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Asset quality shines, growth momentum continues CMP INR: 472 Target Price INR: 570

Karur Vysya Bank (KVB) Q2FY13 operating performance was in line with our Raj Gala
estimates, it reported PAT of INR 133 crs (up 17% YoY), marginally below our +91°-22-4086 6137

raj.gala@edelweiss.in
estimates mainly due to high tax rate of 38% in current quarter. Asset quality

performance was commendable with no NPA increase. GNPA declined to 1.26% vs ig';dze;z:;:'s‘ggg
1.53% QoQ and NNPA’s declined to 0.3% vs 0.4% QoQ. No major restructuring was sandeep.bhandari@edelcap.com

seen during the quarter a remarkable achievement given the higher share of SME loan
book at 35%. NIl grew at an impressive pace of 32% led by 27% loan book growth.

Advances growth robust, NIMs expand in Q2FY13
KVB'’s advances growth remained robust in Q2FY13, expanding 27% YoY and 4% QoQ to
INR 25,670 crs. Although the growth was more broad-based across segments, traction Bloomberg: KVB:IN

was higher in commercial, retail & gold loans segments. Deposits grew by 23% YoY and

1.5% QoQ to INR 33,444 crs, led by strong growth in CASA deposits. CASA deposits s2-week range (INR): IS
improved by 2% QoQ to 22%. We are estimating an advances and deposit growth of Share in issue (Crs): 10.7
25% in FY13E. M cap (INR bn): 50
NIMs (reported) improved by 24bps to 3.06% on QoQ basis, primarily due to declined in Avg. Daily Vol. BSE/NSE :(‘000): 68
cost of deposits by ~19bps QoQ to 8.34%, while yield on advances improved by ~5bps
QoQ to 12.91%, translating into NIM expansion of 24bps to 3.06%. NIMs are expected
to bottom out given the correction in wholesale rates. Going forward, we expect net
interest margins to remain in the range of 3.0% to 3.2% for FY13E. Net interest income
grew 32% YoY to INR 285crs, led by strong advances growth of 27%.
Commendable performance on asset quality Promoters: 323
KVB'’s headline asset quality performance was commendable with no NPL increase given plls: /.84
the tough macro environment. GNPA declined to 1.26% vs 1.53% QoQ and NNPA’s Fils: 22.78
declined to 0.3% vs 0.4% QoQ. Lower slippages of 1% and strong recoveries/upgrades AU 66.15
resulted in declined in GNPA’s. No major restructuring was seen during the quarter a
remarkable achievement given the higher share of SME loan book at 35%. Restructured
assets remained comfortable at 2.7% of advances. Provisioning coverage stands
comfortable at 75%. Management has re-iterated its comfort on asset quality.
Outlook and valuation: Attractive, re-iterate “Buy”
Led by strong business traction and stable asset quality, we expect KVB to register
growth of 23% CAGR in PAT over FY12-14E. The stock is currently trading at 1.4x FY13E 150
ABYV, attractive for a strong regional franchise with RoE of 21% and RoA of 1.5%. We re-
iterate “BUY” with a revised target price of INR 570; valuing the bank at 1.7x FY14E
adjusted book value. (Upside potential of 21% + Dividend yield of 3%). 100
80
Year ToMar (INRCrs) Q2FY13 Q2FY12 YoY(%) QIFY13 QoQ (%) FY12  FY13E FY14E
NIl + Ol 286 216 32.0 254 125 1267 1606 1893 60
PPOP 194 158 23.2 203 (4.9) 726 951 1111 g 3 i o :Q § E = § 9 i
Core PAT 133 113 17.2 146 (9.0) 501 622 762 22882282873
Diluted EPS (INR) 124 106 172 136  (9.0) 468 581 712 Karur sensex
Diluted P/E (x) 10.0 8.1 6.6
P/ABV (x) 2.0 1.7 1.4
ROAE (%) 20.8 21.2 22.3
Gross NPA (%) 1.3 1.5 1.3
Net NPA (%) 0.3 0.4 0.3

Date: 1st November, 2012
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Q2FY13 Result  other highlights:
Highlights e CAR at 14%, Tier-l capital at 12.7%. The bank is well capitalized for medium-term growth.

e Cost to Income ratio inched up to 47.6% vs 43.4% QoQ mainly due to increase in operating
expenses by 13%QoQ due to opening of 21 branches during the quarter.

e Opened 21 branches in Q1FY13 taking the total branch count to 475.

INR (Crs.) Q2FY13A Q2FY12 Growth (%) Q1FY13 Growth (%)
Interest Income 1039 772 34.5 1006 3.3
Interest Expended 753 556 355 752 0.2
Net Interest Income 286 216 32.0 254 12.5
Other Income 85 75 13.8 104 -18.5
Net Total Income 371 291 27.3 358 3.5
Employee Expenses 82 60 36.4 75 10.0
Operating Expenses 94 73 28.7 81 16.6
Total Expenses 177 134 32.2 156 13.4
Pre Provision Profits 194 157 23.2 203 -4.1
Provisions & Contingencies -21 13 -255.1 -10.0 106.5
Profit Before Tax 215 144 48.9 213 1.1
Provision for Tax 82 31 164.4 67 23.2
Adjusted Net Profit After Tax 133 113 17.2 146 -9.0
EPS (INR) 12 11 17.2 14 -9.0
No. of Shares (Crs.) 10.7 10.7 10.7

Face Value (INR) 10.0 10.0 10

Net Interest Margin(%) (Reported) 3.06 341 2.82

Capital Adequacy Ratio (Basel Il) 14 14 15

Tier | Capital 12.7 12.8 135

Asset quality

Gross Non Performing Assets 322.7 298.2 8.2 376.9 -14.4
(%) Gross Non Performing Assets 1.26 1.48 1.53

Net Non Performing Assets 80.2 58.2 37.7 92.3 -13.1
(%) Net Non Performing Assets 0.32 0.29 0.38

Provision Coverage Ratio(%) 75.2 80.5 75.5

Balance sheet (INR crore)

Total Advances 25670 20216 27.0 24619 4.3
Total Deposits 33444 27121 23.3 32952 1.5
CASA % 22% 22% 20.4%
Credit-Deposit Ratio 76.8 74.5 75

Source: Company, Edelweiss research.
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Business Overview:

Incorporated in 1916, KVB is a private sector bank headquartered in Tamil Nadu. It is one of the oldest
banks in India and among very few banks that has remained profitable throughout its operating
history. KVB is a leading bank in South India with widespread presence across Tamil Nadu, Andhra
Pradesh and Karnataka. The bank’s staff strength is ~5400, with 451 branches and 825 ATMs across
India and all its branches are covered under Core Banking Solutions (CBS). Branches in the South
region account for 81% of its network and 69% of total business.

The bank plans to increase its number of branches to 800 over the next four years. In FY13E, the bank
plans to grow its advances and deposits by 25%. KVB’s balance sheet size was ~*INR376 bn in FY12
with market cap of INR 44 bn.

Investment Theme:

Robust business growth to continue: We expect KVB’s advances to grow at a CAGR of 25% over FY12-
14 (FY02-FY12 CAGR of 26%), driven by continued thrust on short-term working capital loans and gold
loans.

Liability franchise to improve: High deposit growth trajectory of 25% plus likely over FY11-13E on the
back of branch network expansion and product innovation.

Healthy asset quality, provision coverage in line with RBI norms, limited restructuring and strong
operating efficiency.

Attractive valuations, one of the best return ratios and asset quality in the industry.

Key Risks:

Higher than expected delinquencies

Economic downturn may result in deterioration in asset quality and adversely affect profitability of
the bank. We have built in higher delinquencies for KVB in our projections. Moreover, higher than
expected slippages on restructured assets can risk asset quality.

Slowdown in economy

Future profitability and revenue growth of Indian banks depends on the country’s macroeconomic
factors. Hence, any slowdown in growth rate of the Indian economy or any major change in economic
factors may alter our recommendations.
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Financials
Income Statement (INR Cr) FY10 FY11 FY12 FY13E FY14E
Interest Income 1758 2218 3270 3950 4650
Interest Expenses 1193 1451 2353 2729 3181
Net Interest Income 565 767 917 1221 1469
Other Income 247 264 350 385 424
Net Total Income 812 1031 1267 1606 1893
Provision for Employees 163 230 264 317 381
Operating Expenses 85 107 134 166 206
Depreciation 23 30 38 46 51
Other Expenses 78 64 105 125 144
Total expenses 349 431 542 655 782
Pre Provision Profits 463 601 726 951 1111
Provisions and Contingencies 37 39 94 131 108
Net Profit Before Tax 426 561 631 819 1003
Provision for Tax 90 146 130 197 241
Fringe Benefit Tax 0 0 0 0 0
Net Profit After Tax 336 415 501 622 762
EPS (INR) 31.5 38.8 46.8 58.1 71.2
Operating Ratio's (%) FY10 FY11 FY12 FY13E FY14E
Other Income /Total Income 12.3 10.6 9.7 8.9 8.4
Interest Expen / Interest Earned 67.9 65.4 72.0 69.1 68.4
Yield on Funds 9.0 8.8 9.9 9.3 8.9
Yield on Advances 11.2 10.8 12.2 11.5 10.8
Yield on Investments 7.0 7.3 7.9 7.2 7.2
Cost of Funds 6.1 5.8 7.1 6.4 6.1
Cost of Deposits 6.8 6.4 8.1 7.5 7.0
Interest Spread 2.5 2.7 2.3 2.6 2.6
Net Interest Margins (Calc) 3.17 3.35 3.05 3.16 3.08
Return on Average Equity 22.6 22.2 20.8 21.2 22.3
Return on Assets 1.7 1.7 1.5 1.5 1.5
Cost to Income 42.9 41.8 42.7 40.8 41.3
Operating Expen / Assets 1.6 1.5 1.4 1.4 1.4
Tax Rate (%) 21 26 21 24 24
Growth Metrics (%) FY10 FY11 FY12 FY13E FY14E
Net Interest Income 37.6 35.8 19.6 331 20.4
Total Expenses 35.3 23.5 25.8 21.0 19.4
Pre Provision Profits 10.7 29.7 20.8 31.0 16.9
Provisions and Contingencies -57.2 5.2 140.1 39.3 0.0
Net Profit After Tax 42.4 23.7 20.7 24.2 225
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Balance Sheet (INR Cr) FY10 FY11 FY12 FY13E FY14E
Sources of Funds

Share Capital 54 94 107 107 107
Total Reserves 1566 2020 2601 3049 3588
Networth 1620 2115 2708 3156 3695
Deposits 19272 24722 32112 40139 50174
Borrowings 476 530 1973 2663 2530
Other Liabilities & Provisions 575 868 853 1099 1246
Total Liabilities 21943 28235 37646 47057 57645
Application of Funds

Cash & Balances with RBI 1198 1680 1921 2588 2882
Balances with Banks & money at Call 37 95 115 126 126
Net Investments 6602 7732 10506 12705 14988
Advances 13447 17814 23949 29936 37421
Fixed Assets 138 211 245 294 323
Other Assets 521 703 910 1407 1905
Total Assets 21943 28235 37646 47057 57645
Balance Sheet Ratio FY10 FY11 FY12 FY13E FY14E
Credit-Deposit (%) 69.8 72.1 74.6 74.6 74.6
Credit Growth (%) 29.2 32.5 34.4 25.0 25.0
Deposit Growth (%) 27.6 28.3 29.9 25.0 25.0
Gross NPA (%) 1.8 13 1.3 1.5 1.3
Net NPA (%) 0.2 0.1 0.3 0.4 0.3
Provision Coverage (%) 86.9 93.9 75.5 72.8 77.6
CASA Ratio (%) 23.5 233 19.2 19.9 19.9
Capital Adequacy (%) (Basel 2) 14.5 14.4 14.3 12.7 11.8
Valuation Metrics FY10 FY11 FY12 FY13E FY14E
Price To Earnings (P/E) 14.9 121 10.0 8.1 6.6
Diluted EPS (INR) 315 38.8 46.8 58.1 71.2
EPS Growth (%) 42.4 23.1 20.7 24.2 22.5
No. of Shares in Crs 10.7 10.7 10.7 10.7 10.7
DPS (INR) 12.0 12.0 14.0 13.9 17.8
Dividend Payout (%) 38.1 31.0 29.9 24.0 25.0
Dividend Yield (%) 2.6 2.6 3.0 3.0 3.8
Book Value (INR) 151.9 197.4 252.9 294.7 345.0
Price to Book Value 3.1 2.4 1.9 1.6 1.4
Adjusted Book Value (INR) 143.9 187.3 235.5 273.5 335.0
Price to Adjusted Book Value 33 2.5 2.0 1.7 1.4

_



Disclaimer 6:: Edelweiss

Ideas create, values protect

Edelweiss Securities Limited, Edelweiss House, off C.S.T. Road, Kalina,
Mumbai — 400 098. Board: (91-22) 40094606,

o . Head — Business o
Nitin Jain . o . nitin.jain@edelcap.com +91 (22) 4088 5618
Capital Markets (Individual Clients)

Vinay Khattar Head — Research vinay.khattar@edelcap.com +91 (22) 4088 6023

Broking services offered by Edelweiss Broking Limited under SEBI Registration No. INB/INF/INE231311631 (NSE) and INB011311637 (BSE); Corporate Office:
Edelweiss House, Off CST road, Kalina, Mumbai - 400098; Tel. : (022) 4009 4400; Compliance Officer: Mr. T.V. Rangaswami Tel. (022) 40885757/40886278, Email ID
complianceofficer.ebl@edelcap.com

This document has been prepared by Edelweiss Securities Limited (Edelweiss). Edelweiss, its holding company and associate companies are a full service,
integrated investment banking, portfolio management and brokerage group. Our research analysts and sales persons provide important input into our investment
banking activities. This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of
any transaction. Specifically, this document does not constitute an offer to or solicitation from 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. The information contained herein is from publicly available data or other sources believed to be
reliable, but we do not represent that it is accurate or complete and it should not be relied on as such. Edelweiss or any of its affiliates/ group companies 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 report. This
document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. The user assumes the
entire risk of any use made of this information. Each recipient of this document should make such investigation as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult his own
advisors to determine the merits and risks of such investment. The investment discussed or views expressed may not be suitable for all investors. We and our
affiliates, group companies, officers, directors, and employees may: (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of
company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as advisor
or lender/borrower to such company (ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions.
This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or redistributed or
passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. 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 Edelweiss and affiliates/ group companies to any
registration or licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in
whose possession this document comes, should inform themselves about and observe, any such restrictions. The information given in this document is as of the
date of this report and there can be no assurance that future results or events will be consistent with this information. This information is subject to change
without any prior notice. Edelweiss reserves the right to make modifications and alterations to this statement as may be required from time to time. However,
Edelweiss is under no obligation to update or keep the information current. Nevertheless, Edelweiss is committed to providing independent and transparent
recommendation to its client and would be happy to provide any information in response to specific client queries. Neither Edelweiss nor any of its affiliates, group
companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue
or lost profits that may arise from or in connection with the use of the information. Past performance is not necessarily a guide to future performance. The
disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and should not be treated as endorsement of
the views expressed in the report. Edelweiss Securities Limited generally prohibits its analysts, persons reporting to analysts and their dependents from
maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. The analyst 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. Please note that Mutual Fund
Investments are subject to market risks, read the offer document carefully of the respective schemes before investing for full understanding and detail. Kindly read
the Risk Disclosure Documents carefully before investing in Equity Shares, Derivatives, Commodities or other instruments. The information provided in these
reports remains, unless otherwise stated, the copyright of Edelweiss. All layout, design, original artwork, concepts and other Intellectual Properties, remains the
property and copyright Edelweiss and may not be used in any form or for any purpose whatsoever by any party without the express written permission of the
copyright holders.
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