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Kotak Mahindra Bank's 4QFY12 consolidated PAT (after minority interest) grew 6% YoY and 13% QoQ to INR5.2b. In
4QFY12, profitability of non-lending business improved; as a result, share of lending business in overall profitability
declined to 76% v/s 83% a quarter ago. Key highlights:
 Profitability of lending business remained healthy at INR4b (+4% QoQ, +17% YoY) led by (a) strong loan
growth (+29% YoY, though flat QoQ), (b) 10bp QoQ improvement in margin, and (c) superior asset quality
performance.
 Strong traction in SA continues: CASA deposits grew 41% YoY and 17% QoQ led by robust growth in both
savings (+52% YoY, 14% QoQ) and current deposits (+35% YoY, 19% QoQ). Post deregulation of savings deposit
rates, the share of savings accounts in overall deposits increased to 13.1% from 9.8% in 1HFY12. CASA ratio
improved 450bp QoQ to 32.2%.
 Capital market related business profit improved significantly by 96% QoQ to INR550m (albeit down 17% YoY).
 Asset management profit improved QoQ to INR160m (INR60m in 3QFY12 and INR245m in 4QFY11). AUM (ex
insurance AUM) stood at INR363b v/s INR404b a quarter ago.
 Life insurance business profit improved to INR570m v/s INR470m in 3QFY12. For FY12, PAT stood at INR2b v/s
INR1b for FY11.
Valuation and view: Growth in lending business is likely to remain strong led by increased focus and continued
buoyancy in retail loans. While in 4QFY12, profitability of capital market related business improved, it was
helped by some one-off opportunities. In our view, pressure on profitability in capital market related business
will persist over next few quarters led by heightened competition across the sector. On a consolidated basis, KMB
is expected to report RoE of 15%+ over FY13-14.

Alpesh Mehta (Alpesh.Mehta@MotilalOswal.com) + 91 22 3982 5415
Umang Shah (Umang.Shah@MotilalOswal.com) + 91 22 3982 5521

Kotak Mahindra Bank

Lending business: Reported margins improved 10bp QoQ
Consolidate PAT for lending business grew 17% YoY and 4% QoQ to INR4b, of which
standalone PAT for banking business grew 19% YoY and ~8% QoQ to ~INR3b. Strong
YoY PAT growth was driven by (1) strong consolidated loan growth (up 33% YoY) and
(2) stable asset quality resulting into lower credit costs. Reported consolidated margins
improved 10bp QoQ to 4.8% largely led by benefits of higher CASA float during the
quarter. While incremental CASA deposits in absolute terms for 4QFY12 stood at
INR17.9b, overall deposits increased by just INR1.5b implying a sharp decline in term
deposits (INR16.4b). This coupled with fall in low yielding corporate loans (-15% QoQ)
would have led to improvement in margin, in our view.

Loan growth moderates QoQ; Asset quality stable
On a YoY basis standalone bank loan book grew 33% YoY to INR391b, and the
consolidated loan book grew 29% YoY to INR531b. Sequential moderation in growth
was led by decline in corporate banking book (declined 17% QoQ in standalone book
and 15% QoQ on consolidated book). However ex-corporate loan growth was robust
(~8% both on a standalone and on a consolidated basis) driven by strong growth in the
agri segment, personal loan and home loan segments.
Standalone bank reported GNPAs in absolute terms remained stable QoQ and in
percentage terms stood at 1.56%(up 4bp QoQ). GNPA in % terms (excluding stressed
assets) stood at 1.2% vs. 1.1% a quarter ago. Consolidated GNPA (ex stress assets)
ratio increased 15bp QoQ to 1.1%. Provision coverage ratio (including technical write
offs) for the standalone bank stood healthy at ~70% levels. KMPL (NBFC car financing
business) PAT grew 12% YoY but declined 7% QoQ to INR970m. KMPL loans grew 8%
QoQ and 20% YoY to INR134b.
Consolidated loan book: non corporate loan growth remain strong (INR m)
Commercial Vehicles
Car Loans (Primus)
Personal Loans
Home loans
Corp Banking
Agri
Others
Total Loans
Invt / Treasury Assets

4QFY12
77,980
106,000
18,680
83,330
141,680
57,140
46,630
531,440
232,610

4QFY11
62,511
85,502
13,068
68,765
109,160
42,196
31,210
412,412
182,791

YoY Gr %
24.7
24.0
42.9
21.2
29.8
35.4
49.4
28.9
27.3

3QFY12
QoQ Gr %
75,400
3.4
97,710
8.5
16,890
10.6
79,350
5.0
166,970
-15.1
48,940
16.8
43,200
7.9
528,460
0.6
199,020
16.9
Source: Company/MOSL

Trend in lending business profitability
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Margins improve QoQ (%)

Asset Quality performance remains strong

Source: Company/MOSL

Margins improved 10bp QoQ led by strong
CASA growth coupled with fall in low
yielding corporate loans

Consolidated GNPA (ex stress assets) ratio
increased 15bp QoQ to 1.1%

Banking: Lower credit cost and healthy loan growth driving profitability
Kotak Bank standalone PAT grew 19% YoY and 8% QoQ to ~INR3b. Strong YoY PAT
growth was driven by (1) Strong loan growth (+33% YoY) and (2) stable asset quality
resulting into lower credit costs. Standalone bank loans grew 33% YoY (though declined
2% QoQ) to INR391b. Strong YoY growth in loans was driven by personal loan (up 43%
YoY and 11% QoQ), agri loan (up 35% YoY and 17% QoQ) and home loan (up 21% YoY
and 5% QoQ) segments. However corporate banking book declined ~17% QoQ (though
on a YoY basis growth remained strong at 37.5%) dragging overall loan growth lower.
The management has guided for loan growth of 25-30% for FY13.

Strong traction in Savings account deposits
KMB (standalone)'s deposits grew 32% YoY (flat QoQ) to INR385b. Importantly CASA
deposits grew 41% YoY and 17% QoQ led by robust growth in both savings (+51% YoY
and 14% QoQ) and current deposits (+35% YoY and 19% QoQ). Post deregulation of
savings deposit rates, the share of savings accounts in overall deposits increased to
13.1% from 9.8% in 1HFY12. CASA ratio improved 450bp QoQ and 650bp since 1HFY12
to 32.2%. During the quarter, the bank added 25 branches taking the total number of
branches to 355. KMB plans to achieve a branch network of 500 branches by CY13.

Non-interest income declines QoQ; Asset quality remains healthy
Non-interest income declined 10% QoQ (+2% YoY) to INR2.5b dragging overall
profitability down. Standalone bank reported GNPAs in absolute terms remained
stable QoQ and as a in percentage terms stood at 1.56%(up 4bp QoQ). GNPA in %
terms (excluding stressed assets) stood at 1.2% vs. 1.1% a quarter ago. Provision
coverage ratio (including technical write offs) for the standalone bank stood healthy
at ~70% levels. Net restructured loan stood at just INR300m (8bp of overall loans).
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Kotak Prime - Steady growth
Kotak Prime's total income grew 29% YoY (flat QoQ) to INR4.7b in 4QFY12. KMPL PAT
grew 12% YoY (declined 7% QoQ) to INR970m. For FY12 PAT stood at INR3.8b (up 21%
YoY). Auto loans were up 9% QoQ and 25% YoY to INR106b. Other loans grew 6% both
on a QoQ and on a YoY basis. Overall loans grew 20% YoY and 8% QoQ to INR134b. Net
NPAs on car finance remained stable QoQ at 0.2%. CAR remained healthy at 16.3%.
KMPL: Loan book gr. remains healthy

PAT growth moderates (INR m)

Source: Company/MOSL

Growth in auto loans remains strong
(+9% QoQ and 25% YoY)

FY12 PAT grew 21% YoY

Capital market business: Profitability improves QoQ
K-Sec PAT grew 38% YoY and 108% QoQ to INR500m. The growth in profitability was
driven by higher cash volumes in earlier part of the quarter and few one-off
opportunities to earn fee income (quantum not disclosed) on account of tax free
bond issuance by IFCs. Average daily volumes declined to INR40.3b for FY12 as against
INR41.6b in 9MFY12 and INR46.5b in FY11. KSEC's market share remained stable at
9 May 2012

4

Kotak Mahindra Bank

2.9% on a sequential basis. However for FY12 K-Sec market share declined to 2.9% vs.
3.4% in FY11. Investment Banking reported PAT of INR50m vs. INR40m in 3QFY12 and
INR300m in 4QFY11.For FY12 profitability in capital market related business remained
under pressure and stood at INR1.3b vs. INR2.3b in FY11 (down 44% YoY).
K-Sec market share remains stable QoQ (%)

K-Sec earnings trend (INR b)

Source: Company/MOSL

While K-sec's market share remained stable on a QoQ
basis, it declined to 2.9% for FY12 v/s 3.4% in FY11

PAT grew 38% YoY on account of higher cash volumes
in earlier part of the quarter and few one-off
opportunities to earn fee income

Investment banking earnings trend (INR m)

Investment Banking
reported PAT of INR50m
v/s INR40m in 3QFY12 and
INR300m in 4QFY11

Source: Company/MOSL

Asset management profitability improves QoQ
Overall AUMs declined QoQ to INR363b v/s INR404b in 3QFY12 and INR405b in 4QFY11.
Of which AUM under off-shore funds increased to INR78b vs. INR73b in 3QFY12 whereas
alternative assets AUM declined to INR50.6b as against INR58.4b. Equity AUM under
MF increased to INR32.2b as against INR29.2b in 3QFY12, however remained much
lower than INR39.1b reported in 4QFY11.
PAT from the asset management business stood at INR160m v/s INR60m in 3QFY12
and INR245m in 4QFY11. Kotak investment advisors remained a key contributor for
asset management business and PAT for 4QFY12 stood at INR100m vs. INR70m in 3QFY12
and INR59m in 4QFY11. For FY12, PAT in asset management business declined sharply
by 54% YoY to INR470m.
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Domestic equity AUMs improves QoQ (INR b)

MF AUMs declines QoQ (INR b)

Source: Company/MOSL

Equity AUM under MF increased to INR32.2b v/s
INR29.2b in 3QFY12, however remained much lower
than INR39.1b reported in 4QFY11

The QoQ declining trend in MF AUMs has
continued during FY12

Life Insurance: PAT stood at INR2b for FY12 vs INR1b in FY11
Kotak Life Insurance gross premium income increased 3.6% YoY (up 1.7x QoQ - led by
seasonal factors) to INR11.1b in 4QFY12. For FY12 gross premium was flattish at
INR29.3b. First year regular premium improved 22% YoY to INR3.4b. Renewal to total
premium ratio improved to 52.9% v/s 50.9% a year ago (but down from 64.6% a quarter
ago). Life insurance reported PAT of INR570m v/s INR470m a quarter ago and INR712m
in 4QFY11. For FY12, PAT of life insurance business increased 2x from ~INR1b in FY11 to
INR2b in FY12. AUM of life insurance business improved 17%+ both on a QoQ and on
a YoY basis to INR97.2b.
Trend in segment-wise profitability

Source: Company/MOSL
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Valuation and view
Growth is likely to remain strong led by increased focus and continued buoyancy in
retail loans. We expect the bank to report 25% CAGR in loan growth over FY12/14,
management guidance of loan growth of 25-30% for FY13. Cost to income ratio for the
bank is expected to remain at 53%+ led by aggressive branch expansion and higher
focus on retail segment.
While in 4QFY12, profitability of capital market related business improved, it was
helped by some one-off opportunities and thereby trend needs to watched. In our
view pressure on profitability will persist over next few quarters led by heightened
competition across the sector. Lending business will continue to drive profitability
and we expect its contribution to remain high at 75%+. We expect consolidated earnings
CAGR of ~16% over FY12/14 and expect the bank to report consolidated EPS of INR29
in FY13 and INR33 in FY14 and consolidated BV of INR202 and INR234 in FY13 and FY14
respectively.
Kotak bank, RoA is likely to be superior at 1.5%+ over FY13/14, however, higher
capitalization (Core Tier I ratio of 15.5%+) will keep core RoEs subdued at 14.5+% over
FY13/14. On a Consolidated basis, KMB is expected to report ROE of 15%+ over FY1214. Stock trades at 2.7x and 2.4x FY13E and FY14E consolidated BV and 19.4x FY13E and
16.7x FY14E consolidated EPS. On back of rich valuation we continue to maintain
Neutral with FY14 SOTP based target price of INR500.
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