The Ratnakar Bank Limited

Instrument Rated Amount July 2014
Fixed Deposit Programme - MAA- with a stable outlook (reaffirmed)
Short Term Fixed Deposit Programme - [ICRA]JAL+(reaffirmed)

ICRA has reaffirmed the rating of ‘MAA- with a stable outlook’ to the Fixed Deposit Programme and
rating of [ICRA]JA1+ to the Short Term Fixed Deposits of The Ratnakar Bank Limited(RBL). ICRA also
has a [ICRA]AL+ rating outstanding for the Rs 1500 crore Certificate of Deposits Porgramme of RBL.

The ratings are supported by the bank’s long track record, experienced senior management team,
diversifying and growing non-interest revenue sources, comfortable regulatory capitalisation level of
14.64% as on March 31, 2014 and good asset quality. The ratings factor in the geographical
concentration of operations with a high proportion of advances in Maharashtra, Karnataka and
Delhi/NCR albeit moderating over last 3 years, the high operating costs given the growth phase of the
Bank, decline in NIMs in FY14 with increase in cost of funds given the low CASA base and the
relatively high concentration of deposits though improving in the recent past. ICRA also derives
comfort from the experienced and stable management of the bank since the past 3 years when the
transformation process began at the Bank during which the bank has shown strong growth rates.
Going forward, the ability of the Bank to scale up its business volumes, in a fiercely competitive
environment while managing the associated risks will remain a key rating sensitivity.

The gross advances of the bank grew by 54% in FY14 to Rs 9,835.05 crore as on March 31, 2014 with
strong growth in the ‘Retail and Financial inclusion’ segment which increased in its share of total
advances from 19% in FY13 to 31% in FY14. The portfolio of the bank is fairly diversified across
sectors with NBFC constituting the majority of advances at 11.87% as on March’14. The asset quality
of the bank has been fairly sound over the last few years with low slippages. However with relatively
higher slippages during FY14, the asset quality indicators marginally weakened with the bank reporting
Gross NPAs of 0.79% and net NPAs of 0.31% as compared to Gross NPAs of 0.40% and net NPAs of
0.10% as on March 31, 2013. Majority of the growth in the bank’s advances has been sourced in the
past 2-3 years, hence ability of the bank to maintain asset quality as the portfolio is seasoned will be a
key rating sensitivity.

The Deposits of the Bank have grown by 39% in FY14 to Rs 11,598.60 crore as on March 31, 2014.
The growth in Total deposits is concentrated in the Term Deposit segment, as a result of which the
CASA% for the bank has remained at ~20% over the past two years, although absolute amount of
CASA deposits has grown by 44%. During FY14, the bank has reported a marked decline in its Top-20
depositor concentration from ~36% in FY13 to ~24% in FY14. The low CASA levels coupled with
adverse interest rate environment during the year have continued to adversely affect the bank’s NIM
which has contracted further from 2.55% in FY12-13 to 2.19% in FY13-14 due to higher cost of funds
and increased leverage of capital.

The bank has historically maintained positive mismatches in the short term buckets. However, due to a
growth in short term liabilities, the bank has reported negative mismatches in the short term buckets in
FY14 although the Bank is within the RBI permitted thresholds. The Bank manages its liquidity,
amongst other things, through investments in highly liquid Government Debt, Corporate Bonds and
interbank lines including refinance limits from financial institutions.

On the back of a robust credit growth, the interest income rose by 54% to Rs 1351.62 crore in FY14
and helped the bank report a 33% increase in Net Interest Income in FY14 to Rs. 341.63 crore. As a
result of the increase in fee and Interest Income, the Total Income improved by 60% to Rs 1612.59
crore in FY14. However, despite the growth in Income, the profitability of the bank was limited by the
increase in the operating expenses of the Bank as well as a one-time charge towards premium paid for
acquisition of certain businesses during the year from Royal Bank of Scotland, India. The Bank was in
an expansion phase in the past year - investing in marketing initiatives, technology improvement as
well as increasing its number of branches and employee and sales force strength. This coupled with



the acquisition of RBS business led to a significant increase in the operating expenses of the bank
from Rs 849.07 crore in FY13 to Rs 1433.89 crore in FY14 and thus the Cost to Income Ratio of the
bank deteriorated in FY14. Consequently, the PAT of RBL remained stable at Rs 92.66 crore in FY14
(Rs 92.47 crore in FY13). The capitalization of the Bank is comfortable with a CRAR of 14.64% (Tier |
of 14.33%) as on March 31, 2014 as per Basel lll. In Q4 FY14, the Bank successfully completed a
capital raise of Rs.328 crore in which certain new marquee investors such as IFC, CDC Group and
existing investors participated.

Brief Background

The Ratnakar Bank is a Kolhapur based old private sector bank established in 1943. Following the
management change in 2010, it is one of the fastest growing scheduled commercial banks with a
presence across 12 Indian states. It has a networth of Rs.2013 crore. In FY14, the bank reported a
PAT of Rs 92.66 crore with an asset base of Rs 18,197 crore compared to a PAT of Rs 92.47 crore
with an asset base of Rs 12,963 crore in FY13.
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