valuations
Company Mkt Cap '::GR (FY17-FY19E) % PE (x) RoA (%) RoE (%) P/BVPS (x) Div Yield (%)
Name (Rs mn) oth ’:;c PPOP PAT FY17 FY18E FY19E FY17 FY18E FY19E FY17 FY18E FY19E FY17 FY18E FY19E FY17 FY18E FY19E
KBL* 62,969 14.1 23.0 17.8 8.9 11.7 7.5 0.7 0.7 0.9 10.2 8.5 11.1 0.9 1.0 0.9 2.8 2.3 2.7
CUBK* 1,15,942 13.3 13.8 14.5 16.3 17.5 15.9 1.5 1.5 1.5 15.2 14.6 15.2 23 24 23 0.7 0.7 0.7
DCB* 62,011 18.8 22.9 28.6 211 227 18.7 0.9 1.0 1.0 10.8 11.3 12.0 22 23 2.1 0.0 0.0 0.0
KvB 88,613  13.0 232 20.9 128 185 109 0.9 0.7 1.1 1.3 89 129 14 1.5 13 1.7 1.7 21
Federal Bk 2,26302 235 20.8 33.4 18.9 19.3 15.6 0.8 0.9 1.0 9.6 10.2 11.2 14 1.8 1.7 1.0 1.0 0.9
SIB 59,049 13.0 18.5 24.8 9.0 15.1 9.2 0.6 0.4 0.7 10.3 7.3 12.0 1.0 1.1 1.1 1.6 1.6 1.6
RBL 2,21,438 381 40.3 34.9 374 34.1 26.1 1.0 1.1 1.2 12.8 11.7 12.8 4.0 33 3.0 0.5 0.5 04

Source: Bloomberg consensus, *Centrum Research Estimates. FY17 — FY18E have been valued on average market cap basis.

Karnataka Bank
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Quarterly financials

Exhibit 4: Quarterly Financials

(Rs mn) Q4FY16 Q1FY17 Q2FY17 Q3FY17 Q4FY17 Q1FY18 Q2FY18 Q3FY18
Income statement

Interest earned 12,777 12,606 13,064 13,239 12,945 13,305 13,179 13,322
Interest expended 9,179 8,959 9,091 9,474 9,423 9,061 8,777 8,808
Net interest income 3,597 3,647 3,973 3,765 3,522 4,244 4,402 4,515
Non-interest income 1,700 1,744 1,897 1,336 3,117 2,174 2,478 1,946
Total income 5,297 5,391 5,870 5,101 6,639 6,418 6,881 6,461
Operating expenses 2,754 2,771 3,542 3,382 3,346 3,321 3,218 3,242
PPOP 2,544 2,619 2,328 1,719 3,293 3,097 3,662 3,219
Provisions 1,125 1,363 1,306 1,006 1,604 1,989 2,260 1,964
PBT 1,419 1,256 1,022 713 1,689 1,108 1,403 1,255
Tax 351 41 (216) 27 305 (230) 469 381
Reported PAT 1,068 1,215 1,238 685 1,384 1,339 934 874
Ratios

Growth YoY (%)

NIl 23.5 10.1 29.4 23.5 (2.1) 16.4 10.8 19.9
Non-interest income 522 46.4 56.8 0.7 83.3 24.7 30.6 45.7
Opex 28.9 31.1 37.0 37.5 21.5 19.8 9.1) (4.2)
PPOP 34.3 9.6 37.3 (10.3) 29.5 18.2 57.4 87.3
Reported PAT (20.6) 11.2 21.2 (29.3) 29.6 10.1 (24.6 27.5
Loans 7.0 11.5 12.8 8.7 9.1 10.1 12.3 24.1
Deposits 9.7 10.1 8.6 15.6 12.4 9.2 6.5 0.6
Margins (%)

Yield on total assets 10.0 9.9 9.9 10.0 9.8 9.6 9.2 8.9
Cost of funds 6.5 6.3 6.2 6.3 6.0 57 55 5.4
Spread 2.9 3.0 3.1 3.2 3.2 3.3 3.0 2.9
NIM 2.6 2.6 2.7 2.5 2.2 2.7 2.8 2.7
Key drivers (%)

Cost-income 52.0 514 60.3 66.3 50.4 51.7 46.8 50.2
GNPA 34 3.9 3.6 4.3 4.2 4.3 4.1 4.0
NNPA 24 2.6 2.6 3.0 2.6 32 3.0 2.9
Provision coverage 326 34.4 28.5 31.7 38.4 27.3 27.3 29.2
Tier | CAR 10.6 10.3 9.8 11.9 12.2 11.9 11.4 11.1
Tier Il CAR 1.5 1.4 1.4 1.3 1.1 1.1 1.0 1.1
RoA 0.8 0.9 0.8 0.5 0.9 0.8 0.6 0.5
RoE 11.3 13.0 12.8 6.8 12.0 104 7.1 6.6

Source: Company, Centrum Research

Karnataka Bank
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Exhibit 5: Income Statement

Y/E March (Rs mn) FY16
Interest Income 49,922
Interest Expense 36,894
Net Interest Income 13,029
Non-Interest Income 5,429
Fee & Other Income 2,380
Gains / (Losses) on Securities 624
Total Net Income 18,457
Total Operating Expenses 9,912
Employee Expenses 4,430
Other Operating Expenses 5,482
Pre-provision Profit 8,546
Provisions & Contingencies 3,265
NPA Provisions 2,672
Other Provisions 594
Profit Before Tax 5,280
Taxes 1,127
Profit after tax 4,153

Source: Company, Centrum Research Estimates

Exhibit 6: Balance Sheet

Y/E March (Rs mn) FY16
Cash and balance with RBI 26,456
Inter-bank borrowings 3,993
Loans & Advances 3,39,024
Investments 1,42,179
Total Int Earning Assets 4,85,197
Fixed Assets 3,066
Other Assets 29,897
Total Assets 5,65,003
Deposits 5,04,882
Current 32,435
Savings 1,00,172
Term 3,72,275
Other Int Bearing Liabilities 10,515
Interest Bearing Liabilities 5,15,397
Other non int bearing Liabilities 12,701
Total Liabilities 5,28,098
Equity 36,906
Total Liabilities 5,65,003

Source: Company, Centrum Research Estimates

Exhibit 7: DuPont analysis

(% of avg assets) FY16
Interest income 9.2
Interest expenses 6.8
NIl 2.4
Other income 1.0
Total income 3.4
Operating expenses 1.8
PPOP 1.6
Provisions 0.6
PBT 1.0
Tax 0.2
RoA 0.8
Leverage 15.3
RoE 11.7

Source: Company, Centrum Research Estimates

FY17

51,854
36,948
14,906
8,093
2,711
3,044
23,000
13,042
6,010
7,031
9,958
5,279
5514
(236)
4,679
157
4,523

FY17

29,293
3,448
3,70,037
1,84,375
5,57,859
7,206
29,086
6,41,266
567,331
36,233
1,28,498
4,02,600
8,326
5,75,657
14,182
5,89,840
51,426
6,41,265

FY17

8.6
6.1
2.5
1.3
3.8
2.2
1.7
0.9
0.8
0.0
0.7
125
10.2

FY18E

53,472
35,766
17,706
8,820
3,366
2,588
26,526
13,500
6,074
7,425
13,026
7,158
6,435
723
5,869
1,350
4,519

FY18E

33,625
4,847
4,34,288
1,50,483
5,89,618
11,267
30,406
6,82,739
6,05,858
40,426
1,45,323
4,20,109
8,326
6,14,184
14,267
6,28,452
54,287
6,82,739

FY18E

8.1
54
2.7
1.3
4.0
2.0
2.0
1.1
0.9
0.2
0.7
12.6
8.5

FY19E

59,962
39,927
20,035
9,930
3,948
2,329
29,965
14,900
6,757
8,143
15,065
6,696
6,163
533
8,369
2,092
6,277

FY19E

39,281
5,662
5,13,901
1,68,344
6,87,907
12,467
31,793
7,89,270
7,07,759
47,579
1,73,304
4,86,876
8,326
7,16,086
14,352
7,30,438
58,832
7,89,270

FY19E

8.1
54
2.7
1.3
4.1
2.0
2.0
0.9
1.1
0.3
0.9
13.4
11.1

FY20E

69,545
46,337
23,208
11,426
4,656
2,096
34,633
16,857
7,686
9171
17,776
6,830
6,197
633
10,947
2,737
8,210

FY20E

46,166
6,655
6,12,836
1,89,618
8,09,109
13,667
33,249
9,20,013
8,31,823
64,238
2,12,001
5,55,585
8,326
8,40,150
14,522
8,54,672
65,341
9,20,013

FY20E

8.1
54
2.7
1.3
4.1
2.0
2.1
0.8
1.3
0.3
1.0
14.1
13.2

Exhibit 8: Key Ratios

Y/E March FY16
B/S Structure Ratios (%)

CD Ratio 67.1
Incremental CD Ratio 49.6
CASA Ratio 26.3
Growth Ratios (%)

Loans 7.0
Deposits 9.7
NIl 11.5
Opex 9.8
PPOP 10.5
Provisions 52.6
PAT (8.0)
Operating Ratios (%)

Yield on funds 9.8
Cost of funds 7.3
NIM 2.6
Non-int inc/ Total income 1.0
Fee to avg assets 04
Cost/Income 537
Opex/ Avg assets 1.8
Provisioning cost 0.8
Effective tax rate 21.3
RoA 0.8
RoE 11.7
Credit Quality Ratios (%)

Gross NPA 3.6
Net NPA 2.4
Slippage rate to op advances 3.4
NPA coverage ratio 326
Capital Adequacy Ratios (%)

Total CAR 12.0
Tierl 10.6
Tier I 1.5
Dividend details

DPS (Rs) 5.0
Dividend Pay-out (%) 22.7
Per Share (Rs)

BVPS 195.8
Adjusted BVPS 153.6
EPS - basic 22.0
Valuations Ratios*

Price/BV (x) 0.6
Price/Ad]. BV (x) 0.8
P/E (x) 5.5
Dividend Yield (%) 4.1

FY17

65.2
49.7
29.0

9.1
12.4
14.4
31.6
16.5
61.6

89

9.1
6.5
26
1.3
0.4
56.7
22
1.6
3.4
0.7
10.2

4.5
2.8
3.8
37.7

13.3
12.2
1.1

4.0
25.0

167.0
1321
16.0

0.9
1.1
8.9
2.8

FY18E

71.7
166.8
30.7

17.4

6.8
18.8

35
308
35.6
.1)

8.6
57
2.8
1.3
0.5
50.9
2.0
1.6
23.0
0.7
85

4.3
23
3.3
46.9

12.7
11.8
0.9

43
26.6

177.9
145.5
16.0

1.0
13
1.7
23

FY19E

72.6
78.1
31.2

18.3
16.8
13.1
10.4
15.7
(6.4)
389

8.7
58
29
1.3
0.5
49.7
2.0
1.3
25.0
0.9
11.1

3.7
1.7
26
532

11.8
11.0
0.8

4.5
203

194.6
165.7
222

0.9
1.0
7.5
2.7

FY20E

73.7
79.7
332

19.3
17.5
15.8
13.1
18.0

2.0
30.8

8.6
57
29
1.3
0.5
48.7
2.0
1.1
25.0
1.0
13.2

3.3
1.5
24
53.8

10.9
10.3
0.7

5.0
17.2

217.7
187.0
29.0

0.8
0.9
5.8
3.0

Source: Company, Centrum Research Estimates. * has been valued on average market cap basis

FY15-18EYTD.
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Appendix A
Disclaimer

Centrum Broking Limited (“Centrum”) is a full-service, Stock Broking Company and a member of The Stock Exchange, Mumbai (BSE) and National Stock
Exchange of India Ltd. (NSE). Our holding company, Centrum Capital Ltd, is an investment banker and an underwriter of securities. As a group Centrum
has Investment Banking, Advisory and other business relationships with a significant percentage of the companies covered by our Research Group. Our
research professionals provide important inputs into the Group's Investment Banking and other business selection processes.

Recipients of this report should assume that our Group is seeking or may seek or will seek Investment Banking, advisory, project finance or other
businesses and may receive commission, brokerage, fees or other compensation from the company or companies that are the subject of this
material/report. Our Company and Group companies and their officers, directors and employees, including the analysts and others involved in the
preparation or issuance of this material and their dependants, may on the date of this report or 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. Centrum or its affiliates do not own 1% or more in the
equity of this company Our sales people, dealers, 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. We may have earlier issued or may issue in future reports on the
companies covered herein with recommendations/ information inconsistent or different those made in this report. In reviewing this document, you
should be aware that any or all of the foregoing, among other things, may give rise to or potential conflicts of interest. We and our Group may rely on
information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within us, or other areas, units, groups or
affiliates of Centrum. Centrum or its affiliates do not make a market in the security of the company for which this report or any report was written.
Further, Centrum or its affiliates did not make a market in the subject company’s securities at the time that the research report was published.

This report is for information purposes only and this document/material should not be construed as an offer to sell or the solicitation of an offer to buy,
purchase or subscribe to any securities, and neither this document nor anything contained herein shall form the basis of or be relied upon in connection
with any contract or commitment whatsoever. This document does not solicit any action based on the material contained herein. It is for the general
information of the clients of Centrum. Though disseminated to clients simultaneously, not all clients may receive this report at the same time. Centrum
will not treat recipients as clients by virtue of their receiving this report. It does not constitute a personal recommendation or take into account the
particular investment objectives, financial situations, or needs of individual clients. Similarly, this document does not have regard to the specific
investment objectives, financial situation/circumstances and the particular needs of any specific person who may receive this document. The securities
discussed in this report may not be suitable for all investors. The securities described herein may not be eligible for sale in all jurisdictions or to all
categories of investors. The countries in which the companies mentioned in this report are organized may have restrictions on investments, voting rights
or dealings in securities by nationals of other countries. The appropriateness of a particular investment or strategy will depend on an investor's
individual circumstances and objectives. Persons who may receive this document should consider and independently evaluate whether it is suitable for
his/ her/their particular circumstances and, if necessary, seek professional/financial advice. Any such person shall be responsible for conducting
his/her/their own investigation and analysis of the information contained or referred to in this document and of evaluating the merits and risks involved
in the securities forming the subject matter of this document.

The projections and forecasts described in this report were based upon a number of estimates and assumptions and are inherently subject to significant
uncertainties and contingencies. Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates
on which the projections and forecasts were based will not materialize or will vary significantly from actual results, and such variances will likely increase
over time. All projections and forecasts described in this report have been prepared solely by the authors of this report independently of the Company.
These projections and forecasts were not prepared with a view toward compliance with published guidelines or generally accepted accounting
principles. No independent accountants have expressed an opinion or any other form of assurance on these projections or forecasts. You should not
regard the inclusion of the projections and forecasts described herein as a representation or warranty by or on behalf of the Company, Centrum, the
authors of this report or any other person that these projections or forecasts or their underlying assumptions will be achieved. For these reasons, you
should only consider the projections and forecasts described in this report after carefully evaluating all of the information in this report, including the
assumptions underlying such projections and forecasts.

The price and value of the investments referred to in this document/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. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice. Centrum does not provide tax advice to its clients, and all investors are strongly advised to consult regarding any potential
investment. Centrum and its affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Foreign currencies
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 effectively assume currency risk.
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. Please ensure that you have read and understood the current risk disclosure documents before entering into any
derivative transactions.

This report/document has been prepared by Centrum, based upon information available to the public and sources, believed to be reliable. No
representation or warranty, express or implied is made that it is accurate or complete. Centrum has reviewed the report and, in so far as it includes
current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed. The opinions expressed in
this document/material are subject to change without notice and have no obligation to tell you when opinions or information in this report change.

This report or recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible
media and should not be reproduced, transmitted or published by the recipient. The report is for the use and consumption of the recipient only. This
publication may not be distributed to the public used by the public media without the express written consent of Centrum. This report or any portion
hereof may not be printed, sold or distributed without the written consent of Centrum.

The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform
themselves about, and observe, any such restrictions. Neither Centrum nor its directors, employees, agents or representatives shall be liable for any
damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with
the use of the information.

This document does not constitute an offer or invitation to subscribe for or purchase or deal in any securities and neither this document nor anything
contained herein shall form the basis of any contract or commitment whatsoever. This document is strictly confidential and is being furnished to you
solely for your information, may not be distributed to the press or other media and may not be reproduced or redistributed to any other person. The
distribution of this report in other jurisdictions may be restricted by law and persons into whose possession this report comes should inform themselves
about, and observe any such restrictions. By accepting this report, you agree to be bound by the fore going limitations. No representation is made that
this report is accurate or complete.
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The opinions and projections expressed herein are entirely those of the author and are given as part of the normal research activity of Centrum Broking
and are given as of this date and are subject to change without notice. Any opinion estimate or projection herein constitutes a view as of the date of this
report and there can be no assurance that future results or events will be consistent with any such opinions, estimate or projection.

This document has not been prepared by or in conjunction with or on behalf of or at the instigation of, or by arrangement with the company or any of its
directors or any other person. Information in this document must not be relied upon as having been authorized or approved by the company or its
directors or any other person. Any opinions and projections contained herein are entirely those of the authors. None of the company or its directors or
any other person accepts any liability whatsoever for any loss arising from any use of this document or its contents or otherwise arising in connection
therewith.

Centrum and its affiliates have not managed or co-managed a public offering for the subject company in the preceding twelve months. Centrum and
affiliates have not received compensation from the companies mentioned in the report during the period preceding twelve months from the date of this
report for service in respect of public offerings, corporate finance, debt restructuring, investment banking or other advisory services in a
merger/acquisition or some other sort of specific transaction.

As per the declarations given by them, Mr. Aalok Shah & Mr. Gaurav Jani, research analyst and and/or any of their family members do not serve as an
officer, director or any way connected to the company/companies mentioned in this report. Further, as declared by them, they are not received any
compensation from the above companies in the preceding twelve months. They do not hold any shares by them or through their relatives or in case if
holds the shares then will not to do any transactions in the said scrip for 30 days from the date of release such report. Our entire research professionals
are our employees and are paid a salary. They do not have any other material conflict of interest of the research analyst or member of which the research
analyst knows of has reason to know at the time of publication of the research report or at the time of the public appearance.

While we would endeavour to update the information herein on a reasonable basis, Centrum, its associated companies, their directors and employees are
under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent Centrum
from doing so.

Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable
regulations and/or Centrum policies, in circumstances where Centrum is acting in an advisory capacity to this company, or any certain other
circumstances.

This report is not directed to, 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 or regulation or which would subject
Centrum Broking Limited or its group companies to any registration or licensing requirement within such jurisdiction. Specifically, this document does
not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial instrument or as an official confirmation of any
transaction to any U.S. person unless otherwise stated, this message should not be construed as official confirmation of any transaction. No part of this
document may be distributed in Canada or used by private customers in United Kingdom.

The information contained herein is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading,
dissemination, distribution or copying of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk

Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian
Securities Market.
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Disclosure of Interest Statement

1 Business activities of Centrum Broking Limited Centrum Broking Limited (hereinafter referred to as “CBL") is a registered member of NSE (Cash, F&O
(CBL) and Currency Derivatives Segments), MCX-SX (Currency Derivatives Segment) and BSE (Cash
segment), Depository Participant of CDSL and a SEBI registered Portfolio Manager.

2 Details of Disciplinary History of CBL CBL has not been debarred/ suspended by SEBI or any other regulatory authority from accessing
/dealing in securities market.
3 Registration status of CBL: CBL is registered with SEBI as a Research Analyst (SEBI Registration No. INH000001469)
Karnataka City Union DCB
Bank Bank Bank

Whether Research analyst’s or relatives’ have any financial interest in the subject company and

nature of such financial interest No No No

Whether Research analyst or relatives have actual / beneficial ownership of 1% or more in securities
5 of the subject company at the end of the month immediately preceding the date of publication of No No No
the document.

6  Whether the research analyst or his relatives has any other material conflict of interest No No No
Whether research analyst has received any compensation from the subject company in the past 12
7 . . o - No No No
months and nature of products / services for which such compensation is received
Whether the Research Analyst has received any compensation or any other benefits from the subject
8 ) ) ] - No No No
company or third party in connection with the research report
9  Whether Research Analysts has served as an officer, director or employee of the subject company No No No
10  Whether the Research Analyst has been engaged in market making activity of the subject company. No No No
Rating Criteria
Rating Market cap < Rs20bn Market cap > Rs20bn but < 100bn Market cap > Rs100bn
Buy Upside > 20% Upside > 15% Upside > 10%
Hold Upside between -20% to +20% Upside between -15% to +15% Upside between -10% to +10%
Sell Downside > 20% Downside > 15% Downside > 10%
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Regn No.:

CAPITAL MARKET SEBI REGN. NO.: BSE: INB011454239
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DERIVATIVES SEBI REGN. NO.: NSE: INF231454233
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CURRENCY DERIVATIVES: MCX-SX INE261454230
CURRENCY DERIVATIVES:NSE (TM & SCM) — NSE 231454233

Depository Participant (DP)
CDSL DP ID: 120 - 12200
SEBI REGD NO. : CDSL : IN-DP-CDSL-661-2012
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SEBI REGN NO.: INPO00004383

Website: www.centrum.co.in
Investor Grievance Email ID: investor.grievances@centrum.co.in

Compliance Officer Details:
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(022) 4215 9842; Email ID: Compliance@centrum.co.in

Centrum Broking Ltd. (CIN :U67120MH1994PLC078125)
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‘Expanding credit book; stabilizing assets quality’

Karnataka Bank Ltd. (KBL) has reported stellar performance for Q3FYI8 above our
expectations, clocking 24% advances growth with C/D reaching at 76.9%. Nl grew by
~20% mainly driven by declined interest cost and bottom line rose by 27.5% YoY to
Rs873.8 mn. Strong growth was reported on business as well as financial fronts while
assets quality witnessed improvement with declined slippage and 16 bps 0oQ reduction
in GNPA ratio to 3.97%. KBL is likely to emerge far stronger over the next few years
and its business growth to be driven by management'’s focus on increasing low cost
deposits (CASA deposits), improving C/D ratio and shifting the business mix toward
the retail and SME segments. We maintain our ‘BUY' rating on the stock with a potential
price of Rs213 per share.

Q3FY18 Result Analysis: Net interest income increased by 19.9% YoY and 2.6%
QoQ in Q3FY18 (10.8% YoY and 3.7% QoQ inQ2FY18). Though interest income
grew by 0.6% YoY amidst the implementing strategy to maintain competitive
MCLR rate, this offset by (-)7.0% YoY decline in the interest cost despite the
decline in low cost deposits as rationalization of deposits rates benefitted the
bank on this front. Thereby NIM which improved by 6bps QoQ to 3.09% was
mainly driven by the robust growth in NIl. Owing to the (-)4.2% decline in
operating expenditures, cost-to-income (C/1) ratio reduced to 50.2% in the
quarter under review v/s 66.3% in Q3FY17, however it was increased
significantly compared to 46.8% in previous quarter as the other income was
reduced by (-)21.5% QoQ owing to lower treasury gains of Rs240 mn in Q3FY18
vs Rs 860mn in Q2FY18 amidst the increasing yield in the economy. While PPOP
grew by 87.3% YoY, 95.2% YoY increase in P&C put some pressure on bottom
line with net profit growing by 27.5% YoY.

Balance Sheet growth: Advances grew by 24.1% YoY and 8.0% QoQ on the back
of strong growth in retail advances which grew by 36.9% YoY and 8.0% QoQ.
Besides retail, KBL also witnessed strong growth in corporate, SME and
agriculture segments compared to previous quarters. The bank has strengthen
the internal credit process system through installing Lending Automation
Process System (LAPS), maintaining competitive MCLR rate and keep an eye to
get benefit from losing share of PSU banks. All these strategies has yielding
result with strong credit growth and improvement in C/D ratio which increased
to 77~ and KBL targets it to further increase over 80% going forward. Credit is
expected to grow by 25% in FY18. Deposits grew by meager 0.6% YoY due to
higher base driven by demonetization, however CASA share maintained over
28% during the reported quarter.

Assets quality outlook: KBL reported a strong improvement on assets quality
front; gross slippage was reduced to Rs2,106.2 mn (Rs3,740 mn in Q2FY18 and
Rs2,670 mn in Q3FY17) and reduction was Rs1,420 mn(R&U-Rs720 mn and
technical write-off - Rs709.3 mn) leading to Rs680 mn of net addition to GNPAs
during the quarter. The management gave credit to credit monitoring
department set up two years back for improving performance on slippage as
well as recovery fronts. GNPA and NNPA reduced to 3.97% and 2.8% in Q3FY18
v/s 4.13% and 3.1% during Q2FY18 and 4.3% and 3.0% in Q2FY17. Restructure
advances was reduced to Rs9,703.8 mn (2.2% of advances) from Rs16,160 mn
(4.5% of advances) in Q3FY17, further SMA-2 advances portfolio has also come
down from Rs15,891.3 in Q3FY17 mn to Rs12,182.4 mn in Q3FY18 and stressed
asset portfolio (GNPA plus SMA-2 plus restructured advances) ratio reduced to
8.95% in the quarter under review from 13.3% at Q3FY17.

Valuation and view: KBL has reported a stellar performance in Q3FY17 with
high credit growth, strong operational and financial performance and
improvement in assets quality.

We are positive on KBL’s business outlook on the back of following factors
including 1) improving assets quality outlook, 2) high likelihood of strong credit
growth, 3) enhanced focus on retail, SME clients and fee income growth, 4) well
capitalized, enabling the bank to fund assets growth and 5) improving
operating efficiencies.

At our recommended potential price of Rs213, the stock is available at P/ABV
multiple of 1.1(x) of FY20E adjusted book value of Rs199.7 per share.

03 FY18 RESULT UPDATE

Jan 20 7018

CMP Rs158
Rating Buy
Potential Price Rs213
Holding Period 12 Months
Upside Potential 34.8%
52 week H/L Rs181/112
Face value Rs10
Mar. Cap. Rs44,679.7 mn
Category Mid Cap
Sector Banking
Shareholding Pattern
Particulars Dec'l7 Sep'l7 Jun'l7  Mar'l7
Promoters -
FPIs 18.0% 18.7% 21.9% 19.2%
Inst. 29.8% 29.9% 31.9% 30.8%
N. Insti. 70.2% 70.1% 68.1% 69.2%
Relative Capital Market Strength
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KBL Sensex
Key Financials (Rs bn)
Particulars FY16 FY17 FY18E FY19E FY20E
NIl 13.0 14.9 17.9 20.6 24.6
Gr. (%) 7.0% 9.1% 19.8% 15.2% 19.3%
NIM 2.61% 2.72% 2.93% 2.98% 3.08%
PPOP 8.5 10.0 131 135 16.0
A.PAT 4.2 4.5 4.4 6.5 7.8
Eq./As. (%) 6.5% 80% 78% 7.4% 7.2%
ROE (%) 11.7% 10.2% 9.9% 11.1% 12.8%
CASA(%) 26.3% 29.0% 30.4% 31.4% 32.9%
P/ABV (x) 1.0 0.9 0.8
KBL Recommended Potential Price
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Five Quarters at a Glance

Particulars (Rs mn) Q3FY17 QA4FY17 Q1FY18 Q2FY18 Q3FY18 YoY QoQ
Interest Earned 13,239.3 12,945.0 13,305.4 13,179.3 13,322.4 0.6% 1.1%
Interest Expended 9,474.2 9,423.3 9,061.2 8,776.9 8,807.6 -7.0% 0.3%
NIl 3,765.1 3,521.7 4,244.2 4,402.4 4,514.8 19.9% 2.6%
Other Income 1,335.9 3,116.9 2,173.9 2,478.2 1,946.2 45.7% -21.5%
Operating Expenditures 3,382.4 3,345.9 3,321.1 3,218.2 3,242.0 -4.2% 0.7%
Pre- Prov Operating Profit 1,718.6 3,292.7 3,097.0 3,662.4 3,219.0 87.3% -12.1%
Eﬂ’)‘s'“s and contigencies (incl 4 506 o 1,604.0 1,988.8 2,259.8 1,964.0 95.2% -13.1%
PBT 712.6 1,688.7 1,108.2 1,402.6 1,255.0 76.1% -10.5%
Tax 27.4 305.0 -230.3 468.8 381.2 1291.2% -18.7%
Net Profit 685.2 1,383.7 1,338.5 933.8 873.8 27.5% -6.4%
Outstanding Shares 282.6 282.6 282.6 282.6 282.8 0.1% 0.1%
Dil. EPS 2.4 4.9 4.7 3.3 3.1 27.5% -6.5%
Balance Sheet items/ratios

Deposits 574,350.0 567,330.0 562,270.0 565,580.0 577,710.0 0.6% 2.1%
CA Deposits 37,332.8 36,233.1 36,941.1 34,047.9 33,941.8 -9.1% -0.3%
SB Deposits 136,235.8 128,498.1 125,779.8 127,594.8 129,118.2 -5.2% 1.2%
CASA 173,568.6 164,731.2 162,720.9 161,642.8 163,060.0 -6.1% 0.9%
Advances 357,860.0 370,036.5 384,840.0 411,270.0 444,110.0 24.1% 8.0%
CD Ratio (%) 62.3% 65.2% 68.4% 72.7% 76.9%

CASA Share (%) 30.2% 29.0% 28.9% 28.6% 28.2%

CAR(%) 13.2% 13.3% 13.0% 12.5% 12.3%

Tier 1 (%) 11.9% 12.2% 11.9% 11.4% 11.1%

Operating ratios

Cost of deposits (%) 7.6% 7.5% 7.0% 6.9% 0.0%

NIM(%) 2.84% 2.79% 2.97% 3.03% 3.09%

Cost-Income Ratios (%) 66.3% 50.4% 51.7% 46.8% 50.2%

Tax Rate (%) 3.8% 18.1% -20.8% 33.4% 30.4%

Assets Quality

Gross NPA 15,600.0 15,815.9 16,910.0 17,157.0 17,843.1 14.4% 4.0%
Net NPA 10,660.0 9,750.0 12,300.0 12,648.1 12,629.6 18.5% -0.1%
Gross NPA (%) 4.30% 4.21% 4.34% 4.13% 3.97%

Net NPA (%) 3.0% 2.6% 3.2% 3.1% 2.8%

Coverage Ratio(%) 31.7% 38.4% 27.3% 26.3% 29.2%

Slippages

Fresh Restructuring 0.0 0.0 0.0 0.0 0.0

0O/s Restructured book 16,160.0 13,650.0 11,400.0 10,280.0 9,700.0

RA % of loan book 4.5% 3.7% 3.0% 2.5% 2.2%

Gross slippages 2,670.0 5,110.0 4,980.0 3,740.0 2,100.0 -21.3% -43.9%
Reduction (Recoveries+ Up 510.0 4,900.0 3,890.0 3,490.0 1,420.0 178.4% -59.3%
gradations+write-offs)

é','\ﬁ’F?Aasg)es (Net Addition to 2,160.0 210.0 1,090.0 250.0 680.0 -68.5% 172.0%
Slippages (%) 0.8% 1.42% 1.35% 0.98% 0.70%

Advances Break-Out

Total Advances 357,860.0 370,036.5 384,840.0 411,270.0 444,110.0 24.1% 8.0%
Retail Advances 167,442.7 175,619.3 188,032.8 207,814.7 229,249.6 36.9% 10.3%
Corporate Credit 48,883.7 44,811.4 45,218.7 46,679.1 53,470.8 9.4% 14.5%
SME 98,089.4 96,468.5 97,172.1 102,365.1 105,653.8 7.7% 3.2%
Agriculture Advances 43,444.2 53,137.2 54,416.4 54,411.0 55,735.8 28.3% 2.4%
Retail Advances Break-Out

Other personal loans 21,543.2 22,165.2 23,244.3 24,923.0 25,447.5 18.1% 2.1%
Home Loans 47,165.9 48,992.8 50,683.4 52,930.4 54,803.2 16.2% 3.5%
Others 98,733.6 104,831.3 114,105.1 129,961.3 148,998.9 50.9% 14.6%
Network

ATMs 1,334 1,380 1,398 1,397 1,382 3.6% -1.1%
Branches 738 765 769 773 781 5.8% 1.0%
Business per branch (Rs mn) 1,346.6 1,225.3 1,231.6 1,263.7 1,308.3 -2.8% 3.5%
Advances Break-Out (%)

Retail Advances 47% 47% 49% 51% 52%

Corporate Credit 14% 12% 12% 11% 12%

SME 27% 26% 25% 25% 24%

Agriculture Advances 12% 14% 14% 13% 13%
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Q3FY18 Q3FY18

H 0,
Particulars Estimated  Actual Var. (%)
NIl 4535.7 4,514.8 -0.5% Inline with our estimate
OPEX 3,608.3 3,242.0 -10.1% Strong operating efficiency
Other Income 1,823.5 1,946.2 6.7% Less than expected impact of rising yield
Deposits 582,109.0 577,710.0 -0.8% In line with our estimate
Advances 425,823.6 444,110.0 4.3% Strong performance on retail advances front
GNPA 17,377.7 17,843.1 2.7% In line with our estimate
CHANGE IN ESTIMATES FY19E Change FY20E
(Rs mn) old New Var. (%) Var. (%)
NII 20,352.9 20,583.9 1.1% -1.6%
PAT 6,449.9 6,472.5 0.4% -4.4%
GNPA 18,168.0 19,193.7 5.6% 2.1%
Advances 494,045.1 494,045.1 0.0% 0.0%
Deposits 721,826.8 721,826.8 0.0% 0.0%
Advances grows by 24% YoY in Q3FY18 Trend in CASA, NIM and C/I ratio
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Q3FY18 Con-call highlights:
= Credit growth is expected to remain ~25% in FY18

= 93% of the loan portfolio is secured and 80% of the corporate book is above
investment grade

= 67% of the total transactions executed through the digital format and bank aims to
increase it to 80% going forward

= (/I ratio is expected to contained at 42-45% by 2020
= 58.5% of the advances by Q3FY18 is linked with the MCLR

= 4 a/c exposure to NCLT at Rs3,189 mn and held 27% of provisions against it. This
include one account from the first list and three accounts from the second list.

= Slippage rate to come down in coming quarters
= KBL expects business to get double by 2020 with market share of 1%

Valuation: We are positive on KBL’s business outlook and our optimism are driven by
following factors including —

Improving assets quality outlook

High likelihood of strong credit growth

Enhanced focus on retail, SME clients and fee income growth
Well capitalized, enabling the bank to fund assets growth

Improving operating efficiencies.

At our recommended potential price of Rs213, the stock is available at P/ABV multiple of
1.1(x) of FY20E adjusted book value of Rs119.7 per share.

P/ABV Valuation FY16 FY17 FY18E FY19E FY20E
Adjusted BVPS (Rs) 153.6 1475 152.8 171.9 199.7
Valuation Parameters
P/ABV (x) 1.07
= P/ABV (x) Avg. P/ABV (x)
14 -
13 -
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1.0 -
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Source: Choice Broking Research
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Financial statements (Standalone, Rs mn)

Profit And Loss Statement Financial Ratios

Particulars Fyié _ FY17 _ FYIS8E _FY19E _ FY20E Hparticulars FY16  FY17 FY18E FY19E FY20E
Interest Income 49,922.1 51,854.0 54,628.3 67,808.3 77,557.5 Return / Profitability Ratios
Growth (%) 6.3%  3.9%  54% 241%  144% (o)
Interest Expended 36,893.4 36,947.8 36,767.0 47,224.4 52,999.0 Net interest margin 2.61% 2.72% 2.93% 2.98% 3.08%
Growth (%) 45%  01%  -05% 284%  12.2%  vyield on advances 113% 107% 102% 103% 10.7%
Net Interest Income 13,028.7 14,9062 17,861.3 20,583.9 24,5585 . . .. 2a% 71%  73% 85 7.7%
Net Interest Margin 2.6% 2.7% 2.9% 3.0% 3.1% .
Other Income 54286 80034 88142 82919 93042 EPS(Diluted)(Rs) 220 160 155 229 276
% of Interest Income 10.9%  15.6%  16.1% 12.2%  12.0% ROA 08%  0.7%  07% 09%  09%
Total Income 18,457.3 22,999.6 26,6755 28,875.8 33,8628 hOF . 11.7%  102%  8.2% 11.3% 12.4%
Growth (%) 10.1% 24.6% 16.0% 8.2% 17.3% Avg. Co.st of D.ep05|ts 7.4% 6.7% 6.4% 6.8% 6.6%
Operating & Other expenses ~ 9,912.0 13,0416 13,575.9 15,354.4 17,872.8 COPeratingratios (%)
Pre-Prov. Operating Profit 8,545.3 9,958.0 13,099.6 13,521.5 15,990.0 Egi’t"ttot?n'zss:f't g;%’ gzg:f ;g-;:f gg-‘z‘:f ;g-g:f
.. . . . (] . 0 . 0 . 0 . 0
(F’I:Z‘l”l‘:‘l'sz)s and contigencies 55003 59786 7,631 52233 58694  CASA 263% 29.0% 304% 31.4% 32.9%
P&C % of Advances 1.0% 1.4% 1.6% 1.1% 1.0% Inves.tment /.Deposit 322% 35.6% 29.6% 32.8% 30.7%
Operating Profit before Tax ~ 5,280.0 4,679.4 56365 82981 10,1206 Noninterestincome/Total g o 30,0 3300 287% 27.5%
Growth (%) 26%  -11.4%  20.5% 47.2%  22.0% nCOMe .
Pre-tax Margin % 286%  203% 21.1% 28.7% 29.9% Capitalization Ratios (%)
Tax 11271 1569 1,263.0 1,825.6 2,327.7 CEauity/Assets 6.5%  80%  7.8% 74%  7.1%
9% of PBT 21.3% 3.4% 224%  22.0% 23.0% Loans / Assets 60.0% 57.7% 65.7% 60.9% 62.9%
Reported PAT 41529 45225 43736 64725 7,792.8 |nvestments/Assets 28.8%  31.5%  26.2% 29.2%  27.4%
Net Profit Margin % 225%  197%  164% 224%  230%  Dvidend payout 22.7% 25.0% 20.0% 20.0% 20.0%
Extrodinary Income 0.0 0.0 0.0 0.0 00  Capitaladequacy (%)
Adjusted PAT 41529 45225 4,373.6 64725 7,792.8 er-lcapitaladequacyratio 10.6% 12.2% 11.0% 11.3%  11.0%
Growth (%) 8.0% 8.9% 33%  48.0% 20.4% Tier-2 capltal adequacy rapo 1.5% 1.1% 1.1%  1.4% 1.3%
Balance Sheet (Té’:ilcﬁlp)'ta' adequacyratio 15 nor  133%  121% 12.8%  12.3%
Particulars FY16 FY17 FY18E FY19E FY20E Asset Quality ratios (%)
ASSETS Gross NPA 3.4%  42%  36% 37%  3.1%
Cash and balance with Net NPA 2.3% 2.6% 23% 2.1% 1.5%
RBI and banks 30,4492 32,7403 178611 396654 48,5433 Coverage Ratio 32.6% 38.4% 38.1% 43.8% 52.9%
Investments 162,566.5 202,197.3 183,570.4 237,095.0 253,391.0 Slippage Ratio 3.4% 3.8% 3.2% 2.9% 2.3%
Per Share Data (Rs)
A.dvances 339,025 370,036.5 4598257 4940451 5814780 S0 NIt 120 160 155 228 276
Fixed assets 3,066.4 7,205.7 7,014.2 7,503.0 7,977.7 DPS 5.0 4.0 3.1 46 55
Other assets 298967 29,0857 31,9749 32,3954 334842 oo 1958 1820 1936 2110 2319
TOTAL ASSETS 565,003.3 641,265.5 700,246.4 810,703.9 924,874.2 Adjusted BVPS 153.6 147.5 152.8 1719 199.7
Capital 1,884.7  2,826.2 2,826.2 2,826.2 2,826.2  \Valuation ratios (x)
Reserves and Surplus 35,021.2  48,599.7 51,923.6 56,842.7 62,765.3 P/E(x) 7.2 9.9 10.2 6.9 5.7
Deposits 504,882.1 567,331.1 620,000.0 721,826.8 826,249.6 P/BV (x) 0.8 0.9 08 07 0.7
Borrowings 10,514.8  8,326.2 10,276.7 11,429.7 12,282.0 (P;/ABV'(‘X) e 10 1.1 10 09 0.8
iahiliti rowth ratios
S::\f’i;'(')ant;"'t'es and 157006 14,1823 152199 17,7785 20,7512  pdvances ) 7.0%  S.1%  24.3% 7.4%  17.7%
Deposits 9.7% 12.4% 9.3% 16.4% 14.5%
I&Lﬁ;ﬁ:iﬂf’n 565,003.3 641,265.5 700,246.4 810,703.9 924,874.2 Net interest income 115% 14.4% 19.8% 152% 19.3%
Interest income 6.3%  3.9%  54% 24.1% 14.4%
PAT 80% 89% -3.3% 48.0% 20.4%
Business ratios
Profit per branch (Rs mn) 5.7 5.9 5.5 7.2 7.8

Business per branch (Rs mn) 1,164.0 1,225.3 1,349.8 1,351.0 1,407.7

Source: Choice Broking Research
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Choice’s Rating Rationale
The price target for a large cap stock represents the value the analyst expects the stock to reach over next 12 months. For a

stock to be classified as Outperform, the expected return must exceed the local risk free return by at least 5% over the next
12 months. For a stock to be classified as Underperform, the stock return must be below the local risk free return by at least
5% over the next 12 months. Stocks between these bands are classified as Neutral.

BUY Absolute Return >15%
Accumulate Absolute Return Between 10-15%
Hold Absolute Return Between 0-10%
Reduce Absolute Return 0 To Negative 10%
Sell Absolute Return > Negative 10%
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Disclaimer

This is solely for information of clients of Choice Broking and does not construe to be an investment advice. It is also not intended as an offer or solicitation
for the purchase and sale of any financial instruments. Any action taken by you on the basis of the information contained herein is your responsibility alone
and Choice Broking its subsidiaries or its employees or associates will not be liable in any manner for the consequences of such action taken by you. We have
exercised due diligence in checking the correctness and authenticity of the information contained in this recommendation, but Choice Broking or any of its
subsidiaries or associates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in
the information contained in this recommendation or any action taken on basis of this information. This report is based on the fundamental analysis with a
view to forecast future price. The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal
views about the subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly
related to specific recommendations or views expressed in this report. Choice Broking has based this document on information obtained from sources it
believes to be reliable but which it has not independently verified; Choice Broking makes no guarantee, representation or warranty and accepts no
responsibility or liability as to its accuracy or completeness. The opinions contained within the report are based upon publicly available information at the
time of publication and are subject to change without notice. The information and any disclosures provided herein are in summary form and have been
prepared for informational purposes. The recommendations and suggested price levels are intended purely for stock market investment purposes. The
recommendations are valid for the day of the report and will remain valid till the target period. The information and any disclosures provided herein may be
considered confidential. Any use, distribution, modification, copying, forwarding or disclosure by any person is strictly prohibited. The information and any
disclosures provided herein do not constitute a solicitation or offer to purchase or sell any security or other financial product or instrument. The current
performance may be unaudited. Past performance does not guarantee future returns. There can be no assurance that investments will achieve any targeted

rates of return, and there is no guarantee against the loss of your entire investment.

POTENTIAL CONFLICT OF INTEREST DISCLOSURE (as on date of report) Disclosure of interest statement — ¢ Analyst interest of the stock /Instrument(s): - No. ¢
Firm interest of the stock / Instrument (s): - No.

Ve +91-022-6707 9999 i Choice Equity Broking Pvt. Ltd. Satish kumar
= +91-022-6707 9959 ! Choice House, Shree Shakambhari Corporate Park, Plt No: -156-158,

@w www.choiceindia.com J.B. Nagar, Andheri (East), Mumbai - 400 099.
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KARNATAKA BANK

BANKING

Q3FY18: Strong loan growth and profitability, albeit high credit costs
Karnataka Bank (KBL) reported a robust operational performance in Q3FY18
with 20%YoY jump in NII supported by NIMs (up 25bps) and loan growth (24%
YoY). Rise in other income by 46% led to better PAT even as higher provisioning
(though lower from Q2FY18) continued. Credit costs have been higher in the last
couple of quarters (1.5% in Q3FY18). Asset quality improved on decline in
G/NNPAs and lower slippage ratio of 0.5%. Capital position remains stable with
Tier I of 11.1%.

Outlook

Q3FY18 results were strong, both balance sheet and profitability wise, reiterating
the transformation journey that the bank has envisaged.Pressure on provisions
will continue in the next couple of quarters. Loan growth is expected to be at
~25% with NIM sustaining at ~3%.Management focus is on getting 1% market
share and growing balance sheet 2x every three years. High retail share (~47%)
provides comfort.We retain our buy rating while adjusting for higher
provisioning in FY18E and FY19E and assign P/ABV of 1x FY20E arriving at a
target price of Rs 195/-.

Key Highlights

BUY

Quarterly Update

Target Price: Rs195

CMP
Potential Upside

MARKET DATA

No. of Shares

FV (Rs)

Market Cap

52-week High / Low
Avg. Daily vol. (6mth)
Bloomberg Code
Reuters Code

BSE Code

NSE Code

: Rs157

: 28.27cr

: 10

: Rs 4,490 cr

: Rs181 / Rs112

: 40,79,178 shares
: KBL IN

: KBNK.BO

: 532652

: KTKBNK

Strong loan growth: Focus on retail/corporate sectors led to 24% loan growth which was one of challenging areas for

the bank in the last couple of years. CD ratio rose to 77% (highest in the last 17 yrs) from 62%YoY. Corporate borrowers

with “AAA’” and ‘AA’ ratings constituted 7.5% and 7.7%, respectively, of the gross bank credit. Management has

entailed loan growth target of 25% for FY18. For the next couple of years, we expect the trend in loan growth to be
strong led by retail / pick-up in corporate and grow by ~24/20/18% in FY18/FY19/FY20E.

NIMs improved: Robust loan growth and NIM of 3.1%, (up 25/6bps YoY/QoQ ) aided 20/3% YoY/QoQ NII growth to

Rs 451cr. Non-interest income was up 46%YoY led by 32% increase in fee & treasury income. We expect NIM to sustain
at +3% aided by higher CD ratio (~80%) in the near term, improving CASA and reduction in the RIDF portfolio.

FINANCIAL SUMMARY
N
FY17 1,491 452 16.0 -27.0 182 6.9 0.80 2.6 147 1.0 10.2 0.7
FY18E 1,850 470 16.6 3.7 191 9.5 0.82 24 143 11 10.6 0.8
FY19E 2,165 492 17.4 4.8 209 9.0 0.75 18 165 1.0 13.1 1.0
FY20E 2,554 512 18.1 41 227 8.7 0.69 14 186 0.8 13.2 1.0
Source: Company;Axis Securities PRICE PERFORMANCE
250 -
200 -
150 -
100 -
50 -
Siji A Philip 0 ‘ ‘ ‘
siji.philip@axissecurities.in Jan-17 MOy—] 7 Sep-] 7 Jan-18
——Sensex ——Karnataka Bank
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Key Highlights (Cont’d)

e Improvement in asset quality sustained: Sequentially G/NNPAs have gone down by 16/19bps to
3.97/2.85% Slippages have moderated to Rs 211cr (0.5% annualized vs. 0.9% in Q2FY18). S4A/5:25/SDRs/SRs
stood at Rs 347/170/182/450 cr. Restructured loans have come down to Rs 634cr (from Rs 934 in March "17) of
which NPA have also declined to 11% of RAs (35% in March “17). We have built in stable asset quality (NNPA
FY18E/FY19E/FY20E - 2.4/1.8/1.4%) with moderation in incremental slippages.

e High provisioning prevails, though lower than Q2FY18: Credit costs while down sequentially to 1.8% from
2.2%, is still higher than 1.1% a year ago. Provisioning during the last couple of quarters is on the up, with banks
preparing to implement IFRS which may lead to increase in provisions in the coming quarters but the timeline is
not yet warranted. So while provisioning on incremental slippages is set to moderate, we expect provisions for
next couple of quarters to increase with NPA ageing and balance provisioning towards NCLT cases.

e Marginal decline in CASA: CASA share has gone down to 28.2% vs. 30.2/28.6% YoY/QoQ. Retail Term Deposits
are 71% of its total deposits. Proportion of NRI deposits have gone up from 6.1% to 6.2%YoY. We expect deposits
to lag credit growth going forward but at the same time CASA will improve with management focus on

increasing the retail book.
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Results Update

Dec-17 Dec-16 % YoY Sep-17 %QoQ FY18E FY19E FY20E
Interest Income 1,332 1,324 1% 1,318 1% 5,810 6,798 8,021
Interest Expenses 881 947 -7% 878 0% 3,960 4,633 5,467
Net Interest Income 451 377 20% 440 3% 1,850 2,165 2,554
Other Income 195 134 46% 248 -21% 910 937 965
Total Income 646 510 27% 688 -6% 2,760 3,102 3,520
Operating Expenses 324 338 -4% 322 1% 1,361 1,568 1,790
Employee 121 177 -31% 124 2% 556 651 735
Others 203 161 26% 198 3% 805 918 1,055
Operating Profits before provisions 322 172 87% 366 -12% 1,399 1,534 1,729
Total Provisions 196 101 95% 226 -13% 812 869 1,008
PBT 126 71 76% 140 -11% 587 665 721
Taxes 38 3 1291% 47 -19% 117 173 209
PAT 87 69 28% 93 -6% 470 492 512
EPS 3 2 28% 3 -6% 16.6 17 18
Asset Quality
GNPA Rs. Cr 1,784 1,560 14% 1,716 4% 1,772 2,011 2,196
NNPA Rs. Cr 1,263 1,066 19% 1,247 1% 1,091 965 878
GNPA % 3.97 43 4.13 39 3.75 35
NNPA % 2.85 2.99 3.04 24 1.8 14
Slippages 211 267 374 1,545 1,609 1,757
Slippage Ratio % 0.48 0.75 091 34 3 2.8
Restructured Assets 970 1,330 1,028 1,000 800 500
Credit Cost % 1.8 1.1 22 1.79 1.62 1.6
Ratios %
Cost to Income ratio 50.2 66.3 46.8 53.5 50.6 50.9
Loan/Deposit 76.9 62.3 72.7 65.2 66.4 68.8
CASA % 28.2 30.2 28.6 27.6 28 28.1
RoA % 0.7 0.7 0.7 0.8 1 1
RoE % 8 9.5 8.7 10.6 13.1 13.2
CAR (Basel III) % 12.3 13.2 12.5 12.8 12.5 12.8
Tier I % 111 11.9 114 12 11.7 11.8
Tier IT % 1.1 1.3 1 0.8 0.8 1
Margins %
Yield on Advances 10.1 11.1 10.2 11.1 10.8 10.9
Cost of Deposits 6.2 6.8 6.2 6.8 6.5 6.6
Quarterly NIMs Al 2.8 3 2.45 25 2.6
BV 201 165 22% 187 7% 191 209 227
Adjusted Networth 4,420 3,599 23% 4,043 9% 4,044 4,661 5,260
Adj. BV 156 127 23% 143 9% 143 165 186

Balance sheet

Capital 283 283 283 283 283 283
Net Worth 5,683 4,665 22% 5,290 7% 5,134 5,626 6,138
FV 10 10 10 10 10 10
Deposits 57,771 57,435 0.60% 56,558 2% 66,050 78,600 91,176
Investments 15,695 18,250 -14% 16,734 -6% 23,050 26,278 30,220
Loans 44,411 35,786 24% 41,127 8% 45,448 53,629 62,746

Source: Axis Securities Ltd
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Disclosures:

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the
Regulations).

1. Axis Securities Ltd. (ASL) is a SEBI Registered Research Analyst having registration no. INH000000297. ASL, the Research Entity (RE) as
defined in the Regulations, is engaged in the business of providing Stock broking services, Depository participant services & distribution
of various financial products. ASL is a subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public company and one of
India’s largest private sector bank and has its various subsidiaries engaged in businesses of Asset management, NBFC, Merchant
Banking, Trusteeship, Venture Capital, Stock Broking, the details in respect of which are available on www.axisbank.com.

2. ASL is registered with the Securities & Exchange Board of India (SEBI) for its stock broking & Depository participant business activities
and with the Association of Mutual Funds of India (AMFI) for distribution of financial products and also registered with IRDA as a
corporate agent for insurance business activity.

3. ASL has no material adverse disciplinary history as on the date of publication of this report.

4. I/We, Siji A Philip, MBA (Finance), author/s and the name/s subscribed to this report, hereby certify that all of the views expressed in this
research report accurately reflect my/our views about the subject issuer(s) or securities. I/We (Research Analyst) also certify that no part
of my/our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. I/we
or my/our relative or ASL does not have any financial interest in the subject company. Also I/we or my/our relative or ASL or its
Associates may have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date
of publication of the Research Report. Since associates of ASL are engaged in various financial service businesses, they might have
financial interests or beneficial ownership in various companies including the subject company/companies mentioned in this report. I/we
or my/our relative or ASL or its associate does not have any material conflict of interest. I/we have not served as director / officer, etc. in
the subject company in the last 12-month period.

Any holding in stock — No

5. ASL has not received any compensation from the subject company in the past twelve months. ASL has not been engaged in market making
activity for the subject company.

6. In the last 12-month period ending on the last day of the month immediately preceding the date of publication of this research report, ASL
or any of its associates may have:

i Received compensation for investment banking, merchant banking or stock broking services or for any other services from the
subject company of this research report and / or;
ii. Managed or co-managed public offering of the securities from the subject company of this research report and / or;
iii. Received compensation for products or services other than investment banking, merchant banking or stock broking services from

the subject company of this research report;

ASL or any of its associates have not received compensation or other benefits from the subject company of this research report or any other
third-party in connection with this report.

Term& Conditions:

This report has been prepared by ASL and is meant for sole use by the recipient and not for circulation. The report and information contained
herein is strictly confidential and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person
or to the media or reproduced in any form, without prior written consent of ASL. The report is based on the facts, figures and information that
are considered true, correct, reliable and accurate. The intent of this report is not recommendatory in nature. The information is obtained from
publicly available media or other sources believed to be reliable. Such information has not been independently verified and no guaranty,
representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are
subject to change without notice. The report is prepared solely for informational purpose and does not constitute an offer document or
solicitation of offer to buy or sell or subscribe for securities or other financial instruments for the clients. Though disseminated to all the
customers simultaneously, not all customers may receive this report at the same time. ASL will not treat recipients as customers by virtue of

their receiving this report.
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DEFINITION OF RATINGS
Ratings Expected absolute returns over 12-18 months
BUY More than 10%
HOLD Between 10% and -10%
SELL Less than -10%
Disclaimer:

Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or
appropriate to the recipient’s specific circumstances. The securities and strategies discussed and opinions expressed, if any, in this report may
not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions
and needs of specific recipient.

This report may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this report should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred
to in this report (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an
investment. Certain transactions, including those involving futures, options and other derivatives as well as non-investment grade securities
involve substantial risk and are not suitable for all investors. ASL, its directors, analysts or employees do not take any responsibility, financial
or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not
restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or
income, etc. Past performance is not necessarily a guide to future performance. Investors are advice necessarily a guide to future performance.
Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual
results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change
without notice.

ASL and its affiliated companies, their directors and employees may; (a) from time to time, have long or short position(s) in, and buy or sell the
securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities or earn brokerage or other
compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or investment
banker, lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and
other related information and opinions. Each of these entities functions as a separate, distinct and independent of each other. The recipient
should take this into account before interpreting this document.

ASL and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result,
the recipients of this report should be aware that ASL may have a potential conflict of interest that may affect the objectivity of this report.
Compensation of Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. ASL
may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither this report nor any copy of it may be taken or transmitted into the United State (to U.S. Persons), Canada, or Japan or distributed,
directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. If this report is
inadvertently sent or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of
the sender. 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 ASL 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.

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated
as endorsement of the views expressed in the report. The Company reserves the right to make modifications and alternations to this document
as may be required from time to time without any prior notice. The views expressed are those of the analyst(s) and the Company may or may
not subscribe to all the views expressed therein.

Copyright in this document vests with Axis Securities Limited.

Axis Securities Limited, SEBI Single Reg. No.- NSE, BSE & MSEI — INZ000161633, ARN No. 64610, CDSL-IN-DP-CDSL-693-2013, SEBI-Research
Analyst Reg. No. INH 000000297, SEBI Portfolio Manager Reg. No.- INP000000654, Main/Dealing off.- Unit No. 2, Phoenix Market City, 15,
LBS Road, Near Kamani Junction, Kurla (west), Mumbai-400070, Tel No. — 18002100808, Reg. off.- Axis House, 8th Floor, Wadia International
Centre, PandurangBudhkar Marg, Worli, Mumbai — 400 025.Compliance Officer: AnandShaha, E-Mail ID: compliance.officer@axisdirect.in, Tel
No: 022-42671582.
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