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Kotak Mahindra Bank's (KMB) 1QFY13 consolidated PAT grew 6% YoY to INR4.4b, 9% lower than our estimate.

While lending business PAT growth of 9% YoY was in line with our estimate, sluggish capital market business (PAT

11% lower than our estimate) impacted overall PAT.  Key highlights:

 Lending business: (a) Healthy loan growth of 7% QoQ and 28% YoY; (b) Largely stable margins at 4.7% (4.8% in

FY12), (c) GNPA (ex stress assets) increased 20% QoQ (largely led by one chunky account of ~INR1b) and PCR

declined to 46% from 53% a quarter ago; (d) SA growth remains healthy at 10% QoQ and 70% YoY; (e) PAT

growth of 9% YoY, led by banking business PAT growth of 12% YoY; PAT for other lending business was flat YoY.

 Capital market business: (a) Profit from the securities business was flat YoY but declined 50% QoQ (on a

higher base), (b) KSEC's market share declined to 2.5% from 2.9% a quarter ago, (c) Investment banking

reported PAT of INR60m v/s INR50m in 4QFY12 and INR10m in 1QFY12.

 Asset management business: Profit declined to INR70m from INR160m in 4QFY12, led by a loss of INR50m in

international subsidiaries v/s a profit of INR30m, a quarter ago.

Valuation and view: Moderating growth, expected deterioration in asset quality and higher base of FY12 (on

healthy recoveries and just 15bp credit cost in FY12) will put pressure on lending business profitability. Profitability

of the capital market and asset management businesses is likely to remain sluggish for the next few quarters. The

stock trades at 2.9x FY13E and 2.5x FY14E consolidated BV. Maintain Neutral; our SOTP-based TP is INR485.
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Lending business: Reported margins contract 10bp QoQ; Asset quality under
pressure
Consolidated loan book grew 28% YoY and 7% QoQ to INR570b driven by healthy

growth in both the standalone book as well as for Kotak Prime. For standalone bank,

growth was mainly driven by the corporate, CV and the agri segments, while the car

segment grew at a healthy pace for Kotak Prime. Reported consolidated margins

contracted by 10bp QoQ to 4.7%. The CASA ratio for the bank declined sharply to

26.6% from 32.2% in 4QFY12. Consolidated GNPA (ex stress assets) ratio increased

13bp QoQ to 1.18%.

Consolidated loan book grew 28% YoY (INR m)

1QFY13 1QFY12 YoY % 4QFY12 QoQ %

Comm. Vehicles 84,690 67,710 25.1 77,980 8.6

Car Loans (Prime) 111,610 89,780 24.3 106,000 5.3

Personal Loans 19,440 13,600 42.9 18,680 4.1

Home loans 87,390 70,770 23.5 83,330 4.9

Corp Banking 143,860 110,780 29.9 123,210 16.8

Business Banking 34,230 25,330 35.1 35,150 -2.6

Agri 61,060 43,560 40.2 57,140 6.9

Others 28,210 25,460 10.8 29,950 -5.8

Total Loans 570,490 446,990 27.6 531,440 7.3

Inv. / Treasury Assets 232,190 194,220 19.5 232,610 -0.2

Source: Company, MOSL

Trend in lending business profitability - Share of lending business in overall profitability remains high (INR m)

             FY10               FY11            FY12 FY13

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q

Total Lending Profits 1,222 1,741 1,980 2,679 2,699 2,640 2,843 3,406 3,490 3,530 3,830 4,000 3,800

YoY Gr. (%) 22 92 96 73 121 52 44 27 29 34 35 17 9

QoQ Gr. (%) -21 42 14 35 1 -2 8 20 2 1 8 4 -5

Share in Cons. Profit (%) 48 56 59 65 77 74 74 68 80 80 83 76 85

Source: Company, MOSL
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Banking: Asset growth remains strong; Turning cautious on growth
Kotak Bank standalone PAT grew 12% YoY and declined 5% QoQ to ~INR2.8b (largely in

line with est.). NII grew at a healthy pace by 27% YoY and 5% QoQ on the back of strong

loan growth. Loans grew strongly by 31% YoY and 8% QoQ to INR423b driven by robust

growth in corporate loans (up 33% YoY and 17% QoQ), CV loans (up 25% YoY and 9%

QoQ) and agri loans (up 40% YoY and 7% QoQ). Strong increase in the agri portfolio

over the past two quarters is mainly due to the buildup of priority sector loans and

largely in line with the historical trend. However, the management has toned down

its FY13 growth guidance to 20%+ from 25%-30% earlier.

Traction in SA deposits remains healthy
Deposits too grew strongly 34% YoY and 8% QoQ to INR416b. Importantly, growth in

SA deposits remained strong as it grew 10% QoQ and 68% YoY to INR55.4b. SA deposits

as a % to overall deposits remained largely stable at 13.3%. However sharp decline in

CA deposits (down 25% QoQ) led to 11% sequential fall in CASA deposits (+34% YoY).

Consequently, CASA ratio stood at 26.6% v/s 32.2% a quarter ago.

Lower recoveries from stressed assets impacts non-interest income growth
Growth in non-interest income remained muted at just 5% YoY as the recovery from

stressed assets stood at ~INR200m in 1QFY13 as against INR650m during the year ago

period.

Asset quality deteriorates on as one large corporate account slips
Asset quality deteriorated as GNPAs increased by 11% QoQ in absolute terms. GNPA

in % terms stood stable QoQ at ~1.6%. However, %GNPA (excluding stressed assets)

stood at 1.39% v/s 1.22% a quarter ago. Provision coverage ratio (including technical

write offs) declined sharply to 62.5% from 70.1% in the previous quarter.  Net

restructured loan stood at just INR120m (3bp of overall loans).

Margins decline 10bp QoQ (%) Asset quality deteriorates as one large account slips

Source: Company, MOSL

Steep decline in CASA and higher buildup of agri loans affected

margins. Management has guided for 4.5%+ margins for FY13.

Asset quality deteriorated due to one large corporate account

slipping into NPA category
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Kotak Prime - Healthy asset growth; muted bottom-line
Kotak Prime's total income grew 29% YoY and 9% QoQ to INR5.1b driven by healthy

asset growth. However, the strong topline growth did not translate into similar kind

of bottomline growth as the PAT declined 3% QoQ and remained flat YoY at INR940m.

The lower profitability could be attributed to margin pressures in the car business

and pressure on profitability in the real estate business. Auto loans grew at a healthy

pace at 25% YoY and 5% QoQ to INR111b. Other loans grew 13% YoY and 5% QoQ to

INR29.6b. Overall loans grew 22% YoY and 5% QoQ to INR141b. Net NPAs on car finance

declined to 0.1% from 0.2% in 4QFY12. CAR remained healthy at 15.9%.

KMPL: Loan book gr. remains healthy at 22% YoY and 5% QoQ      PAT growth remains muted (INR m)

Source: Company, MOSL

Auto loans were up 5% QoQ and 25% YoY; Other loans grew 5%

QoQ and 13% YoY…

 … however, PAT remained muted due to pressure on profitability

in non-car segment

Capital market business: Subdued performance
KSEC's revenues declined 9% YoY to INR1.32b, while the PAT remained flat on a YoY

basis, and declined more than 50% sequentially (profits in 4QFY12 were driven higher

by few one-off opportunities to earn fee income). Average daily volumes declined

sharply by 18% QoQ to INR33b. KSEC's market share declined to 2.5% from 2.9% as on
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March 2012. Investment Banking reported PAT of INR60m v/s INR50m in 4QFY12 and

INR10m in 1QFY12. In 1QFY13, profits from the capital market related business declined

sharply by 47% QoQ.

K-Sec market share contracts sharply QoQ (%) K-Sec earnings trend (INR b)

Source: Company, MOSL

Investment banking earnings trend (INR m)

Investment Banking reported PAT of INR60m v/s INR50m in 4QFY12 and INR10m in 1QFY12.

KSEC's market share declined 40bp QoQ led by 18% QoQ decline

in ADV

PAT declined more than 50% QoQ due to higher base and

remained flat YoY

Source: Company, MOSL

Asset Management: Profitability remains under pressure
Overall AUMs increased QoQ to INR515b v/s INR460b in 4QFY12, but remained largely

flattish on a YoY basis. AUM under off-shore funds increased for the second consecutive

quarter to INR83b vs. INR78b in 4QFY12. Equity AUM under MF declined to INR30.9b as

against INR32.2b in 4QFY12. Notably, a very strong increase was seen in the debt

AUMs to INR242b from INR189b in 4QFY12.

PAT from asset management business stood at INR40m v/s INR30m in 4QFY12 and

INR90m in 1QFY12. Profits of Kotak investment advisors remained largely flat both on

a YoY as well as on a QoQ basis at ~INR110m. After turning profitable, in 4QFY12,

International subsidiaries once again reported a net loss of INR50m as against a net

loss INR30m in 1QFY12.
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Domestic equity AUMs decline QoQ (INR b) MF AUMs Increases QoQ (INR b)

Source: Company, MOSL

Equity AUM under MF declined marginally to INR31b QoQ, while

offshore AUMs increased to INR82b v/s INR78b in 4QFY12

Strong increase was seen in debt AUMs to INR242b from INR189b

in 4QFY12, resulting into strong MF AUM growth

Trend in segment-wise profitability

1QFY11 2QFY11 3QFY11 4QFY11 1QFY12 2QFY12 3QFY12 4QFY12 1QFY13

Total Lending Profits 2,699 2,640 2,843 3,406 3,490 3,530 3,830 4,000 3,800

QoQ Growth (%) 1 -2 8 20 2 1 8 4 -5

YoY Growth (%) 121 52 44 27 29 34 35 17 9

% Share to total profits 76 74 74 68 80 80 83 76 85

Capital market related business 543 591 543 662 240 250 280 550 290

QoQ Growth (%) -15 9 -8 22 -64 4 12 96 -47

YoY Growth (%) -31 -26 -11 3 -56 -58 -48 -17 21

% Share to total profits 15 17 14 13 6 6 6 10 6

AMC Businesses 355 204 209 245 170 80 60 160 70

QoQ Growth (%) -1 -43 3 17 -31 -53 -25 167 -56

YoY Growth (%) -29 -59 -63 -31 -52 -61 -71 -35 -59

% Share to total profits 10 6 5 5 4 2 1 3 2

Kotak Mah. Old Mutual Life Insur. -69 134 236 712 460 530 470 570 320

QoQ Growth (%) -116 -295 76 202 -35 15 -11 21 -44

YoY Growth (%) -723 208 22 60 -766 294 99 -20 -30

% Share to total profits -2 4 6 14 11 12 10 11 7

Others 1 -1 -1 0 0 0 0 0 0

Consolidated PAT (before adj.) 3,528 3,568 3,830 5,025 4,360 4,390 4,640 5,280 4,480

QoQ Growth (%) -14 1 7 31 -13 1 6 14 -15

YoY Growth (%) 40 16 14 22 24 23 21 5 3

% Share to total profits 100 100 100 100 100 100 100 100 100

Total consolidated PAT ex Life 3,597 3,433 3,594 4,313 3,900 3,860 4,170 4,710 4,160

QoQ Growth (%) -2 -5 5 20 -10 -1 8 13 -12

YoY Growth (%) 43 13 14 17 8 12 16 9 7

% Share to total profits 102 96 94 86 89 88 90 89 93

Source: Company, MOSL

Life Insurance: Premium income declines 11% YoY; PAT down 30% YoY
Kotak Life Insurance gross premium income declined by 11% YoY and down 59% to

INR4.57b. While the steep seasonal decline in premium income is seasonal in nature,

the YoY decline in premium income was led by 8% YoY decline in renewal premium.

First year regular premium fell by 3% YoY to INR1.2b. Notably single premium income

fell sharply by 58% YoY to INR170m.  Life insurance business reported PAT of INR320m

v/s INR570m and INR460m in 1QFY12. AUM of life insurance business increased by

~13% YoY, while it remained largely flattish on a QoQ basis.
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KOTAK MAHINDRA: Highlights of result conference call

Views on macroeconomic environment

 The management is currently factoring in the assumption of ~6% FY13 real GDP

growth and 13-14% nominal GDP growth. As per mgmt, Inflation in FY13 is likely

to be 7%+.

 Inaction from government over next 1-2 months will lead to sub 6% GDP growth.

Pickup in economic growth and reformatory steps by the government will be

the key catalysts for revival growth.

Adverse environment leading to lower growth guidance

 Mgmt has lowered the growth guidance from earlier 25-30% to 20%+ for FY13

led by cautious view on macroeconomic environment.

 Significant moderation in infrastructure activities is now putting ripple effect

on CV and CE segment. While withdrawal of some of the NBFC is providing

opportunities for some of the banks in this segment, early sign of asset quality

deterioration is leading to cautious view on this segment.

 For growing CV and CE portfolio, mgmt is focusing on LCV and big pocket

contractors.

Asset quality - early signs of deterioration

 While asset quality in the retail segment has held up well the bank is witnessing

some early signs of weakness in asset quality in the CV / CE segment, which are

directly correlated to economic growth.

 As per the management, a lot will depend on the government action in the

coming 20-30 days, which will decide the future course of growth for the

economy as well as the bank. Moreover, if the economic growth further

moderates, then the stress on asset quality can spread to other segments as

well.

Other highlights

 The management has maintained its margin guidance of 4.5%+ (4.7% in 1QFY13)

even in case the loan mix undergoes change.

 Given the current challenging environment, the bank has taken measures to

improve efficiencies and contain costs by merging different verticals with

synergies. The management is targeting to reduce cost-to-income ratio to below

50% levels over the next year from ~53% currently.

 Outlook on the capital market related business remains challenging and the

outlook is unlikely to improve in the near term.

 In the life insurance business, management indicated that new product

guidelines are in the pipeline. It will have its bearing on the growth as well as

the profitability of the insurance business. Hence one has to wait and watch,

barring which the insurance business is expected to stabilize and grow steadily.

 KMB has received directive from the RBI to take promoter holding to 20% by

March 2018. The bank is not looking at capital raising at least for next 12 months.
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Valuation and view
 Management has toned down the growth guidance considering moderating

economic growth, early warning signs of deterioration in asset quality in some of

the key products and continued policy paralysis. Moderating growth especially in

some of the high yielding products, expected deterioration in asset quality (due

to adverse macro environment) and higher base of FY12 (on back of healthy

recoveries and just 15bp of credit cost) will put pressure on lending business

profitability.

 Sluggishness in profitability of capital market and asset mgmt business is likely to

persist over next few quarters due to heightened competition, structural issues

related to industry and regulatory changes. Overall, we expect profit growth to

be muted at 10% CAGR over FY12-14 vs 40% over FY09-12.

 We have cut our earnings estimates by 3-4% for FY13/14 to account for lower

growth in lending business. Share of lending business is expected to remain high

at 80%. We expect consolidated EPS of INR27 in FY13 and INR31 in FY14 and

consolidated BV of INR201 and INR230 in FY13 and FY14.

 KMB's RoA is likely to decline from 1.9% in FY12 to 1.5-1.6% over FY13/14 and

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

14-15% over FY12-14.

 Stock trades at 2.9x and 2.5x FY13E and FY14E consolidated BV and 21x FY13E and

19x FY14E consolidated EPS. We to maintain Neutral with SOTP based target price

of INR485.
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Financials and Valuation
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Financials and Valuation

* For Investments in Subs and NPA, All nos are standalone unless specified
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