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Jehan Bhadha (+91 22 6273 8174) cheap valuations at 1.2x FY21E ABV provides decent scope for re-rating in the

Research Analyst long term. However, continued elevated stress in the Corporate and SME books
jehankersi.bhadha@nirmalbang.com combined with higher credit costs in order to shore up the PCR, should translate
Dnyanada Vaidya (+9122 6273 8186) to sub optimal ROA in FY20E. We maintain our ‘HOLD’ rating on the stock with
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H Recommendation HOLD . .
o Disappointment on all fronts; Recovery hopes move to FY21E
CMP Rs. 64
N % Advances stood at Rs. 49,182 Cr vs. Rs. 47,886 Cr in Q1FY19, a tepid growth
Target Price Rs. 88 . X X .
of 3% YoY (a 10 quarter low). Retail loans continued to maintain growth
p- S Sector Banking momentum at 32% YoY contributing 22% to the overall advances vs 17%
— Stock Details YoY. The bank chose to grow cautiously in Agri (-1% YoY), SME (flat YoY) and
: BSE Code >90003 Corporate (-9% YoY) with each contributing 17%, 34% and 28% respectively.
- NSE Code KARURVYSYA We expect loan growth of 11% CAGR over FY19-21E.
L Bloomberg Code KVBIN | o NIMs were down 39 bps QoQ and stood at 3.49% (lowest in the last 13 gtrs.)
Hm Market Cap (Rs Cr) Rs. 5,251 Q4FY19 NIM consisted of non-recurring benefit impacting NIMs by 8bps.
Free Float (%) 97.9% NIMs were also impacted due to increase in CoF by 6bps and an increase in
N 52- week H/L (Rs) 101/63 . ) . .
investment book having an impact of 6bps. Incremental reversals on Agri
Avg. vol BSE+NSE 993250
ve. volume ( ) portfolio and carrying impact of IBPC (which the bank is reducing) further
I Face Value (Rs) 2 . .
compressed NIMs by 4bps and 5bps respectively. Total income grew by 2%
Div per share (FY 19) 0.60 . . .
m YoY, non-interest income grew at a sluggish rate of 6% YoY.
Shares o/s (Crs) 79.9 ) ) )
o) : % Opex growth stood at 8% YoY. Cost/income ratio at 47.9% remained flat QoQ
LT 1IMth  3Mth 1vr
m Performance (%) but continued to be elevated on YoY basis (+270bps).
'U KVB -10% -17% -28% < PBP declined by 3% YoY to Rs. 445 Cr.
o} Sensex 5% -3% 1% @ provisions during the quarter stood at Rs. 330 Cr vs. Rs. 423 Cr in Q1FY19 and
110 Rs. 352 Cr in Q4FY19. Credit cost for the quarter eased out sequentially and
D 100 YoY from 2.9% in Q4FY19 and 3.7% in Q1FY19 to 2.6%. Credit costs are
90
Fe) 80 expected to remain elevated in FY20E as the bank targets to increase its PCR
-— 70 from the current level of 49% to 55% in coming quarters.
: 60 +————————————7—— % The bank reported Net Profit of Rs. 73 Cr vs. Rs. 46 Cr in Q1FY19 (+59% YoY)
T I I 3223322322
/)] S and Rs. 60 Cr in Q4FY19 (+21% QoQ).
m T g w Oz a0 S 0 s < s S 7
m Shareholding Pattern PP Valuation and Outlook
Promoters Holding 2.1%  sharpening focus on the Retail and SME segments while building revenue as
o Institutional (Incl. FIl) 41.8% well as profit momentum (loan/PAT CAGR of 11%/78%, respectively, over FY19-
N Public & others 56.1% 21E) and transformation into a granular and higher RoE business combined with

FY18 2,298 11% 1,777 -43% 13.8 60.6 6.1%
FY19E 2,363 3% 1,711 211 -39% 2.6 24.9 50.1 1.3 3.3%
FY20E 2,492 5% 1,842 365 73% 4.6 14.4 52.4 13 5.6%
FY21E 2,842 14% 2,164 670 84% 8.4 7.8 54.6 1.2 9.6%
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(0)]
v
@) Quarterly Results
N
> Particulars (Rs. Cr)  Q1FY18 Q2FY18 Q3FY18 Q4FY18 Q1FY19 Q2FY19 Q3FY19 Q4FY19 Q1FY20 Comments
-— Interest Earned 1384 1402 1422 1491 1443 1457 1443 1474 1493 NIMs were down 39 bps QoQ and
3 Interest Expended 846 847 861 848 859 878 862 854 909 Stood at3.49% (lowestin the last 13
Net Interest Income 539 555 562 643 584 579 581 619 584 U7 NIMswereimpacted due to
- certain non-recurring benefits that
Growth 12% 12% 9% 11% 8% 4% 3% 4% 0% accrued in the previous quarter.We
f' NIMs 3.76% 3.81% 3.76% 4.13% 3.65% 3.57% 3.60% 3.88% 3.49%  expect NIMs to inch up going ahead.
(o) Other Income 236 230 225 209 255 176 260 272 270 Non-interestincome grew by 6% YoY,
N % of total income 30%  29%  29%  25%  30%  23% 31%  31%  32% Withfeeincomes contributing to ~62%
Total Income 775 785 786 852 838 755 841 89  gs4 Of thetotalnon-interestincome.
| Growth 20%  10%  14% 5% 8%  -4% 7% 5% 2%
m Employee exp 151 155 153 179 179 173 198 212 204  C-l Ratio continues to remain elevated
L Other op exp 174 203 212 193 200 221 218 215 205 Gt47.9%ona YoYbasis(+270
(] Total op exp 325 358 365 372 379 393 416 427  4gg Dps)-However Cost-to-Assets ratio has
shown slight improvement at 2.3%
O Growth -10% 9% -12%  22% 16%  10% 14%  15% 8% (Flat YoY and -30bps QoQ)
Q. Costtoincomeratio 42.0% 45.6% 46.4% 43.7% 45.2% 52.1% 49.4% 47.9% 47.9%
D The quarterly provisioning rate
Profit before prov. 449 427 421 480 460 361 425 465 445 continued toremain high in-line with
. Provisions 233 321 325 394 423 213 400 352 330 ‘'managementguidance of Rs. 1200 Cr
provisions for FY20. It shall continue
— Growth 249% 170% 244%  81%  81%  -34%  23%  11%  22% o o i s KVB aims to
35 Credit Cost 2.28% 3.07% 3.12% 3.61% 3.75% 1.85% 3.46% 2.92% 2.72%  take the PCR to 55% by the end of
m FY20. Credit cost for the quarter eased
) Profit before tax 216 106 9% 86 37 148 25 112 115 3;’:(“’ 2.7%vs 2.9% QoQ and 3.7%
Tax 68 30 25 35 9 65 3 52 42
K Profit after tax 1480 756 715 50.6 459 837 212 600 729
o Growth 1% -40% -38% -77% -69%  11% -70%  19%  59%
AN No. of shares 60.9 609 727 727 727 799 799 799  79.9
> EPS 2.4 1.2 1.0 0.7 0.6 1.0 0.3 0.8 0.9 Retail loans exhibited a robust growth
Advances 42,401 44,237 44,836 45,973 47,886 48,140 47,766 50,616 49,182 0f 32% YoY (core growth of 27%)
L. Growth 8%  12% 17%  11% 13% 9% 7%  10% 39  contributing 22%to the overall
advances. The bank chose to grow the
- CASA Ratio 29.2% 27.6% 28.1% 29.1% 30.0% 29.5% 29.8% 29.9% 29.7%  Agri SMEand Corporate book
d CAR 11.7% 12.2% 13.9% 14.4% 14.1% 0.1% 0.1% 0.2% 16.0% cautiously, with each contributing
Slippages 323 427 713 629 785 190 888 480 474 16% 34%and 28% resp.
Slippage Ratio 3.0% 3.9% 6.4% 55% 6.6% 1.6% 7.4% 3.8% 3.9%
Gross NPA 43% 4.8% 59% 6.6% 7.4% 7.7% 8.5% 8.8% 9.2% GNPAshave inched up mainly due to
Net NPA 2.9% 3.2% 3.9% 4.2% 4.4% 4.4% 5.0% 50% 4.9% clevated slippages from the SME
PCR (Calculated) 34.0% 34.1% 36.2% 38.2% 41.4% 44.7% 43.4% 45.6% 48.5% 0
ROA 1.0% 0.5% 0.4% 0.3% 0.3% 0.5% 0.3% 0.3% 0.4%
ROE 11.7% 5.8% 4.6% 3.2% 2.9% 5.3% 1.3% 3.7% 4.5%

Source: Company data, Nirmal Bang Retail Research
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Key Conference-call highlights and our takeaways

% Asset Quality

a) Asset Quality worsened with GNPAs at 9.17% vs 8.79% in Q4FY19 and 7.44% in Q1FY19. Gross
Slippages came at Rs. 474 Cr (slippage ratio of 3.9%) vs Rs. 480 Cr in Q4FY19 (Slippage ratio of 3.8%)
and Rs. 785 Cr in Q1FY19 (slippage ratio of 6.6%).

b) The net slippages are down to Rs. 61 Cr (lowest in the last 8 quarters, due to higher recoveries)
significantly below the management’s earlier guidance of ~Rs. 220 Cr per quarter. SME slippages
remained elevated in-line with management guidance, whereas corporate portfolio showed higher

recoveries during the quarter. We forecast net slippages of Rs. 966 Cr for FY20E.

c) SME Net slippages: The larger pool of customers which were classified as stressed are now

classified as NPA and there will now be a slowing of NPA accretion.

d) The bank maintained its guidance of elevated provisions at Rs. 1200 Cr for FY20E as the bank

intends to increase the PCR from current levels of 49% to 55%.

e) Commercial Real estate: Exposure to large developers is a very small component of the portfolio
and stands at ~Rs. 2700 Cr. There is just one developer account having loan value of over Rs. 100

Cr. The CRE portfolio remains static.

f) Textile Book: Has exposure in 2 geographies — Southern India and Gujarat. The bank has deep

understanding of the textile business and does not foresee any major stress in this portfolio.

g) NBFC exposure stands at 4% of the total book. KVB is not exposed to DHFL, Reliance Home and Zee

Entertainment however the bank has exposure to McLeod Group which is classified as an NPA.
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> Operational Highlights

a) Advances stood at Rs. 49,182 Cr vs Rs. 47,886 Cr in Q1FY19, a tepid growth of 3% YoY. Retail loans
continued to maintain its growth momentum at 32% YoY (ex-IBPC growth was 27%) contributing
21% to the overall advances vs. 17% YoY. The bank chose to grow cautiously in Agri (-1% YoY), SME
(Flat YoY) and Corporate (-9% YoY) with each contributing 17%, 34% and 28% respectively.

b) Retail loans would continue the positive upward trajectory. On the SME side, substantial growth is
expected from small ticket loans. As per the management, overall growth would be in “low teens”
vs. previous guidance of “mid-teens”. We expect the loan growth to be at ~11 CAGR over FY19-

21E.

c¢) SME Book: The bank has re-aligned business in 3 parts — (A) Small business group — Less than Rs. 2
Cr ticket size (60% of the book) managed through entirely digital process (B) Business banking
process which is relationship based with a ticket size of Rs. 2-15 Cr and (C) Emerging Corporates
with ticket size of >Rs. 15 Cr where Institution and corporate RMs handle this segment. Focus is to

grow small ticket volumes.

d) Deposit growth was considerable and the bank raised time deposits (retail) with a view to stay
liquid in times of tight liquidity. Deposits grew 7% YoY and stood at Rs. 61,711 Cr vs Rs. 57,554 Cr in
Q1FY19. This quarter, Avg. CA growth was 9% YoY and Avg. SA growth was 10% YoY with CASA ratio
of 30% (flat YoY).

e) NIMs were down 39 bps QoQ and stood at 3.49% (lowest in the last 13 qtrs.) as deposits increased
by Rs. 4,000 Cr. Q4FY19 NIM consisted on non-recurring benefit impacting NIMs by 8bps. NIMs
were also impacted due to increase in CoF by 6bps, increase in investment book impact of 6bps.
Incremental reversals on Agri portfolio and carrying impact of IBPC (which the bank is reducing)

further compressed NIMs by 4bps and 5bps respectively.
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@ Valuation & View
% Despite KVBs stellar performance in its core segment of Retail & SME histoically, its decision to aggressively grow the
_> corporate book over FY07-12 and the subsequent stress due to defaults landed the bank in trouble. Since FY14, KVB has
: shifted its focus back towards Retail & SME.
-
% The new CEO & MD, Mr. Seshadri’s extensive experience & expertise in Retail & SME shall aid KVB in improving efficiency
L
Fe) and accelerate the pace of retailization of its loan book.
N % The credit cost is expected to remain elevated in FY20E at 2.4%. Although our long term thesis remains intact for KVB, any
I meaningful improvement in the bank’s return ratios can only be expected from FY21E onwards.
m % Sharpening focus on the Retail and SME segments while building revenue as well as profit momentum (loan/PAT CAGR of
) 11%/78%, respectively, over FY19-21E) and transformation into a granular and higher RoE business combined with cheap
m valuations at 1.2x FY21E ABV provides decent scope for re-rating in the long term. However, continued elevated stress in
v the Corporate and SME books combined with higher credit costs in order to shore up the PCR, should translate to sub
Q optimal ROA in FY20E. We maintain our ‘HOLD’ rating on the stock with a price target of Rs. 88, based on 1.6x FY21E
D ABV (33% discount to CUB).
o
L]
: Dupont ROE
n
w FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20E FY21E
m NII 2.75% 2.61% 2.80% 3.18% 3.43% 3.57% 3.47% 3.37% 3.43%
Other Income 1.07% 1.15% 1.11% 1.26% 1.30% 1.40% 1.41% 1.46% 1.47%
o Total Income 3.82% 3.76% 3.91% 4.44% 4.73% 4.97% 4.88% 4.83% 4.90%
N Opex 1.81% 2.06% 2.11% 2.11% 2.13% 2.21% 2.37% 2.34% 2.29%
> PPP 2.01% 1.70% 1.80% 2.32% 2.60% 2.76% 2.51% 2.49% 2.61%
Provisions 0.29% 0.90% 0.92% 0.70% 1.14% 1.98% 2.04% 1.74% 1.37%
L PBT 1.72% 0.80% 0.88% 1.62% 1.46% 0.78% 0.47% 0.75% 1.23%
H Tax Rate 24% 2% -7% 38% 31% 31% 35% 35% 35%
d ROA 1.30% 0.79% 0.85% 1.01% 1.00% 0.54% 0.31% 0.49% 0.81%
Leverage 12.8 15.3 13.8 12.7 12.6 11.4 10.7 11.3 11.9
ROE 16.7% 12.1% 11.8% 12.9% 12.6% 6.1% 3.3% 5.6% 9.6%

Source: Company, NBRR
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Story in Charts

Stable Loan Book Mix Muted Advances growth
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v
@ Financials
N
P&L (Rs. Crs) FY17 FY18 FY19 FY20E FY21E
> Interest earned 5,622 5700 5816 6,289 7,132
— Interest expended 3,549 3,402 3,453 3,796 4,290
: NI 2,074 2,298 2,363 2,492 2,842
- Non interestincome 782 900 963 1,082 1,222
L Total income 2,856 3,198 3,326 3,574 4,064
L Growth 15% 12% 4% 7% 14%
m Operating expenses 1,285 1,421 1,615 1,732 1,900
N Growth 8% 11% 14% 7% 10%
Staff costs 608 639 761 850 930
| Other Op Exp 677 782 854 882 970
Profit before prov 1,571 1,777 1,711 1,842 2,164
()] Growth 21%  13% 4% 8%  17%
o Provisions 687 1,274 1,389 1,285 1,140
m Growth 85% 85% 9% -7% -11%
3 Profit before tax 884 504 322 557 1,024
Taxes 278 158 111 193 354
Q Net profit 606 346 211 365 670
D Growth 7%  -43% -39% 73% = 84%
o Key Ratios FY17 FY18 FY19 FY20E FY21E
f— Yield on Advances 11.3% 10.3% 9.8% 9.7% 9.8%
: Yield on Tot Assets 9.6% 9.1% 8.7% 8.7% 8.8%
)] Cost of Borrowings 6.5% 5.9% 5.7% 5.7% 5.7%
m Spread 4.82% 4.39% 4.05% 3.94% 4.09%
m NIM 3.70% 3.87% 3.68% 3.57% 3.63%
o Profitability Ratios FY17 FY18 FY19 FY20E FY21E
Cost/Income Ratio 45.0% 44.4% 48.6% 48.5% 46.7%
N ROE 12.0% 6.1% 3.3% 5.6% 9.6%
> ROA 1.00% 0.54% 0.31% 0.49% 0.81%
L.
H Per Share Data FY17 FY18 FY19 FY20E FY21E
EPS 9.9 4.8 2.6 4.6 8.4
d BVPS 82.6 86.2 80.4 83.7 90.6
Adjusted BVPS 65.7 60.6 50.1 52.4 54.6
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Bal. Sheet (Rs. Crs) FY17 FY18 FY19 FY20E FY21E
Equity capital 122 145 160 160 160
Reserves & surplus 4914 6,119 6,263 6,532 7,082
Net worth 5036 6,264 6,423 6,691 7,242
Deposits 53,700 56,890 59,868 68,572 76,571
(of which CASA) 14,889 16,577 17,915 20,900 23,705
Borrowings 1,696 2,382 1,565 1,765 2,015
Otherliabandprov 1,376 1,393 1,484 1,509 1,534
Total liabilities 56,772 60,665 62,917 71,846 80,120
Total liab and equity 61,808 66,929 69,340 78,537 87,362
Cash and bank bal 1,555 1,337 762 1,912 2,062
Bal. with RBI 2,790 2,960 2,935 3,293 3,600
Investments 14,857 15,803 14,882 17,422 18,880
Net Advances 40,908 44,800 48,581 53,511 60,252
Growth 5% 10% 8% 10% 13%
Other assets 1,697 2,029 2,181 2,399 2,567
Total assets 61,808 66,929 69,340 78,537 87,362

Asset Quality FY17 FY18 FY19 FY20E FY21E

GNPA 1,484 3,016 4,450 5419 6,469
GNPA ratio 3.6% 6.6% 8.8% 9.7%  10.3%
NNPA 1,033 1,863 2,420 2,505 2,874
NNPA ratio 2.5% 4.2% 5.0% 4.7% 4.8%
PCR (Calculated) 30% 38% 46% 54% 56%

Credit Cost 1.7% 2.9% 2.9% 2.4% 1.9%
CD Ratio 76.2% 78.7% 81.1% 78.0% 78.7%
CASA 27.7% 29.1% 29.9% 30.5% 31.0%
CAR 12.5% 14.4% 16.0% 155% 14.9%
Tier-1 11.9% 13.9% 14.3% 13.8% 13.2%
Valuation Ratios FY17 FY18 FY19 FY20E FY21E
P/E 6.6 13.8 24.9 14.4 7.8

P/BV 0.8 0.8 0.8 0.8 0.7

P/ABV 1.0 11 13 13 1.2

Source: Company data, NBRR
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Disclosure:

Research Reports that are published by Nirmal Bang Securities Private Limited (hereinafter referred to as “NBSPL”) are for private circulation
only. NBSPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INHO00001766. NBSPL is
also a registered Stock Broker with National Stock Exchange of India Limited , BSE Limited ,Metropolitan Stock Exchange of India Limited ,
Multi Commodity Exchange of India Limited , National Commodity and Derivative Exchange Limited and Indian Commodity Exchange Limited
in cash and Equity and Commodities derivatives segments.

NBSPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have different
or contrary views on stocks and markets.

NBSPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in securities
Market. NBSPL, its associates or analyst or his relatives do not hold any financial interest (Except Investment) in the subject company. NBSPL
or its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBSPL or its associates or Analyst or his relatives may or may not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBSPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the company
covered by Analyst during the past twelve months. NBSPL or its associates have not received any compensation or other benefits from the
company covered by Analyst or third party in connection with the research report. Analyst has not served as an officer, director or employee
of Subject Company. NBSPL / analyst has not been engaged in market making activity of the subject company.

Analyst Certification: The research analysts and authors of these reports, hereby certify that the views expressed in this research report
accurately reflects my/our personal views about the subject securities, issuers, products, sectors or industries. It is also certified that no part
of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in
this research. The analyst(s) principally responsible for the preparation of this research report Jehan Bhadha and Dnyanada Vaidya have taken
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you. NBSPL is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or
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research in any way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time.
NBSPL will not treat recipients as customers by virtue of their receiving this report. 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 NBSPL & its group companies to registration or licensing requirements within such
jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty
that it is accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the
information or opinions in it. NBSPL or any of its affiliates 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 report. NBSPL 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
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whether the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved
in securities trading. The price of securities can and does fluctuate, and an individual security may even become valueless. International
investors are reminded of the additional risks inherent in international investments, such as currency fluctuations and international stock
market or economic conditions, which may adversely affect the value of the investment. Opinions expressed are subject to change without
any notice. Neither the company nor the director or the employees of NBSPL accept any liability whatsoever for any direct, indirect,
consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it may be
noted that neither NBSPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect,
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