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Anand Rathi Research  India Equities 

Financials 

Company Update 
India I Equities 

Key financials (YE Mar)  (Rs m) FY21 FY22 FY23e FY24e FY25e 

Net interest income  21,832 24,910 31,624 34,706 38,256 

Pre-provisioning profit 19,083 16,340 20,687 23,118 26,482 

Provisions 12,964 9,394 12,299 10,875 12,180 

PAT (Rs m) 4,826 5,086 6,274 9,157 10,698 

EPS (Rs) 15.5 16.4 20.2 29.4 34.4 

NIM (%) 2.9 3.2 3.6 3.5 3.5 

Cost-income (%) 46.8 52.6 48.4 48.3 47.6 

RoE (%) 7.7 7.4 8.5 11.2 11.7 

RoA (%) 0.6 0.6 0.6 0.8 0.9 

Advances growth (%) -9.6 10.2 14.0 12.0 12.0 

GNPA (%) 4.9 3.9 3.2 3.0 3.0 

CAR (%) 14.9 15.7 15.1 15.1 15.2 

P / E (x) 7.3 6.9 5.6 3.8 3.3 

P / BV (x) 0.5 0.5 0.5 0.4 0.4 

P / ABV (x) 0.6 0.6 0.5 0.5 0.4 

Source: Company, Anand Rathi Research 
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Rating: Buy 

Target Price: Rs.140 

Share Price: Rs.113 

Relative price performance 

 

Source: Bloomberg 
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KBL Sensex

Key data KBL IN / KBNK.BO 

52-week high / low Rs.113 / 55 

Sensex / Nifty 60906 / 18083 

3-m average volume  $2.5m 

Market cap  Rs.35bn / $423.6m 

Shares outstanding  311m 

 
Shareholding pattern (%) Sep'22 Jun'22 Mar'22 

Promoters - - - 

    - of which, Pledged - - - 

Free float 100.0 100.0 100.0 

     - Foreign institutions 18.2 15.5 11.9 

     - Domestic institutions 5.3 5.3 5.3 

      - Public  76.5 79.2 82.7 

 

Change in Estimates Target  Reco  

2 November 2022 

Karnataka Bank 

Strong quarter, business growth to pick up; upgrading to a Buy 

A steep rise in margins and negative provisions led to Karnataka Bank’s 
Q2 strong profitability, with its RoA at 1.7%. With most pandemic-
related stress already recognised/re-structured, the focus now shifts 
toward growth. Key positives were 1) strong traction in retail loans, 2) 
moderation of slippages and 3) strong margin improvement. With credit 
growth picking up and moderating credit costs, earnings are expected 
to normalise in the medium term. We upgrade our rating to a Buy, with 
a higher TP of Rs140, valuing the stock at 0.6x P/ABV on its FY25e book 

Asset quality improves.  GNPA decreased 67bps sequentially to 3.4%, caused 
by lower slippages and strong recoveries. Slippages were Rs3bn (2% of loans), 
less than previous quarters and better than we expected. The re-structured book 
was Rs33.3bn, down 8.9% q/q. 

Medium-term RoA to move toward 1%. Q2 NIM rose 45bps q/q to 3.78% 
on the sharp rise in yields (incl. one-off recovery). We expect NIM to stabilise 
near 3.5%.  We are working with a 190bp credit cost for this year, to account 
for a tail risk from accelerated slippages in the restruc-tured book. We expect 
credit costs to moderate in a couple of quarters, leading to normalisation in 
RoA. We estimate 0.9% RoA for FY25  

Valuation. Our Nov’23 target (of Rs140) is based on the two-stage DDM 
model. This implies a ~0.6x P/ABV multiple on its FY24e book. Risks: High 
provisioning, large slippages from its agriculture and MSME books. 

 

Estimates revision (%)  FY23e FY24e 

Net interest income   8.4 4.2 

Pre-provisioning profit  (0.0) (6.7) 

PAT  (2.5) 8.8 
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Quick Glance – Financials and Valuations

Fig 1 – Income statement (Rs m) 

Year-end: Mar FY21 FY22 FY23e FY24e FY25e 

Net interest income 21,832 24,910 31,624 34,706 38,256 

    NII growth (%) 7.5 14.1 27.0 9.7 10.2 

Non-interest income 14,042 9,539 8,447 10,021 12,286 

Income 35,874 34,449 40,071 44,727 50,542 

    Income growth (%) 4.7 -4.0 16.3 11.6 13.0 

Operating expenses 16,791 18,109 19,384 21,610 24,059 

PPOP 19,083 16,340 20,687 23,118 26,482 

    PPOP growth (%) 15.2 -14.4 26.6 11.8 14.6 

Provisions 12,964 9,394 12,299 10,875 12,180 

PBT 6,119 6,946 8,388 12,243 14,302 

Tax 1,294 1,859 2,114 3,085 3,604 

PAT 4,826 5,086 6,274 9,157 10,698 

    PAT growth (%) 11.8 5.4 23.4 46.0 16.8 

FDEPS (Rs / sh) 15.5 16.4 20.2 29.4 34.4 

DPS (Rs / sh) 1.8 0.0 2.0 2.0 2.0 

Source: Company, Anand Rathi Research  

 

Fig 2 – Balance sheet (Rs m) 
Year-end: Mar FY21 FY22 FY23e FY24e FY25e 

Share capital 3,109 3,112 3,113 3,113 3,113 

Reserves & surplus 63,315 67,835 74,109 83,266 93,965 

Deposits 756,549 803,868 888,275 981,543 1,084,606 

Borrowings 27,349 35,838 50,905 53,450 58,795 

      

Liabilities 865,854 933,105 1,037,201 1,142,961 1,261,724 

      
Advances 515,158 567,831 647,328 725,007 812,008 

Investments 216,352 220,410 246,859 262,905 281,308 

Cash & bank balance 48,661 39,572 40,364 41,171 41,994 

Fixed & other assets 8,384 8,182 8,591 9,020 9,471 

Total assets 856,154 920,406 1,037,201 1,142,961 1,261,724 

No. of shares (m) 311 311 311 311 311 

   Deposits growth (%) 5.4 6.3 10.5 10.5 10.5 

 Advances growth (%) -9.6 10.2 14.0 12.0 12.0 

Source: Company, Anand Rathi Research  

 

Fig 3 – Ratio analysis 
Year-end: Mar (%) FY21 FY22 FY23e FY24e FY25e 

NIM 2.9 3.2 3.6 3.5 3.5 

Other inc. / total inc. 39.1 27.7 21.1 22.4 24.3 

Cost-income 46.8 52.6 48.4 48.3 47.6 

Provision coverage 36.4 38.8 50.4 37.0 40.2 

Dividend payout 11.6 0.0 0.0 0.0 0.0 

Credit-deposit 68.1 70.6 72.9 73.9 74.9 

Investment-deposit 28.6 27.4 27.8 26.8 25.9 

Gross NPA 4.9 3.9 3.2 3.0 3.0 

Net NPA 3.2 2.4 1.6 1.9 1.8 

BV (Rs) 213.7 228.0 248.1 277.5 311.8 

Adj. BV (Rs) 176.6 197.0 224.6 245.9 278.9 

CAR  14.9 15.7 15.1 15.1 15.2 

- Tier 1 12.3 12.7 12.4 12.7 13.0 

RoE   7.7 7.4 8.5 11.2 11.7 

RoA 0.6 0.6 0.6 0.8 0.9 

Source: Company, Anand Rathi Research 

Fig 4 – Price-to-Book band 

 

Source: Bloomberg 

 

Fig 5 – One-year-forward price-to-book value 

 

Source: Company, Anand Rathi Research 

 

Fig 6 – Price movement 

 

Source: Bloomberg 
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  Key Highlights 

 

Fig 7 – Asset quality 

Break-up of GNPA (Rs m)  Q1 FY22 Q2 FY22 Q3 FY22 Q4 FY22 Q1 FY23 Q2 FY23 

Opening balance 25,884 25,491 25,011 23,305 22,508 24,014 

Slippages 4,142 4,454 2,977 3,956 5,694 3,027 

     Gross slippages (%) 3.2 3.3 2.1 2.8 3.9 2.0 

 Reductions  4,536 4,933 4,683 4,753 4,188 6,524 

Closing balance 25,491 25,011 23,305 22,508 24,014 20,517 

     GNPA (%) 4.8 4.5 4.1 3.9 4.0 3.4 

     NNPA (%) 3.0 2.8 2.5 2.4 2.2 1.7 

     Restructured advances (%) 2.9 7.3 7.9 6.7 6.3 5.6 

Source: Company, Anand Rathi Research 
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Quarterly snapshot 

Fig 8 – Income statement 

(Rs  m) Q1 FY22 Q2 FY22 Q3 FY22 Q4 FY22 Q1 FY23 Q2 FY23 

Interest income  15,235 15,543 15,651 15,788 16,291 17,711 

Interest expense  9,487 9,172 9,425 9,223 9,415 9,683 

NII  5,748 6,371 6,227 6,565 6,876 8,027 

    Y/Y growth   % 7.4 10.8 1.4 43.0 19.6 26.0 

Non-interest income  2,257 2,749 1,965 2,569 1,328 2,600 

Income  8,004 9,120 8,191 9,134 8,204 10,628 

    Y/Y growth   % -24.1 7.1 -8.7 17.5 2.5 16.5 

Operating expenses  3,965 4,184 4,628 5,333 4,076 4,850 

Of which, staff cost  2,244 2,201 2,569 3,136 1,786 2,622 

PPOP  4,040 4,936 3,563 3,801 4,128 5,778 

    Y/Y growth   % -40.3 10.4 -20.5 15.6 2.2 17.1 

Total provisions  3,578 3,472 1,385 959 3,629 (138) 

PBT  461 1,464 2,178 2,842 499 5,917 

Tax  (599) 208 713 1,539 (643) 1,800 

PAT  1,061 1,256 1,466 1,304 1,142 4,116 

   Y/Y growth   % -46.0 5.2 8.3 315.5 7.6 227.7 

Source: Company, Anand Rathi Research 

Fig 9 – Balance sheet 

(Rs  m) Q1 FY22 Q2 FY22 Q3 FY22 Q4 FY22 Q1 FY23 Q2 FY23 

Equity capital 3,109 3,109 3,109 3,112 3,112 3,113 

Reserves & Surplus 64,376 65,072 66,540 67,836 68,980 72,422 

Deposits 762,150 769,220 784,290 803,868 805,770 816,337 

Borrowings - 32,463 - 23,138 - 59,437 

Other Liabilities - 23,266 - 22,451 - 28,330 

Equity and Liabilities  893,129  920,406  979,639 

    Deposits y/y growth (%) 6.1 5.5 6.2 6.3 5.7 6.1 

    Deposits q/q growth (%) 0.7 0.9 2.0 2.5 0.2 1.3 

Assets       

Cash and cash balances - 40,586 - 44,368 - 50,171 

Advances 517,910 543,416 554,890 567,831 583,590 598,725 

Investments 233,010 228,513 219,910 220,410 231,950 237,582 

Other assets - 80,614 - 87,797 - 93,161 

Total Assets  893,129  920,406  979,639 

    Advances y/y growth (%) -4.5 0.4 4.3 9.8 12.7 10.2 

    Advances q/q growth (%) 0.2 4.9 2.1 2.3 2.8 2.6 

Source: Company, Anand Rathi Research 
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Fig 10 – Income vs. Opex growth 

 
Source: Company, Anand Rathi Research 

 

Fig 11 – Gross NPA and slippages 

 
Source: Company, Anand Rathi Research 
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Fig 12 – Loan break-up 

 
Source: Company, Anand Rathi Research 

 

Fig 13 – Credit growth vs. NIM (%) 

 
Source: Company, Anand Rathi Research 
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Fig 14 – Restructured assets vs. GNPA 

 
Source: Company, Anand Rathi Research 

 

Fig 15 – CASA ratio vs. Deposits growth 

 
Source: Company, Anand Rathi Research 
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  Valuation 

Our Nov’23 target (of Rs140) is based on the two-stage DDM model. This 
implies a ~0.6x P/ABV multiple on its FY24e book. 

Fig 16 – Change in estimates 
 

FY23e FY24e 

(Rs m) New Old Chg (%) New Old Chg (%) 

Net interest income  31,624 29,172 8.4 34,706 33,316 4.2 

Pre-provisioning profit 20,687 20,687 (0.0) 23,118 24,790 (6.7) 

PAT  6,274 6,435 (2.5) 9,157 8,420 8.8 

Source: Anand Rathi Research 

Risks 

 As the bank turns more vigorous in its retail foray, it is likely to face 
keener competition. 

 More-than-expected slippages could pose challenges to our estimates. 
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Analyst Certification 
The views expressed in this Research Report accurately reflect the personal views of the analyst(s) about the subject securities or issuers and no part of the 
compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research analyst(s) 
in this report. The research analysts are bound by stringent internal regulations and also legal and statutory requirements of the Securities and Exchange Board of 
India (hereinafter “SEBI”) and the analysts’ compensation are completely delinked from all the other companies and/or entities of Anand Rathi, and have no bearing 
whatsoever on any recommendation that they have given in the Research Report. 
 
Important Disclosures on subject companies 
Rating and Target Price History (as of 2 November 2022) 

 

 Date Rating 
TP  

(Rs) 
Share 

Price (Rs) 
13 1-Aug-15 Buy 175 140 
14 23-Nov-16 Buy 159 104 
15 26-Oct-17 Buy 199 156 
16 18-Jan-18 Buy 202 162 
17 18-May-18 Buy 160 120 
18 16-Jul-18 Hold 130 114 
19 12-Oct-18 Hold 120 98 
20 11-Jan-19 Hold 130 116 
21 15-Jul-19 Hold 126 102 
22 16-Oct-19 Buy 90 68 
23 17-Jan-20 Buy 95 74 
24 9-Jun-20 Buy 60 41 
25 13-Jan-21 Buy 85 68 
26 30-May-21 Hold 75 64 
27 9-Aug-21 Hold 74 61 
28 30-Jan-22 Hold 72 65 

 

 
Anand Rathi Ratings Definitions 

Analysts’ ratings and the corresponding expected returns take into account our definitions of Large Caps (>US$1bn) and Mid/Small Caps (<US$1bn) as described 
in the Ratings Table below:  

Ratings Guide (12 months) 
    Buy   Hold   Sell 
Large Caps (>US$1bn)   >15%   5-15%   <5% 
Mid/Small Caps (<US$1bn)  >25%   5-25%   <5% 
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of the Anand Rathi Financial Services Ltd. ARSSBL is a corporate trading and clearing member of Bombay Stock Exchange Ltd, National Stock Exchange of India 
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readers.  No action is solicited based upon the information provided herein. Recipients of this Report should rely on information/data arising out of their own 
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advisers regarding taxation aspects of any potential investment. 
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company (ies) these and other activities of ARSSBL and its associates or employees may not be construed as potential conflict of interest with respect to any recommendation 
and related information and opinions. Without limiting any of the foregoing, in no event shall ARSSBL and its associates or employees or any third party involved in, or related 
to computing or compiling the information have any liability for any damages of any kind. 

Details of Associates of ARSSBL and Brief History of Disciplinary action by regulatory authorities & its associates are available on our website i.e. www.rathionline.com 

Disclaimers in respect of jurisdiction: 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 ARSSBL to 
any registration or licensing requirement within such jurisdiction(s). No action has been or will be taken by ARSSBL in any jurisdiction (other than India), where any action for 
such purpose(s) is required. Accordingly, this Report shall not be possessed, circulated and/or distributed in any such country or jurisdiction unless such action is in compliance 
with all applicable laws and regulations of such country or jurisdiction. ARSSBL requires such recipient to inform himself about and to observe any restrictions at his own 
expense, without any liability to ARSSBL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the Courts in India.  

Statements on ownership and material conflicts of interest, compensation - ARSSBL and Associates 

Answers to the Best of the knowledge and belief of ARSSBL/ its Associates/ Research Analyst who is preparing this report 

Research analyst or research entity or his associate or his relative has any financial interest in the subject company and the nature of such financial interest. No 

ARSSBL/its Associates/ Research Analyst/ his Relative have actual/beneficial ownership of one per cent or more securities of the subject company, at the end of 
the month immediately preceding the date of publication of the research report? 

No 

ARSSBL/its Associates/ Research Analyst/ his Relative have actual/beneficial ownership of one per cent or more securities of the subject company No 

ARSSBL/its Associates/ Research Analyst/ his Relative have any other material conflict of interest at the time of publication of the research report? No 

ARSSBL/its Associates/ Research Analyst/ his Relative have received any compensation from the subject company in the past twelve months No 

ARSSBL/its Associates/ Research Analyst/ his Relative have managed or co-managed public offering of securities for the subject company in the past twelve 
months 

No 

ARSSBL/its Associates/ Research Analyst/ his Relative have received any compensation for investment banking or merchant banking or brokerage services from 
the subject company in the past twelve months 

No 

ARSSBL/its Associates/ Research Analyst/ his Relative have 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 

ARSSBL/its Associates/ Research Analyst/ his Relative have received any compensation or other benefits from the subject company or third party in connection 
with the research report 

No 

ARSSBL/its Associates/ Research Analyst/ his Relative have served as an officer, director or employee of the subject company. No 

ARSSBL/its Associates/ Research Analyst/ his Relative has been engaged in market making activity for the subject company. No 

 
Other Disclosures pertaining to distribution of research in the United States of America 

This research report is a product of ARSSBL, which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the 
research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject 
to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or 
regulations regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst account. 

This report is intended for distribution by ARSSBL only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the 
Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major 
Institutional Investor as specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or 
transmitted onward to any U.S. person, which is not the Major Institutional Investor.  

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with 
Major Institutional Investors, ARSSBL has entered into an agreement with a U.S. registered broker-dealer Marco Polo Securities Inc. Transactions in securities discussed in 
this research report should be effected through Marco Polo Securities Inc. 

1. ARSSBL or its Affiliates may or may not have been beneficial owners of the securities mentioned in this report. 

2. ARSSBL or its affiliates may have or not managed or co-managed a public offering of the securities mentioned in the report in the past 12 months. 

3. ARSSBL or its affiliates may have or not received compensation for investment banking services from the issuer of these securities in the past 12 months and do not expect 
to receive compensation for investment banking services from the issuer of these securities within the next three months. 

4. However, one or more of ARSSBL or its Affiliates may, from time to time, have a long or short position in any of the securities mentioned herein and may buy or sell those 
securities or options thereon, either on their own account or on behalf of their clients. 

5. As of the publication of this report, ARSSBL does not make a market in the subject securities. 

6. ARSSBL or its Affiliates may or may not, to the extent permitted by law, act upon or use the above material or the conclusions stated above, or the research or analysis on 
which they are based before the material is published to recipients and from time to time, provide investment banking, investment management or other services for or solicit to 
seek to obtain investment banking, or other securities business from, any entity referred to in this report. 

© 2022. This report is strictly confidential and is being furnished to you solely for your information. All material presented in this report, unless specifically indicated otherwise, 
is under copyright to ARSSBL. None of the material, its content, or any copy of such material or content, may be altered in any way, transmitted, copied or reproduced (in whole 
or in part) or redistributed in any form to any other party, without the prior express written permission of ARSSBL. All trademarks, service marks and logos used in this report 
are trademarks or service marks or registered trademarks or service marks of ARSSBL or its affiliates, unless specifically mentioned otherwise.  

Additional information on recommended securities/instruments is available on request. 

ARSSBL registered address: Express Zone, A Wing, 9th Floor, Western Express Highway, Diagonally Opposite Oberoi Mall, Malad (E), Mumbai – 400097. 
Tel No: +91 22 6281 7000 | Fax No: +91 22 4001 3770 | CIN: U67120MH1991PLC064106. 

 


