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STOCK INFO. BLOOMBERG 1 Janual’y 2013 Buy
BSE Sensex:19,426 KVB@IN
S&P CNX:5,905 Ei‘;LE';ZCODE Initiating Coverage 3560
) Zcrores)  We recommend to BUY Karur Vyasa Bank (KVB) with a 12month
Y/E MARCH FY11 FY12 FY13E price target of 725, valuing it at 2.25x P/ABV multiple on FY14
NIl (ZCr.) 767 917 1,157  estimated book.
OP (R Cr) 601 726 917 INVESTMENT ARGUMENTS:
NP (ZCr.) 416 502 601
Reasonable Presence:
EPS (%) 44 47 56 ) )
Karur Vyasa Bank (KVB) is a 96 years old private bank headquartered
EPS Growth (%) (29) 6 20 _ !
at Karur, Tamil Nadu with a network of 514 branches and 1400 ATMs
BV/Share (%) 224 253 289 _ ) ] )
P/E () 3 T 10 with business size of ¥58,000crs. Tamil Nadu/AP/Maharashtra has
P/BV () > 55 19 45%/17%/13% of its branch network. KVB's 58% of the branches
g : : are located in rural and semi-urban areas. Corporate advances/
ABV/Share (%) 222 245 280 _ _ )
Commercial/Agriculture contribute 42%/ 34%/15% of total loan
P/ABV (x) 2.5 2.3 2.0
book.
RoE (%) 22 21 21
ROA (%) 1.7 1.6 15 Robust business growth:
Div yld (%) 3.0 38 3.0 KVB's loan book grew at 35% during FY12. KVB's deposit and loan
book grew at CAGR of 28% during the last 5 years ending FY12 v/s
STOCK DATA 18% and 19% respectively for the industry. We expect the bank to
52-W High/Low Range (%) 565/340 deliver NIl & PAT CAGR of 22% and 19% respectively during FY12-
Major Shareholders (as of Sep'12) 14. Business growth is likely to remain strong for KVB as
Promoter 3.0 management has guided for increasing branches to 700 from 514
Non Promoter Corp Holding 39.0 by FY16. Asset quality is very good with restructured loans and net
Public & Others 58.0 NPA as % to loan book standing at 2.7% and 0.33% respectively.
Average Daily Turnover(6 months) Future Plans to aid profitable growth:
Volume 138,991 KVB has drawn up a road map to increase its business 2x from
Value (XCr) 6 ¥58000Cr currently to ¥125000Cr in FY16 by focussing on (a)
1/6/12 Month Rel. Performance (%) 19/18/36 Significant Improvement in CASA ratio (b) Thrust on management
1/6/12 Month Abs. Performance (%) ~ 22/33/61 of stressed portfolio along with recovery of NPAs (c) Improvement
in fee based income by launching new products (d) Increase pan
KEY FINANCIALS India branch presence.
Shares Outstanding (Cr) 10.72 Valuation and View
Market Cap. (X Cr) 6,002 KVB trades at 2x/1.7x FY13E/14E P/ABV, which is at discount of ~
Market Cap. (US5 mn) 1091 10% to other listed in Private Banks (ex-Hdfc Bank). KVB has
3 yrs NIl Growth to FY13E (%) 27% consistently maintained payout of ~30% , which results in dividend
3 yrs PAT Growth to FY13E (%) 21% yield of ~¥3%, which is the highest amongst all private sector banks.
Dividend Payout (%) 30

Maximum Buy Price :3570

We believe, discount to Private Banks will vanish owing to a very
consistent performance, high dividend yield and better than
industry growth rates. New capital raising seems to be away by
more than 18 months. We recommend BUY with 12 month target
price of I725 (P/ABV 2.25x FY14E, P/E 11x FY14E).

Rakesh Tarway (rakesh.tarway@MotilalOswal.com); Tel: +91 22 30896679
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Financials and valuation
Income Statement ® Crores)
Y/E March FY10 FY11 FY12 FY13E FY14E
Interest Income 1,758 2,218 3,270 4,407 5,314
Expect 22% NII CAGR  |nterest Expenses 1,193 1,451 2,353 3,251 3,943
Net Interest Income 565 767 917 1,157 1,371
Change (%) - - - - -
Non Interest Income 247 264 350 433 537
Net Income 812 1,031 1,267 1,589 1,908
Change (%) - - - - -
Operating Expenses 349 431 542 672 820
Pre Provision Profits 463 601 726 917 1,088
Change (%) - - - - -
Provisions (excl tax) 37 39 94 105 123
PBT 426 561 632 812 965
Tax 90 146 130 211 251
Tax Rate (%) 21 26 21 26 26
Profits for Equity SH 336 416 502 601 714
FY12-14 PAT CAGR of 19% Change (%) > o 21 2 19
Equity Dividend (Incl tax) 76 133 176 210 250
Core PPP* 463 601 726 917 1,088
Change (%) 11 30 21 26 19
*Core PPP is (NllI+non interest income-Opex)
Balance Sheet (X Crores)
Y/E MARCH FY10 FY11 FY12 FY13E FY14E
Equity Share Capital 54 94 107 107 107
Reserves & Surplus 1,566 2,020 2,601 2,992 3,456
Net Worth 1,620 2,115 2,708 3,099 3,563
Deposits 19,272 24,722 32,112 37,892 45,470
Change (%) 28 28 30 18 20
of which CASA Dep 4,535 5,755 6,152 7,259 8,711
Change (%) 37 27 7 18 20
Other Borrowings 476 530 1,973 2,821 4,005
Total Borrowings 19,748 25,252 34,084 40,712 49,475
Total Liabilities 21,368 27,366 36,792 43,811 53,039
Balance with RBI 1,235 1,774 2,035 2,404 2,888
Investments 6,602 7,732 10,506 12,356 14,783
Expect 21% loan CAGR over Loans 13,447 17,814 23,949 28,739 35,062
FY12-14  Net Fixed Assets 138 211 245 275 300
Net Current Assets (54) (165) 57 37 6
Total Assets 21,368 27,366 36,792 43,811 53,039
Asset Quality (%)
GNPA 235 228 321 385 470
Asset quality to remain NNPA : 81 14 9 % 117
GNPA Ratio 2.29 1.28 1.34 1.34 1.34
stable  \npa Ratio 0.69 0.08 0.33 0.34 0.34
PCR (calculated) 87% 94% 75% 75% 75%
E: MOSL Estimates
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Financials and valuation
Ratios
Y/E March FY10 FY11 FY12 FY13E FY14E
Spreads Analysis (%)

Higher margins led by high- ~ Avg. Yield-Earning Assets 9.8 9.7 10.8 11.6 11.6

yield loans Avg. Yield on loans 11.2 10.8 12.2 13.0 13.0

Avg. Yield on Investments 7.0 7.3 7.9 8.4 8.4
Avg. Cost of Deposits 6.8 6.4 7.9 8.7 8.7
Net Interest Margin 3.00 3.25 2.90 291 2.87

Profitability Ratios (%)

RoE 22.6 22.3 20.8 20.7 21.4
RoTA 1.78 1.71 1.56 1.49 1.48
Int. Expense/Int. Income 68 65 72 74 74
Non Int. Inc./Net Income 30 26 28 27 28

Efficiency Ratios (%)

Operating Expenses to Net Income 43 42 43 42 43
Emp. Cost / Operating Expenses a7 53 49 49 49
Provisions to NII 7 5 10 9 9

Asset-Liability Profile (%)

LoansDeposit Ratio 70 72 75 76 77
Stable CASA ratio CASA Ratio 24 23 19 19 19
Investment/Deposit Ratio 34 31 33 38 38
CAR 12,5 12.2 11.6 10.6 10.4

Valuation
Book Value R) 298 224 253 289 332
Change (%) 19 (25) 13 14 il
Price-BV (x) - - - 1.9 1.7
Adjusted BV R) 292 222 245 280 321
Price-ABV (x) - - - 2.0 1.7
Stock Trades at 1.7x FY14E EPSQR) 62 44 47 56 67
P/ABV with RoE of 21%and ~_ Change (%) 41 (29) 6 — L
L. . Price-Earnings (x) - - - 10.0 8.4
Dividend Yield of 3% Dividend Per Share (%) 12 12 14 17 20
Dividend Yield (%) - - - 3.0 3.6

E: MOSL Estimates

Karur Vysya Bank Valuation Chart Historical P/BV (TTM)
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*TTM: Trailing Twelve Months
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This report is for personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. This research report
does not constitute an offer, invitation or inducement to invest in securities or other investments and Motilal Oswal Securities Limited (hereinafter referred as MOSt)
is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely for your information and should not be reproduced
or redistributed to any other person in any form.

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information specifically
agrees to exempt MOSt or any of its affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSt or any
of its affiliates or employees responsible for any such misuse and further agrees to hold MOSt or any of its affiliates or employees free and harmless from all losses,
costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.

The information contained herein is based on publicly available data or other sources believed to be reliable. While we would endeavour to update the information herein
on reasonable basis, MOSt and/or its affiliates are under no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may
prevent MOSt and/or its affiliates from doing so. MOSt or any of its affiliates or employees shall not be in any way responsible and liable for any loss or damage that
may arise to any person from any inadvertent error in the information contained in this report . MOSt or any of its affiliates or employees do not provide, at any time,
any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness
for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This report is intended for distribution to institutional investors. Recipients who are not institutional investors should seek advice of their independent financial advisor
prior to taking any investment decision based on this report or for any necessary explanation of its contents.

MOSt and/or its affiliates and/or employees may have interests/positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.
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Analyst Certification
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Regional Disclosures (outside India):

This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject MOSt & its group companies to registration or licensing requirements within
such jurisdictions.

For U.K.

This report is intended for distribution only to persons having professional experience in matters relating to investments as described in Article 19 of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (referred to as “investment professionals"). This document must not be acted on or relied on by
persons who are not investment professionals. Any investment or investment activity to which this document relates is only available to investment professionals
and will be engaged in only with such persons.

For U.S.

MOSt is not a registered broker-dealer in the United States (U.S.) and, therefore, is not subject to U.S. rules. In reliance on the exemption from registration provided
by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the "Exchange Act") and interpretations thereof by the U.S. Securities and Exchange
Commission ("SEC") in order to conduct business with Institutional Investors based in the U.S., Motilal Oswal has entered into a chaperoning agreement with a U.S.
registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

This report is intended for distribution only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act and interpretations thereof by SEC
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