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October 20, 2010 B Healthy business growth, steady operating performance: Kotak Mahindra Bank (KMB)
reported consolidated PAT of Rs3.6bn, up 22.7% YoY and 13.6% QoQ and standalone PAT

Abhijit Majumder of R51.9.bn, up 54.6% YoY and 4.2% QoQ. This was tad below our as well as street %
abhijitmajumder@plindia.com expectations. For?solldated advances gr.ew by healthy 40.1% YoY and 13.8% QoQ led b'y a 'g-
+91-22-66322236 sharp sequential increase (19.7% QoQ) in corporate advances followed by strong traction )
in mortgages (up 68.5% YoY and 12.9% QoQ), CV and construction equipment (up 35.5% "9
Umang Shah YoY and 12.6% QoQ). However, personal loan book continued to de-grow by recording §
umangshah@plindia.com 32.4% YoY and 2.8% QoQ. Deposits grew strongly by 49.5% YoY and 17.6% QoQ. Notably, )]
+91-22-66322242 CASA deposits grew much faster by 35.5% QoQ resulting in a sharp over 420bps QoQ o
improvement in CASA ratio to 31.9%. NIM remained largely stable QoQ at 5.6%. :
Rating Accumulate Provisioning expenses were down 14% QoQ lower as no material incremental slippages t
Price Rs502 occurred during the quarter. Asset quality improved as GNPAs declined by 3.5% QoQ. NV
Target Price Rs516 Provision coverage improved further to 66.3% from 60.4% in Q1FY11 and with technical o
Implied Upside 2.8% write offs it stood in excess of 70%.
Sensex 19,872 m  One time provisions affect subsidiary profits: The asset management business reported
(Prices as on October 20, 2010) a net loss of Rs40mn on account of onetime MTM hit through P&L pertaining to the

investments held by the company in liquid funds. Kotak Mahindra Prime had a strong
quarter in terms of disbursals; however, a onetime non auto related provision restricted
bottomline growth. Insurance business reported strong set of numbers on the back of

Trading data

Market Cap. (Rs bn) 349.3 larger volumes before the revised ULIP guidelines took effect. Investment banking
Shares o/s (m) 696.3 business outlook has improved.
3M Avg. Daily value (Rs m) 935.8

B Outlook & revision: Kotak Bank continues to perform well in its lending operations.
Although Q2FY11 subsidiary performance was affected by certain one off items, the
outlook for most of its subsidiaries (except for insurance where some uncertainty
remains) remains positive. We are revising our consolidated earnings (ex-insurance)

Major shareholders

Promoters 45.79% estimates upwards by ~6.0% for FY11 and FY12 each primarily on account of ~9.0%
Foreign 25.03% increase in our estimates for the standalone banking business on the back of continued
Domestic Inst. 6.23% growth momentum and lower provisions. Consequently, we revise our SOTP price target
Public & Other 22.95% to Rs516. We maintain our ‘Accumulate’ rating on the stock.
Key financials ( Y/e March) 2009 2010 2011E 2012E
Net interest income (Rs m) 23,742 28,283 29,970 35,966
Stock Performance Growth (%) 29.6 19.1 6.0 20.0
(%) M 6M 12M  (gperating profit (Rs m) 12,774 24,136 27,572 33,769
Absolute 5.7 37.2 222 pAT(Rsm) 6,527 13,274 16,967 20,406
Relative >-8 144 218 gps (Rs) 19.1 38.1 49.0 61.6
Growth (%) (38.4) 99.7 28.8 25.6
Net DPS (Rs) 0.4 0.4 0.8 1.1

Price Performance (RIC: KTKM.BO, BB: KMB IN)
Source: Company Data; PL Research

(Rs)
600 1
o Profitability & Valuation 2009 2010 2011E 2012E
400 W NIM (%) 5.4 5.4 5.3 5.2
200 ROAE (%) 10.7 18.8 215 226
i - ROAA (%) 1.6 2.9 3.1 3.1
100 - P/BV (x) 5.3 4.6 3.8 3.2
0 ; : : : : ; P/ ABV (x) 5.3 4.6 3.8 3.2
g 8 S g 2 S 3 PE (x) 53.0 26.4 20.4 16.9
B 3 ) 5 s 3 8 - . o
o a £ < 3 < o Net dividend yield (%) 0.1 0.1 0.2 0.2
Source: Bloomberg Source: Company Data; PL Research
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Q2FY11 Result Overview (Consolidated) (Rs m)

Kotak Mahindra Bank

Y/e March Q2FY11 Q2FY10 YoY Q1FY11 H1FY11 H1FY10 YoY
Interest Income 14,493 11,060 31.0 13,157 27,649 21,687 27.5
Interest Expended 6,060 4,264 42.1 5,233 11,293 8,641 30.7
Net Interest Income 8,432 6,796 24.1 7,924 16,356 13,046 25.4
Non-Interest Income 14,917 12,059 23.7 10,109 25,026 24,814 0.9
Treasury 508 103 393.3 0 51 10 393.3
CEB 3,213 3,463 (7.2) 3,262 6,475 6,462 0.2
Net total Income 23,349 18,855 23.8 18,032 41,382 37,860 9.3
Operating Expenses 17,664 13,828 27.7 12,772 30,436 27,200 11.9
Employee 3,732 3,061 21.9 3,519 7,251 5,888 23.2
Policy holders reserves 9,928 7,220 37.5 5,612 15,539 14,827
Other operating expenses 4,004 3,547 12.9 3,642 7,646 6,485 17.9
Operating profit 5,685 5,027 13.1 5,260 10,945 10,660 2.7
Provisions 474 796 (40.4) 553 1,027 2,633 (61.0)
Profit before tax 5,210 4,231 23.1 4,707 9,918 8,027 23.6
Tax 1,580 1,272 24.2 1,511 3,090 2,342 32.0
Net Profit after tax (before minority int) 3,631 2,959 22.7 3,197 6,827 5,685 20.1
Less: Share of minority interest 35 11 (18) 17 14
Add: Share in profit of associates 45 50 62 108 (100)
Net Profit after tax (after minority int) 3,641 2,998 21.5 3,277 6,918 5,571 24.2
Asset Quality
Gross NPA's 9,043 8,914 1.4 10,716 9,043 8,914 1.4
Gross NPA's % of advances 2.37 3.68 3.94 2.37 3.68
Net NPA's 3,320 5,614 (40.9) 6,403 3,320 5,614 (40.9)
Net NPA's % of advances 0.88 2.35 2.39 0.88 2.35
Provision Coverage 63.3 37.0 40.2 63.3 37.0
Capital Adequacy
CAR 17.2 20.7 16.9 17.2 20.7
Tier 1 15.7 18.3 15.2 15.7 18.3
NIM - reported 5.60 5.90 5.70 5.60 6.00
Balance Sheet Items
Deposits 264,095 169,148 56.1 222,875 264,095 169,148 56.1
Advances 375,149 267,721 40.1 329,782 375,149 267,721 40.1
Investments 148,729 100,560 47.9 163,736 148,729 100,560 47.9
Total Assets 523,878 368,281 42.2 493,518 523,878 368,281 42.2
Source: Company Data, PL Research
October 20, 2010 2
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Q2FY11 Result Overview (Standalone) (Rs m)

Kotak Mahindra Bank

Y/e March Q2FY11 Q2FY10 YoYgr. (%) Q1FY11 H1FY11 H1FY10 YoYgr. (%)
Interest Income 10,147 7,751 30.9 9,208 19,355 15,425 25.5
Interest on Advances 7,761 5,904 31.5 6,940 14,702 12,001 22.5
Income on investments 2,345 1,845 27.1 2,255 4,600 3,417 34.6
Bal with RBI & others 41 3 31.5 13 54 6 22.5
Interest Expense 4,709 3,387 39.0 4,126 8,835 6,970 26.8
Net Interest Income 5,438 4,365 24.6 5,082 10,520 8,454 24.4
Non-Interest Income 1,393 1,137 22.5 1,371 2,764 2,406 14.9
Net total Income 6,832 5,502 24.2 6,453 13,284 10,861 22.3
Operating Expenses 3,564 3,013 18.3 3,299 6,863 5,529 24.1
Employee 1,687 1,280 31.8 1,656 3,344 2,492 34.2
Other operating expenses 1,877 1,733 8.3 1,643 3,520 3,037 15.9
Operating profit 3,268 2,489 31.3 3,153 6,421 5,332 20.4
Core operating profits 2,204 1,813 21.6 2,090 5,010 3,740 34.0
Provisions 455 819 (44.4) 561 1,016 2,393 (57.5)
Profit before tax 2,812 1,670 68.5 2,592 5,405 2,938 83.9
Tax 865 411 110.8 723 1,589 776 104.7
Net Profit after tax 1,947 1,259 54.6 1,869 3,816 2,162 76.5
Asset Quality
Gross NPA's 7,511 8,675 (13.4) 7,782 7,511 8,675 (13.4)
Gross NPA's % of customer assets 2.78 4.33 3.29 2.78 4.33
Net NPA's 2,530 5,157 (50.9) 3,082 2,530 5,157 (50.9)
Net NPA's % of customer assets 0.95 2.62 1.33 0.95 2.62
Provision Coverage 66.3 40.6 60.4 66.3 40.6
Capital Adequacy
CAR 19.4 19.2 16.8 19.4 19.2
Tier 1 17.2 16.9 14.2 17.2 16.9
NIM - calculated 5.49 5.84 5.64 5.31 5.66
Balance Sheet Items
Deposits 282,870 189,162 49.5 240,578 282,870 189,162 49.5
CASA 90,179 54,565 65.3 66,573 90,179 54,565 65.3
CASA (%) 31.9 28.8 27.7 31.9 28.8
Advances 265,066 197,044 34.5 231,886 265,066 197,044 34.5
Investments 139,352 112,168 24.2 156,130 139,352 112,168 24.2
Total Assets 404,418 309,212 30.8 388,016 404,418 309,212 30.8
Source: Company Data, PL Research
October 20, 2010 3
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Kotak Mahindra Bank

Trend in performance of Kotak Mahindra Bank and its key subsidiaries (Rs m)

Y/e March Q1FY10 Q2FY10 Q3FY10 Q4FY10 Ql1FY11 Q2FY11

Kotak Bank (Standalone)

NIl 4,090 4,365 4,867 5,260 5,082 5,438
% y-0-y growth 16.0 19.4 27.2 25.8 24.3 24.6

PAT 903 1,259 1,424 2,025 1,869 1,947
% y-o0-y growth 65.6 163.0 100.2 97.4 107.0 54.6

Remarks Healthy operating performance and lower credit costs boosted bottomline

Kotak Mahindra Prime

Revenues 2,239 2,401 2,546 2,735 2,999 3,158
% y-0-y growth (5.7) (5.5) 7.8 7.4 33.9 315

PAT 189 395 494 586 760 613
% y-0-y growth (54.2) 11.6 48.5 24.7 302.1 55.2

Advances - Auto (Rs bn) 49 55 60 65 71 78

Advances - Others (Rs bn) 9 13 14 18 20 22

Remarks

Kotak Mahindra Old Mutual Life Insurance

Healthy growth trend in auto advances continues, but one time non auto related provisions marred
bottomline growth

Gross Premium 4,334 5,859 7,116 11,371 5,577 7,348
% y-0-y growth 8.3 11.5 39.1 25.5 28.7 25.4
PAT 11 44 193 444 (69) 134
% y-o0-y growth (102.8) (13.7) 105.6 11.8 (727.3) 204.5
Remarks Strong sequential premium growth before revised ULIP guidelines took effect; however outlook for

sceond half remains hazy

Kotak Mahindra Capital Company

Revenues 221
% y-o0-y growth (47.1)
PAT 48
% y-0-y growth (49.7)
Remarks

222 189 382 339 335
(31.9) 31.3 324.4 53.4 50.9
41 2 134 69 73
(53.9) (108.3) (452.6) 42.9 78.0

Industry outlook has improved and deal pipeline remains strong; could see some spill over of

revenues in the coming quarters

Source: Company Data, PL Research

October 20, 2010
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Trend in performance of Kotak Mahindra Bank and its key subsidiaries (Rs m)

Y/e March Q1FY10 Q2FY10 Q3FY10 Q4FY10 Ql1FY11 Q2FY11

Kotak Securities

Revenues 2,234 2,345 1,927 1,872 1,744 1,980
% y-0-y growth 10.4 7.7 84.4 (4.1) (21.9) (15.6)

PAT 743 759 592 508 474 517
% y-o0-y growth 70.8 85.1 1,380.0 182.2 (36.2) (31.9)

Average Daily Volumes (Rs bn) 41 41 38 36 40 46

Market Share (%) 4.5 4.4 4.2 4.1 3.7 3.7

Sharp sequential increase (15.0% QoQ) in ADVs, market share stabilizes; but second half likely to

Remarks . -
witness some volatility

Kotak Mahindra AMC

Revenues 373 481 507 395 375 166
% y-0-y growth 79.3 126.9 96.5 55.5 0.5 (65.5)
PAT 139 195 229 130 74 (40)
% y-0-y growth 1,058.3 2,691.4 281.7 83.1 (46.8) (120.5)
AUM (Rs bn) 307 362 414 348 285 284
- Equity 48 54 54 49 45 44

- Debt 259 308 360 299 240 240

AUM's remain flat QoQ; one time MTM provision pertaining to investments held in liquid funds has

Remarks .
resulted in net loss for the quarter

Kotak Investment Advisors Limited (KIAL)

Revenues 255 247 245 244 248 221
% y-0-y growth (9.6) (9.2) (16.9) (18.4) (2.7) (10.5)

PAT 118 95 115 71 108 106
% y-0-y growth (9.5) (18.1) (13.8) (30.4) (8.2) 11.6

Commitments (Rs bn) 55 55 55 1 54 53

Remarks Revenues remain largely stagnant over the past few quarters, however profitability improves

sequentially

International Subsidiaries

AUM (Rs bn) 1.6 1.8 1.6 1.6 1.6 2.0
% y-0-y growth (11.1) 20.0 23.1 45.5 - 11.1

PAT 231 208 226 153 157 123
% y-o0-y growth 159.3 235.5 204.9 705.3 (32.0) (40.9)

AUMs increase by 11.1% YoY and 25.0% QoQ, however lower bond related contributions resulted

Remarks . .
in lower bottomline

Source: Company Data, PL Research
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Trend in Consolidated PAT contribution by various subsidiaries

Kotak Mahindra Bank

Proportion of the lending business to 100% 1
consolidated profits continued to rise from 20% |
35% in Q1FY10to 57% in Q1FY11 and 53%
in Q2FY11. We expect the lending business 60% A
to contribute 60-65% to bank’s
consolidated bottom-line in the medium 40% A
term. I
20% A
Contribution of various subsidiaries 0% j I - . I I I l
towards consolidated bottomline remains
largely stable sequentially except for life -20% -
insurance biz, which continues to remain Q2FY09| Q3FY09| Q4FYO9| Q1FY10| Q2FY10| Q3FY10 | Q4FY10| Q1FY11 | Q2FY11
volatile and asset management biz, which " KmB 30% 54% 49% 35% 42% 43% 48% 57% 53%
reported a loss this quarter. B KMAMC 0% 5% 3% 5% 7% 7% 3% 2% 1%
B KSEC 25% 3% 9% 29% 25% 18% 12% 14% 14%
HKMCC 6% -1% -2% 2% 1% 0% 3% 2% 2%
Hintl Subs 4% 6% 1% 9% 7% 7% 4% 5% 3%
KMIA 7% 10% 5% 5% 3% 3% 2% 3% 3%
EKMLI 3% 7% 19% 0% 1% 6% 11% -2% 4%
HKMP 22% 25% 22% 7% 13% 15% 14% 23% 17%
Source: Company Data, PL Research
SOTP Valuation
Subsidiaries Basis (Rs bn) Multiple KMB Rs. Per share % of SOTP
FY12E FY13E FY12E FY13E FY12E FY13E
Kotak Securities - KSEC Earnings 3.2 3.8 15.0 65 78 14% 14%
KMCC - KMCC Earnings 0.4 0.5 15.0 8 10 2% 2%
Kotak AMC - KAMC AUMs 271.4 325.7 4.0% 15 18 3% 3%
Pvt Equity - KMIA AUMs 80.6 96.7 8.0% 9 11 2% 2%
Kotak Prime - KMP ABV 14.8 17.8 2.5 51 61 11% 11%
Investments - KMI ABV 3.1 3.7 1.5 6 8 1% 1%
International Subs Earnings 0.6 0.8 15.0 13 16 3% 3%
Kotak UK - Kotak UK Earnings 0.2 0.3 15.0 5 6 1% 1%
Kotak OM Life - KMLI* App Value 30.8 37.2 - 27 32 6% 6%
Value of subsidiaries per share 199 239
KM Bank ABV ** 71.4 82.9 2.8 275 319 58% 57%
SOTP - target price 474 558 100% 100%
Source: PL Research
12 month forward price target based on average of FY12E & FY13E price targets above
* post 15% holding company discount for its life insurance venture
** ABV - reduced by Rs 6 per share for investments in subsidiaries and outstanding NNPAs
6
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Buy Accumulate Reduce Sell
PL’s Recommendation Nomenclature
BUY : Over 15% Outperformance to Sensex over 12-months Accumulate :  Outperformance to Sensex over 12-months
Reduce :  Underperformance to Sensex over 12-months Sell : Over 15% underperformance to Sensex over 12-months
Trading Buy 1 Over 10% absolute upside in 1-month Trading Sell : Over 10% absolute decline in 1-month
Not Rated (NR) : No specific call on the stock Under Review (UR) 1 Rating likely to change shortly

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient only as
information and is not for circulation. This document is not to be reported or copied or made available to others without prior permission of PL. It should not be

considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy
or completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of whatsoever nature for the information,

statements and opinion given, made available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The
suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an

independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or

engage in transactions of securities of companies referred to in this report and they may have used the research material prior to publication.
We may from time to time solicit or perform investment banking or other services for any company mentioned in this document.
For Clients / Recipients in United States of America:

All materials are furnished courtesy of Direct Access Partners LLC ("DAP") and produced by Prabhudas Lilladher Pvt. Ltd. ("PLI"). This material is for informational
purposes only and provided to Qualified and Accredited Investors. You are under no obligation to DAP or PLI for the information provided herein unless agreed to by
all of the parties. Additionally, you are prohibited from using the information for any reason or purpose outside its intended use. Any questions should be directed to

Gerard Visci at DAP at 212.850.8888.




