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Karnataka Bank Limited, established in 1924, has grown into a dynamic
institution offering a comprehensive range of banking and financial services.
The bank's operations encompass retail and corporate banking, para-
banking activities, treasury services, and foreign exchange business. Its
unwavering commitment to excellence is reflected in a strong financial
foundation and strategic vision. It has emerged as a beacon of stability,
growth, and strategic acumen in the banking landscape. Its prudent
financial management, diversified revenue streams, extensive branch
network, and forward-looking initiatives position it as an attractive prospect
forinvestors seeking a reliable and promising investment avenue

Extensive Branch Network: Catalyzing Regional and National Growth:
Karnataka Bank's expansive footprint includes 877 branches and 1448
ATMs/Cash Recyclers across 22 states and 2 union territories. A strategic
concentration of 79% of branches in South India, with 556 branches in
Karnataka, positions the bank to tap into diverse markets, fostering regional
and national economic development. alliances in the insurance sector,
exemplified by partnerships with PNB Metlife, Life Insurance Corporation,
and Bharti AXA Life Insurance, generating approximately ¥37 crores in fee
income during FY22. These collaborations reflect the bank's adept entry into
the life insurance market. Concurrently, in nurturing a diverse loan portfolio
for sustainable growth, Karnataka Bank allocates 48% to retail advances,
showcasing a dedicated commitment to meeting individual customers'
financial needs. The remaining 52% is dedicated to corporate advances,
engaging with entities across sectors ensuring resilience amid economic
fluctuations. This strategic approach underscores the bank's ability to
navigate varied financial landscapes while maintaining a customer-centric
focus.

Strategic Alliances in Insurance: Enhancing Revenue Streams: The Bank
entered the insurance sector with impactful collaborations. In the life
insurance domain, partnerships with PNB Metlife, Life Insurance
Corporation, and Bharti AXA Life Insurance have yielded a substantial fee
income of approximately ¥37 crores in FY22, underscoring the bank's
successful foray into this critical sector. Simultaneously, in the realm of
general insurance, the bank has entered ventures with Universal Sompo
General Insurance Co Ltd and Bajaj Allianz General Insurance Company
Limited. These alliances empower Karnataka Bank to offer a comprehensive
suite of health and non-life insurance products, contributing significantly to
awell-rounded and diversified revenue stream.

Revenue Mix: Diversification for Sustainable Growth:
Corporate/Wholesale Banking contributes approximately 35% to the
revenue mix. Retail Banking contributes 41%. Karnataka Bank showcases its
prowess in serving corporate clients, attesting to its strong position in the
business sector. A significant player in retail banking, catering to the diverse
financial needs of individual customers. Accounting for 18% of the revenue
mix Treasury Operations exhibiting adept management of financial
instruments and market opportunities, contributing to overall revenue
stability.
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Q2 FY 24 Result Update

Q2 FY24 Q1 FY2u Q2 FY23 QO0Q YOY
Interest Income | 1204 1LY 968 5.24% 24.38%
NIl 153 126 331 21.43% -563.78%
Operating Profit| 402 450 592 -10.67% -32.09%
Net Profit 330 371 411 -11.05% -19.71%
EPS 10.56 11.87 13.22 -11.04% -20.12%

Result Highlights

Karnataka Bank demonstrated a robust financial performance with a notable year-on-year increase across key financial
indicators. Interest Income witnessed a significant growth of 24.38%, reaching Rs 1204 Cr, compared to Rs 968 Cr in Q2
FY23. Despite a QoQ increase of 5.24%, Net Interest Income (NII) reported a considerable YoY decline of 53.78%, standing at
Rs 153 Cr. The Operating Profit for Q2 FY24 was Rs 402 Cr, reflecting a negative growth of 10.67% QoQ and 32.09% YoY and
Net Profit saw a QoQ decrease of -11.05%, amounting to Rs 330 Cr, and a YoY decline of -19.71%.

The financial results for Q2 FY2k4 reveal Karnataka Bank's resilience amid market dynamics, showcasing a strong YoY growth
in interest income and operating profit. However, the decline in NIl and net profit on a YoY basis suggests challenges that the
bank navigated in the prevailing economic conditions. The reduction in EPS further indicates a cautious approach towards
earnings growth. It is noteworthy that the bank's performance in the current quarter should be interpreted in the context of
both the preceding quarter and the same period last year, providing a comprehensive perspective on its financial trajectory.

Strategic Embrace of Digital Transformation: Karnataka Bank has strategically positioned itself for the future by
embracing digital transformation. The adoption of EBLR plus margins for various products and the ongoing repricing based
on market conditions reflect the bank's commitment to staying competitive in the digital landscape. The emphasis on
dynamic asset repricing and the digital shift not only ensures competitiveness but also highlights the bank's proactive
approach in adapting to evolving industry trends.

Sales Organization Transformation: A significant shift has been witnessed in Karnataka Bank's organizational structure,
transitioning into a sales organization with 250 sales officers and 400 feet-on-street personnel. This move underscores the
bank's commitment to driving growth, particularly in the CASA and retail assets segments. The emphasis on expanding the
sales force demonstrates a strategic alignment with the goal of enhancing customer acquisition and broadening the retail
customer base.

Focus on Portfolio Health and Risk Management: Karnataka Bank's commitment to portfolio health is evident in the net
reduction of over 7 basis points on net NPA, despite an increase in gross advances. The bank's strategic move from collateral-
based to cash flow-based lending on the retail side, incorporating credit scoring mechanisms, showcases a nuanced
approach to risk management. The maintenance of a robust Provision Coverage Ratio (PCR) at around 83% further
highlights the bank's proactive stance in ensuring the health of its loan portfolio.

Comprehensive National Footprint and Growth Ambitions: While the bank has a substantial presence in Karnataka and
neighboring states, the confirmation of a national footprint with operations in 22 states and 2 Union Territories indicates
ambitious growth plans. Although there are no explicit plans for pan-India expansion mentioned, the bank's geographical
presence and focus on national partnerships underline its ambition to be a significant player on the national stage. This
strategic vision aligns with the broader trend of regional banks aspiring for a more extensive and diverse market presence.
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Highlights

Asset Repricing and Digital Transformation: The bank's adoption of EBLR plus margins for various products
underscores its commitment to a dynamic asset repricing strategy, responding to market conditions for heightened
competitiveness. The emphasis on dynamic asset repricing is a strategic move in response to the ongoing digital shift,
ensuring adaptability to evolving market dynamics. Deposit pricing decisions are ALCO-driven, maintaining a
controlled overall cost of deposits at 5.25% despite market challenges. The CASA mix remains robust at 32-33%,
ensuring stability in the deposit base amid market volatility.

Underwriting Strategy and Asset Quality: Clarification on past perceptions of asset quality issues emphasizes the
bank's healthy track record, reassuring investors about its creditworthiness. Plans to diversify the loan book indicate a
strategic shift towards digital client acquisition and exploring new asset classes. The transition from collateral-based
to cash flow-based lending on the retail side, incorporating credit scoring mechanisms, showcases the bank's
commitment to modern and efficient lending practices. An ongoing credit process review demonstrates the bank's
dedication to enhanced efficiency and robust risk management.

Co-lending Partnerships and Growth Strategy: Initiating co-lending partnerships with SahiBandhu, Northern Arc,
and Paisalo showcases the bank's commitment to strategic collaborations, particularly in Agri, Micro SMEs, and credit
on ECI. The vision for growth through partnerships, leveraging the tech and digital hub in Bangalore, positions the bank
at the forefront of technological innovation in the banking sector. Assurance of uniform pricing policies for customers,
whether through branches or co-lending partners, ensures fairness and consistency.

Business Metrics: The 9.27% annualized growth in gross advances, reaching INR 66,935.98 crores as of September '23,
demonstrates the bank's ability to expand its lending portfolio. Total deposits standing at INR 89,532 crores, with a 10%
annualized growth, and a business turnover of INR 1,54,954 crores, further underscore the bank's healthy operational
metrics.

Focus on Sales Organization: The transition into a sales organization with 250 sales officers and 400 feet-on-street
personnel signifies a shift towards a more customer-centric and growth-oriented approach. The emphasis on growth in
both CASA and retail assets aligns with the broader strategy of expanding the retail banking segment.

Portfolio Health: The net reduction of over 7 basis points on net NPA, decreased from 1.72% to 1.36%, reflects the
bank's success in managing and reducing non-performing assets. Despite an increase in gross advances, the
reduction in gross NPA, with slippages at 0.5%, highlights the bank's effective risk management. Maintaining the
Provision Coverage Ratio (PCR) at around 83% demonstrates the bank's prudence in setting aside provisions for
potential loan losses.

Strategic Initiatives: The continued focus on retail, MSME, and rural businesses for asset growth aligns with market
trends and economic priorities. The digital-first approach, including self-onboarding and data-driven analytics for
customer acquisition, positions the bank at the forefront of technological innovation. Partnerships with fintech and
technology companies, coupled with the launch of Doorstep Gold Banking, showcase the bank's agility in adapting to
changing customer preferences and industry trends.

Financial Outlook and Capital Management: The ROE & ROA indicate the bank's ability to generate returns for its
shareholders. The focus on reducing the cost-to-income demonstrates the bank's commitment to operational
efficiency. The strong focus on the cost of funds and exploration of government business opportunities indicate a
strategic approach to optimizing funding sources. Plans for a further capital raise before the financial year-end
underscore the bank's proactive capital management strategy.
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Geographical Presence and National Expansion: With over 50 branches in Karnataka and neighboring states, the
bank boasts a substantial regional presence. Confirmation of a national footprint with operations in 22 states and 2
Union Territories positions the bank as a significant player in the Indian banking landscape. While there's no explicit
mention of pan-India expansion plans, the national presence is a testament to the bank's outreach.

Future Initiatives: The progress in building operational and technology capacity at 50% completion reflects the
bank's commitment to staying technologically competitive. The deployment of the sales organization and training
initiatives to enhance productivity aligns with the broader goal of improving customer engagement and business
efficiency. The recruitment of a Chief Product Officer and initiatives for process improvement indicate the bank's
focus on productinnovation and operational excellence.

Key Strengths
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Technical Outlook

Karnataka Bank
(Monthly TimeFrame)
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Karnataka Bank has recently experienced a significant multi-year breakout, marked by record-breaking trading
volumes near the breakout level. This noteworthy development signals a substantial shift in market sentiment and
suggests heightened investor interest in the bank's stock.

The breakout, accompanied by robust trading activity, underscores the potential for a sustained upward trend.

. . . Exponential Moving
Moving Averages Days Simple Moving Average
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10 216.90 21745

20 21790 219.76
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R3 226.13 $3206.13
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Disclaimer: This report has been prepared by the research department of Invasset, is for information purposes only. This report is
not construed as an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an offer or
solicitation would be illegal. Invasset have exercised due diligence in checking the correctness and authenticity of the information
contained herein, so far as it relates to current and historical information, but do not guarantee its accuracy or completeness. This
Document may contain confidential and/or privileged material and is not for any type of circulation and any review, retransmission,
orany other useis strictly prohibited. This Document is subject to changes without prior notice.

The opinions expressed are our current opinions as of the date appearing in the material and may be subject to change from time to
time. Prospective investors are cautioned that any forward looking statement are not predictions and are subject to change without
prior notice. Recipients of this material should rely on their own investigations and take their own professional advice. Invasset 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. Invasset. 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.

Invasset and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in
this report. Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavour to
update on a reasonable basis the information discussed in this material, there may be regulatory, compliance, or other reasons that
prevent us from doing so. This reportis not directed to or intended for display, downloading, printing, reproducing or for distribution
to or use by any person in any locality, state and country or other jurisdiction where such distribution, publication or use would be
contrary to the law or regulation or would subject to Invasset or any of its affiliates to any registration or licensing requirement
within such jurisdiction. Invasset may or may not hold any securities discussed in the article in its portfolios. Invasset may or may not
take decisions based on the information contained in the article while curating portfolios for its clients. Without limiting any of the
foregoing, in no event shall Invasset, any of its affiliates or any third party involved in, or related to, computing or compiling the
information have any liability for any damages of any kind.

This research has been done by the
Core Fundamental Research Team of InvAsset PMS Desk.

Anirudh Garg Harshal Dasani Kalp Jain
anirudhgarg@invasset.com | harshaldasani@invasset.com | kalpjain@invasset.com
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