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Kotak Mahindra Bank's consolidated PAT for 3QFY11 grew 5% QoQ and 16% YoY to Rs3.6b (in line with our estimate).

Excluding life insurance business profits, PAT grew 3% QoQ and 15% YoY to Rs3.6b.

Lending business

 Lending business' consolidated profit grew 44% YoY and 8% QoQ to Rs2.8b (in line with our estimate). However,

standalone PAT fell 4% QoQ and 32% YoY to Rs1,879m (9% lower than our estimate), led by higher than expected

opex. Standalone opex grew 18% QoQ, 43% YoY and C/I ratio increased to 57% from 52% a quarter earlier.

 Consolidated reported 3QFY11 NIM was 5.4% v/s 5.6% a quarter earlier and 6.2% a year earlier. While 5.4% NIM

includes capital raising impact of ~20bp, it does not include recovery of interest on large-ticket accounts in KMPL.

 For KMPL (NBFC; car financing business), PAT grew 53% QoQ and 89% YoY to Rs937m, led by one large-ticket

recovery during the quarter.

 Consolidated loans grew 7% QoQ and 37% YoY to Rs400b, led by strong growth in CV, home and agri loans.

Corporate loans grew 5% QoQ and 30% YoY.

Other businesses

 Capital market related business (broking and IB) reported 8% QoQ and 10% YoY decline in profit to Rs466m (14%

lower than our estimate). K-Sec's PAT declined 10% QoQ and 21% YoY due to 50bp YoY decline in market share,

adverse volume mix for the industry, and intense competition leading to high opex.

 For investment banking (KMCC), while deal flows remain strong, pressure on profitability persists. PAT remained

stable QoQ on a lower base.

 Asset management: Total AUM stood at Rs510b v/s Rs497b a quarter ago. AMC business profit declined 63% YoY

(+3% QoQ) on the back of 30% YoY decline in AUM coupled with persistent pressure on profitability.

Valuation and view: We expect earnings CAGR (ex insurance) of 18% over FY10-13 and estimate EPS at Rs19.5 for

FY11, Rs23.3 for FY12 and Rs28 for FY13. BV would be Rs150 in FY11, Rs174 in FY12 and Rs203 in FY13. The stock

trades at 2.4x FY12E BV and 18x FY12E EPS (adjusted for value of insurance business). Maintain Neutral.
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Lending business: consolidated loans up 37% YoY

Consolidated loans grew 7% QoQ and 37% YoY, largely driven by home loans (+63%
YoY, +11% QoQ), corporate loans (+30% YoY, +5% QoQ), CV loans (+48% YoY, +12%
QoQ) and agri loans (+6% QoQ, +27% YoY). Risk appetite for personal loans is improving,
with the book growing 6% QoQ though down 18% YoY.

Consolidated asset book (Rs m)
3QFY11 3QFY10 YoY Gr % 2QFY11 QoQ Gr %

Commercial Vehicles 50,586 34,246 47.7 45,362 11.5

Car Loans  (Primus) 79,935 58,859 35.8 78,465 1.9

Personal Loans 12,268 14,924 -17.8 11,593 5.8

Home loans 66,261 40,745 62.6 59,832 10.7

Corp Banking 115,940 89,346 29.8 110,389 5.0

Agri 37,528 24,973 50.3 33,283 12.8

Others 38,445 30,278 27.0 36,225 6.1

Total Loans 400,963 293,371 36.7 375,149 6.9

Invt / Treasury Assets 157,690 127,161 24.0 148,729 6.0

Source: Company/MOSL

Loan mix (%)

Source: Company/MOSL

Margin contraction higher than expected

Consolidated reported NIM was 5.4% v/s 5.6% a quarter ago and 6.2% a year ago.
While reported NIM of 5.4% includes capital raising impact of ~20bp, it does not include
the recovery of interest on the large-ticket account in KMPL. Increasing proportion of
secured loans and rise in cost of funds is leading to moderation in margins. Cost of funds
has increased 82bp (calculated) QoQ.

NIM declined to 5.4% (5.2% excluding benefit of capital raising)

Corporate, auto, home and

CV loans driving growth

Loan book profile changing

in favor of safer loans

Increased proportion of

secured loans and higher

cost of funds lead to

moderation in NIM

Source: Company/MOSL
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Asset quality improves further QoQ

In absolute terms, consolidated GNPA (excluding stress assets) declined ~6% QoQ and
coverage ratio excluding technical write-offs increased to 68% (v/s 63% a quarter ago).
Consolidated GNPA ratio (excluding stress assets) decreased to 1.5% from 1.7% in
2QFY11. NNPA ratio decreased to 0.5% from 0.7% a quarter ago. Management attributed
the impressive asset quality performance to fall in incremental slippages and higher recoveries
and upgradations.

NPA trends excluding acquired stressed assets

KMPL driving sequential

growth in lending

business profit
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Lending Business Profits (Rs m) YoY Grow th (%)

KMPL driving sequential growth in lending business profit

Profit from lending business (Kotak Bank standalone, Kotak Prime and Kotak Investment)
increased 44% YoY and 8% QoQ. We attribute this to (a) strong loan growth of 37% YoY,
(b) sharp drop in credit cost, and (c) one-off NPA recovery during the quarter. On a QoQ
basis, standalone bank PAT declined 4% (despite capital raising benefit), as opex increased
sharply and MTM provisions took a toll on earnings.

Lending business profit grew 44% YoY on a lower base

Decline in GNPA and NNPA

ratio led by lower slippages;

bank (standalone) PCR

increases to 72% from

70% a quarter ago

Source: Company/MOSL
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Source: Company/MOSL

Asset quality has improved further

Kotak Bank's standalone GNPA excluding stress assets remained flat QoQ in absolute
terms. Including stress assets, calculated coverage ratio was 68% (v/s 66% a quarter
ago) and reported coverage ratio (including technical write-offs) stood at 72% (v/s 70% a
quarter ago). As the bank has already reached 70% PCR and net slippages are lower, we
expect credit cost to remain low.

Other highlights

 Tier-I CAR at ~18.2% remains one of the best.
 Branch network expanded to 297 from 267 a quarter ago. The management is targeting

to scale up branch network to 320 by the end of FY11 and 500 by the end of FY13.

Kotak Prime: extraordinary income leading to higher than expected profit

Kotak Prime's total income grew 22% QoQ and 51% YoY to Rs3.84b in 3QFY11. The
sharp increase in income is attributed to one-off recoveries under KMPL. According to

Loans grew 35% YoY

and 9% QoQ
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Deposits Loans

Banking: higher opex and pressure on margins taking a toll on profitability

Kotak Bank's standalone profit increased 32% YoY (down 4% QoQ) in 3QFY11. Banking
PAT was ~9% lower than estimated, as (1) opex grew sharply QoQ, (2) margins were
lower than expected, and (3) the bank has booked higher MTM losses of Rs225m+ during
the quarter. Margins have declined ~20bp despite capital raising. Sharp rise in opex was
due to (1) higher brand building expenditure (for 25 years of completion), (2) opening of 30
branches, and (3) mid-year increments to senior managers during the quarter.

Business growth remains strong

Loans grew 9% QoQ and 35% YoY to Rs288b. Corporate loans were up 5% QoQ and
23% YoY. Mortgages, CV loans and agri loans remain the key drivers of the standalone
loan book. Deposits grew 28% YoY (flat QoQ) to Rs283b. 2QFY11 included one-off float
money of Rs12b, adjusted for which deposits grew 5% QoQ. Core CASA ratio declined
to 28% v/s 28.8% a quarter ago. Treasury assets increased 12% YoY and 3% QoQ to
Rs143b.

Loan, deposit movement (Rs b)
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the management, spreads have started compressing QoQ. Auto loans were up 36% YoY
and 2% QoQ at Rs79.9b. Other loans were up 15% QoQ and 57% YoY to Rs24.5b.
Overall loans grew 5% QoQ and 40% YoY to Rs104b. Net NPAs on car finance improved
QoQ to 0.23% v/s 0.27% (0.45% in 3QFY10).

Trend in loans for KMPL

Traction in loan

growth continues

One-off profits leading to

strong profitability QoQ
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Capital market business: disappointment continues

Kotak Securities' 3QFY11 PAT declined 21% YoY and 10% QoQ to Rs466m. Market
share (9M v/s 1H) remained steady at 3.7% (drop of ~50bp YoY). While volumes increased,
fall in yields (due to adverse mix) and increased competition kept PAT margins under
pressure. For investment banking (KMCC), while deal flows remain strong, pressure on
profitability persists. PAT remained stable QoQ on a lower base.

K-Sec: market share decline arrested (%)

Pressure on K-Sec's

profitability prevails

Investment banking earnings

traction remains muted

K-Sec: earnings trend

KMCC: earnings trend

Source: Company/MOSL

Asset management: profitability remains under pressure

Overall, AUM remained largely flat QoQ and YoY at Rs510b. However, on a YoY basis,
domestic AUM declined 30% YoY to Rs276b and remained stable QoQ. Profitability of
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AMC business remains under pressure, with overall profit of Rs209m v/s our expectation
of Rs310m. AMC business profit declined 63% YoY, as growth remains under pressure
and profitability declined due to increased competition. International subsidiaries also reported
decline in profits to Rs82m from Rs123m a quarter ago and Rs226m a year ago.

Domestic equity AUM largely stable QoQ (Rs b)
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Offshore AUM stable QoQ (US$ b) Alternative assets stable QoQ (Rs b)
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Life insurance: gross premium declines 15% QoQ and YoY; PAT at Rs236m

Kotak Life Insurance premium income declined 15% QoQ and YoY to Rs6.1b in 3QFY11.
First year regular premium declined ~40% QoQ and YoY to Rs1.6b. Renewal to total
premium ratio improved to 69% v/s 58% a quarter ago and 52% a year ago. Life insurance
reported PAT of Rs236m v/s Rs134m a quarter ago and Rs193m in 3QFY10. With the
recent regulatory changes, concerns on profitability prevail. AUM increased to Rs78b
from Rs57b a year ago and Rs76b a quarter ago.

Trend in segment-wise profitability

Proportion of lending business profitability in overall business continues to be high at ~75%.
Share of capital market and asset management business continues to head downward and
contribution of life insurance business remains volatile. On the back of competitive
pressures, the share of capital market and asset management will remain tepid. Strong
growth in lending business will continue to drive overall growth.
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Trend in segment-wise profitability

Source: Company/MOSL

Valuation and view

We expect earnings CAGR (ex insurance) of 18% over FY10-13 and estimate EPS at
Rs19.5 for FY11, Rs23.3 for FY12 and Rs28 for FY13. BV would be Rs150 in FY11,
Rs174 in FY12 and Rs203 in FY13. On the back of higher capitalization, we expect RoE
to be ~15% in the next two years. The stock trades at 2.4x FY12E BV and 18x FY12E
EPS (adjusted for value of insurance business). Maintain Neutral.

Source: Company/MOSL
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Profit contribution segment wise
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