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          WAY2WEALTH Securities Pvt. Ltd., 002, Ra
Karnataka Bank reported good results for the quarter. Business growth
remained decent, with advances and deposits growing by 20% and 11%,
respectively. Net interest income moved up smartly, by 8.7%. However, on
account of a rise in cost of funds, the Bank continued to witness pressure on
the NIM, down 9 bps QoQ.  Operating profits were up 13.4% YoY; however,
a write-back in excess provisions, taken in the previous quarter, helped the
net profit going up 42.6%, to Rs 59.6 crores from Rs 41.8 crores.  
 
Subdued NII growth due to rise in interest cost: The interest income went up
by 23%, to Rs 295 crores, on the back of a 32.5% rise in interest on
advances, to Rs 118.6 crores, and a 10% growth in interest on investments,
to Rs 101 crores. The strong growth in interest on advances was backed by
a 20% loan growth and 50 bps YoY-improvement in yield on advances, to
9.11%. However, the interest expenses during the quarter went up by 25%,
to Rs 205 crores from Rs 164 crores, resulting in NII growth of 18.7%, to Rs
90.6 crores from Rs 76.4 crores.  
 
NIM continues to be under pressure: The Bank’s yield on advances
improved by 50 bps YoY, to 9.11% from 8.61%. However, on the flip side,
the cost of deposits went up by 41 bps YoY and 16 bps QoQ, to 6.11%, and
the yield on investments came down by 37 bps, to 7.57% from 7.94%. This
downward repricing of yield on investments, together with rise in cost of
deposits, resulted in a 9 bps decline in net interest margins, from 2.56% to
2.47%. Around 65% of Karnataka Bank’s loans are advanced at the SUB
PLR rates and, the hike in PLR rates, which the Bank had initiated during
the quarter, is likely to result in further improvement in its yield on advances
as the loans get repriced at better rates. Further, the Bank is now
concentrating more on mobilising the low cost deposit, which would enable it
in controlling the cost of deposits and backed by this strategy, the Bank is
planning to improve its NIM to 2.75%, by FY07 end.  
 
Modest business growth: The Bank witnessed decent business growth for
the quarter. Advances grew 20% YoY, to Rs 8,100 crores from Rs 6,737
crores, while deposits were up by 11%, to Rs 12,671 crores from Rs 11,402
crores. The low cost current and savings deposits however had a higher
growth and now accounted for 23% of the total deposits compared to 20% a
year ago. Bulk deposits accounted for ~15% of the total deposits. The loan
book is also well diversified across segments, with retail accounting for 35%
and SMEs accounting for 23% of the total loans. Agriculture loans and
exports credit from 11% each of the loan book. The credit deposits ratio has
improved, to 63.9% from 59.1%, in the same period last year and 58.8% in
FY06.  
 
Lower provisions added to the rise in net profits: Staff costs were up 11%
while other operating costs were up 23% and despite this, the operating
profits were up by 13.4%, to Rs 74 crores. During Q1FY07 the Bank had
taken additional provisions on account of investment depreciation and since
the same was not required any more, the Bank wrote back Rs 16.3 crores
during the quarter under consideration and hence, the PBT was up 45.5%,
to Rs 90.4 crores, while PAT was up 42.6%, to Rs 59.6 crores.  
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Financials 
 

In Rs crores Q2FY07 Q2FY06 Chg (%) H1FY07 H1FY06 Chg (%) FY06 

Interest income 295.31 240.08 23.0 581.01 480.7 20.9 1018.0 

Interest expense 204.67 163.72 25.0 395.1 313.59 26.0 652.1 

Net Interest Income 90.6 76.4 18.7 185.9 167.1 11.2 366.0 

Other Income 48.7 45.2 7.8 93.6 92.9 0.7 166.8 

Operating Profit 74.1 65.3 13.4 162.2 153.3 5.8 328.3 

Provisions and contingencies -16.3 3.2 -610.0 16.8 26.2 -35.8 59.2 

PBT 90.4 62.1 45.5 145.4 127.1 14.4 269.1 

Taxes 30.8 20.3 51.7 49.1 43.6 12.6 93.1 

PAT 59.6 41.8 42.6 96.3 83.5 15.4 176.0 

EPS (Rs.)  4.9 3.4 42.6 7.9 6.9 15.4 14.5 

Advances 8100.0 6737.0 20.2 8100.0 6737.0 20.2 7791.6 

Deposit  12671.0 11402.0 11.1 12671.0 11402.0 11.1 13243.2 

CAR (%) 11.3 13.5   11.3 13.5   11.8 

NIM (%) 2.47 2.62       

Yield on advances (%) 9.11 8.61           

Yield on investments (%) 7.57 7.94           

Cost of deposits (%) 6.11 5.70           
 

Valuation and Conclusion 
 
Karnataka Bank reported good results for the quarter, on the back of decent business growth. The Bank’s yield on 
advances reported improvement during Q2 and is expected to see further improvement in the quarters to come, as 
the PLR hikes initiated during the quarters would have full impact from Q3 onwards. Karnataka Bank is well 
advanced, in terms of technology, and 337 out of its 401 branches, accounting for 96% of the business, have been 
brought under core banking. In order to strengthen its presence further, the Bank is planning to add another 14 
branches, mainly in the eastern region, by FY07. The Bank also intends to increase the number of ATMs to 125, 
from the current 84, which would help in accelerating business growth. The Bank is also well capitalised, with a 
CAR of 12.25%, to meet the current business growth. However, the investment book of the Bank is still largely 
exposed to mark-to-market hit, with 45% of the total investment in the AFS category, with average duration of 3.75 
years and hence, the Bank may have to take hit if the bench mark yield moves up. At the CMP of Rs 112, the stock 
is trading at 6.5x its FY07 (E) EPS of Rs 17.3 and 1.1x and 1.2x its FY07 (E) BV and Adj BV of Rs 106 and Rs 98, 
respectively. On account of NIM pressure, the stock would remain range bound in the short to medium term; 
however, long-term term investors can continue to hold the stock. 
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Disclaimer, Disclosure and Copyright Notice 
 
The contents of this material are general and are neither comprehensive nor appropriate for every individual and are 
solely for the informational purposes of the readers.  
 
This material does not take into account the specific investment objectives, financial situation or needs of an 
individual/s or a Corporate/s or any entity/s. A qualified professional should be consulted before making an 
investment decisions or acting on any information contained in this material.  
 
All investments involve risk and past performance does not guarantee future results. Investigate before you invest. 
You are strongly cautioned to verify any information before using it for any personal or business purpose. 
 
Way2wealth Brokers (P) Limited (herein after called Way2Wealth) does not guarantee the accuracy, quality or 
completeness of any information. Much of the information is relevant only in India. Way2wealth makes no warranties, 
either express or implied, including, but not limited to warranties of suitability, fitness for a particular purpose, 
accuracy, timeliness, completeness or non-infringement.  
 
In no event shall Way2Wealth be liable for any damages of any kind, including, but not limited to, indirect, special, 
incidental, consequential, punitive, lost profits, or lost opportunity, whether or not Way2Wealth has been advised of 
the possibility of such damages.  
 
This material contains statements that are forward-looking; such statements are based upon the current beliefs and 
expectations and are subject to significant risks and uncertainties. Actual results may differ from those set forth in the 
forward-looking statements. 
 
These uncertainties include but are not limited to: the risk of adverse movements or volatility in the securities 
markets or in interest or foreign exchange rates or indices; adverse impact from an economic slowdown; downturn in 
domestic or foreign securities and trading conditions or markets; increased competition; unfavorable political and 
diplomatic developments; change in the governmental or regulatory policies; failure of a corporate event and such 
others. 
 
This is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate 
in any particular trading strategy. No part of this material may be copied or duplicated in any form by any means or 
redistributed without the written consent of Way2Wealth. In no event shall any reader publish, retransmit, redistribute 
or otherwise reproduce any information provided by Way2Wealth in any format to anyone. Way2Wealth and its 
affiliates, officers, directors and employees including persons involved in the preparation or issuance of this report 
may from time to time have interest in securities thereof, of companies mentioned herein. 
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