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Kotak Mahindra Bank's (KMB) 2QFY13 consolidated PAT grew 16% YoY and 13% QoQ to INR5.0b (4% above est)

driven by higher than expected profitability in Kotak Prime and Kotak Securities. Profits for the standalone bank

were in line with estimates. Margins and asset quality (excl. stressed assets) remained stable QoQ.

 Lending business: (a) Profitability of the lending business was higher than expected (8% above est.) led by

strong profit growth in Kotak Prime (b) Consolidated loan growth moderated but remained healthy at 7%

QoQ and 21% YoY (c) Margins remained stable QoQ at 4.7% (d) GNPAs (incl. stressed assets) for the standalone

bank increased 8% QoQ as the bank acquired a stressed asset portfolio from a NBFC worth INR490m. KMB

recovered INR70m out of this and has fully provided for the rest. PCR improved to 54% v/s 50% in 1QFY13.

 Capital Market business: KSEC reported PAT of INR400m, up 38%YoY and 74% QoQ led by strong improvement

in the cash delivery volumes during the quarter and booking of gains on proprietary trading which boosted

revenues (up 17% QoQ). Market share remained stable QoQ at 2.5%.

 Asset Management business: PAT from asset management business grew by 50% YoY and 71% QoQ to INR120m

(23% below est.) due to losses in the AMC business. AUMs increased 11% YoY and 8% QoQ to INR559b.

 Valuation and view: Moderation in growth, expected increase in credit costs (45bp v/s 14bp in FY12) and

higher base of FY12 can put pressure on profitability of lending business. Profits in capital market businesses

picked up but may not sustain due to stiff competition. Stock trades at 2.7x FY14E cons. BV. Neutral.
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Lending business: Loan growth moderates (v/s historical trends) but remains
healthy; margins remains stable
Consolidated loan book grew 21% YoY and 7% QoQ to INR612b driven by healthy

growth in the standalone book, while car loans grew at a slower pace during the

quarter. For the standalone bank, growth was mainly driven by the corporate, business

banking and agri segments. In line with management's cautious approach towards

the CV segment, the CV book remained largely stable with a marginal 2% QoQ increase.

Reported consolidated margins remained stable QoQ at 4.7%.

Consolidated loan growth moderated to 21% YoY (INR m)

2QFY13 2QFY12 YoY % 1QFY13 QoQ %

Comm. Vehicles 81,830 73,510 11.3 80,150 2.1

Car Loans (Prime) 117,480 98,580 19.2 111,610 5.3

Personal Loans 21,410 15,010 42.6 20,000 7.1

Home loans 92,860 75,280 23.4 87,570 6.0

Corp Banking 156,780 147,450 6.3 143,830 9.0

Business Banking 45,710 27,980 63.4 38,400 19.0

Agri 64,190 42,480 51.1 61,080 5.1

Others 32,290 25,520 26.5 27,850 15.9

Total Loans 612,550 505,810 21.1 570,490 7.4

Inv. / Treasury Assets 239,900 183,470 30.8 232,190 3.3

Source: Company, MOSL

Trend in lending business profitability - With pickup in profitability of securities business, share of lending business in overall
profitability declined QoQ; but remained high  (INR m)

 FY10 FY11 FY12 FY13

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

Total Lending Profits 1,003 1,741 1,980 2,679 2,699 2,640 2,843 3,406 3,490 3,530 3,830 4,000 3,800 4,100

YoY Gr. (%) 45 92 96 73 121 52 44 27 29 34 35 17 9 16

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

Share in Cons. Profit (%) 73 56 59 65 77 74 74 68 80 80 83 76 85 80

Source: Company, MOSL
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Banking: Loan growth moderated but remains healthy
Kotak Bank standalone PAT grew 8% YoY and remained flat on a QoQ basis at ~INR2.8b

(in line with est.). NII grew at a healthy pace by 25% YoY and 5% QoQ on the back of

strong loan growth and stable margins. Loan growth moderated to 22% YoY as

compared with earlier trends of 30%+ YoY growth for past few quarters, in line with

management's cautious stance given the uncertain macro environment. Loan growth

remained healthy in the business banking (+64% YoY and 19% QoQ), corporate (+8%

QoQ and 5% YoY) and agri (+51% YoY and 5% QoQ) segments. The management has

maintained its guidance of 20%+ asset growth in the current fiscal.

Deposit mobilization remains healthy
Deposit mobilization remained healthy during the quarter (+25% YoY and 9% QoQ)

resulting into moderation in CD Ratio to 100% v/s 101.6% in 1QFY13 and 102.6% in

2QFY12. Healthy traction in SA deposits continued as it grew by 66% YoY and 7% QoQ.

CA deposits grew by 10% YoY and 16% QoQ. CASA ratio increased marginally to 27.1%

from 26.6% in the previous quarter. During the quarter, the bank added 23 branches

taking the total number to 389. Guidance of reaching a network of 500 branches in

CY13 maintained.

Acquisition of stressed assets portfolio led to increase in GNPAs
GNPAs (incl. stressed assets) increased 8% QoQ as the bank acquired an INR490m

worth stressed asset portfolio (secured home loan portfolio) during the quarter. Of

which, it recovered INR70m and the rest has been fully provided for. This resulted

into the increase in GNPAs and provisioning expenses on a QoQ basis. Net restructured

loans stood at just INR80m (2bp of overall loans).

Margins remain stable QoQ (%) Asset quality (ex-stressed assets) improves marginally

Source: Company, MOSL

Margins remain stable QoQ. Management has maintained its

guidance of 4.5%+ margins for FY13.

Asset quality (incl. stressed assets) deteriorated as the bank

acquired a small stressed asset portfolio during the quarter,

barring which the asset quality improved marginally.
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Kotak Prime - Strong growth in non-car segment; healthy asset quality;
profitability improves
Kotak Prime's total income grew 30% YoY and 8% QoQ to INR5.5b driven by strong

asset growth. During the quarter, Kotak Prime's loan book grew 21% YoY and 7.5%

QoQ to INR151.7b, driven by strong growth in its non-car portfolio. While the car loan

portfolio grew by 20% YoY and 5% QoQ, other loans grew much faster by 25% YoY and

15% QoQ. Strong asset growth, healthy traction in fee based income and stable asset

quality led to improvement in Kotak Prime's profitability during the quarter. As a

result, PAT grew strongly by 27% YoY and 21% QoQ to INR1.14b. Net NPAs increased

marginally to 0.2% v/s 0.1% in 1QFY13. CAR remained healthy at 15.8%.

KMPL: Loan gr. remains healthy at 21% YoY and 8% QoQ PAT grew strongly by 27% YoY and 21% QoQ (INR m)

Source: Company, MOSL

Auto loans were up 5% QoQ and 20% YoY, while other loans

grew 15% QoQ and 25% YoY

Strong asset growth coupled with higher fee income during the

quarter led to strong profitability for Kotak Prime
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Capital market business: Securities broking business boosts profitability
In 2QFY13, profits from capital market related businesses grew sharply by 76% YoY

and 52% QoQ (44% above estimates) led by strong uptick in securities broking business.

KSEC's revenues increased 2% YoY and sharply by 17% QoQ to INR1.55b led by

improvement in cash market delivery volumes coupled with certain proprietary gains

booked during the quarter.

PBT margins improved to 31.6% from 25.6% in the quarter gone by. Tax rate was lower

at 18.4% v/s 34.3% in 1QFY13 resulting into PAT of INR400m, up 38%YoY and 74% QoQ.

Average daily volumes remained largely stable QoQ at ~INR33b. KSEC's market share

too remained stable QoQ at 2.5%. Investment Banking reported PAT of INR40m v/s

INR60m in 1QFY13 and a net loss of INR40m in 2QFY12.

K-Sec market share remained stable QoQ (%) K-Sec earnings trend (INR b)

Source: Company, MOSL

KSEC's market share remained stable in line with sequentially

stable ADV's

Higher traction in cash delivery volumes and proprietary gains

boosted profitability in the securities business

Investment banking earnings trend (INR m)

Investment Banking reported PAT of INR40m v/s INR60m in 1QFY13 and a net loss of INR40m in

2QFY12.

Source: Company, MOSL
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Sharp increase witnessed in offshore AUMs (INR b) MF AUMs increase QoQ led by spike in debt AUMs (INR b)

Source: Company, MOSL

Equity AUM under MF increased to INR34b v/s INR31b in 1QFY13;

Offshore AUMs too increased sharply to INR101b v/s INR82b in

1QFY13

Debt AUMs grew to INR268b from INR242b in 1QFY13 contributing

~88% of the incremental AUMs during the quarter.

Asset Management: AMC reports loss driven by upfronting of distribution
costs
During the quarter, profitability of the AMC business remained under pressure due to

losses in the AMC business. PAT from overall asset management business grew by

50% YoY and 71% QoQ to INR120m (23% below estimates). AMC business reported a

net loss of INR50m as the company upfronted certain distribution costs to acquire

relatively more remunerative debt fund business.

The management expects to achieve breakeven on this portfolio in next six months

through earning higher asset management fees. Importantly, international

subsidiaries reported PAT of INR80m as against a net loss of INR50m in 1QFY13 and

INR70m in 2QFY12. Overall AUMs increased 11% YoY and 8% QoQ to INR559b. Strong

sequential increase was seen in AUMs under off-shore funds (+33% YoY and 22%

QoQ). Domestic MF AUMs grew by 7% YoY and 10% QoQ to INR313b. Notably, debt

AUMs grew by ~11% both on a YoY as well as on a QoQ basis to INR268b, while equity

AUMs declined 5% YoY, though up 8% QoQ to INR34b.

Life Insurance: Premium income declines 8% YoY; PAT down 11% YoY
Kotak Life's gross premium income increased 36% QoQ, though down 8% YoY to INR6.2b.

The YoY decline in premium income could be attributed to a steep 73% YoY decline in

single premium income, while the individual regular and the group premium put

together grew by 18% YoY and 68% QoQ. Life insurance business reported PAT of

INR470m v/s INR320m and INR530m in 1QFY13 and 2QFY12 respectively. AUM of the

life insurance business grew by 20% YoY and 6% QoQ to INR97.8b.
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Trend in segment-wise profitability

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

Total lending profits 2,699 2,640 2,843 3,406 3,490 3,530 3,830 4,000 3,800 4,100

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

YoY Growth (%) 121 52 44 27 29 34 35 17 9 16

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

Capital market related business 543 591 543 662 240 250 280 550 290 440

QoQ Growth (%) -15 9 -8 22 -64 4 12 96 -47 52

YoY Growth (%) -31 -26 -11 3 -56 -58 -48 -17 21 76

% Share to total profits 15 17 14 13 6 6 6 10 6 9

AMC Businesses 355 204 209 245 170 80 60 160 70 120

QoQ Growth (%) -1 -43 3 17 -31 -53 -25 167 -56 71

YoY Growth (%) -29 -59 -63 -31 -52 -61 -71 -35 -59 50

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

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

QoQ Growth (%) -116 -295 76 202 -35 15 -11 21 -44 47

YoY Growth (%) -723 208 22 60 -766 294 99 -20 -30 -11

% Share to total profits -2 4 6 14 11 12 10 11 7 9

Consolidated PAT 3,528 3,568 3,830 5,025 4,360 4,390 4,640 5,280 4,480 5,130

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

YoY Growth (%) 40 16 14 22 24 23 21 5 3 17

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

Total consolidated PAT ex Life 3,597 3,433 3,594 4,313 3,900 3,860 4,170 4,710 4,160 4,660

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

YoY Growth (%) 43 13 14 17 8 12 16 9 7 21

% Share to total profits 102 96 94 86 89 88 90 89 93 91

Source: Company, MOSL

KOTAK MAHINDRA: Highlights of result conference call

Asset growth - Will continue to grow in a controlled manner

 As indicated in the previous quarter, the bank grew its loanbook at a slower

pace. The management mentioned that though since the previous quarter, the

sentiments have turned and the economy has been able to avert the worst

risks, fundamentals continue to remain weak.

 The management has maintained its guidance of loan growth of 20%+ for FY13

and will continue to grow based on its risk return matrix.

 CV and CE segments continue to remain weak, while the growth in the rural and

semi urban focus markets remains healthy.

Liabilities - Traction in savings likely to continue
 KMB continues to expand its branch network at a steady and maintains its

guidance of reaching a branch network of 500 branches by CY13.

 While the traction in SA acquisitions has seen some moderation it remains

healthy and the bank is not willing to offer rates in excess of 6% to acquire SA

balances.
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Asset quality - Not overtly worried but remain cautious
 The management continued to remain cautious on the asset quality in the CV

and CE segment and exposures which have linkages to the infrastructure sector.

 Currently, the asset quality in the non-CV / CE portfolio remains largely stable

and the management is not unduly worried. However, remains watchful of the

macroeconomic developments and the overall portfolio asset quality.

 The management indicated that they have adequately provided for the large

media account (in both 1Q and 2QFY13), which fell into NPA category in 1QFY13.

Other highlights
 The management has maintained its margin guidance of ~4.5%.

 The management remains hopeful of taking the cost to income ratio below 50%

mark by next year.

 Total outstanding stressed assets portfolio acquired and provided for stood at

INR4b. The embedded value of the same would be much higher.

Valuation and view
 While the management indicated that the business sentiments seem to be

changing post the slew of measures taken by the government, it remains cautious

and maintains its loan growth guidance, which it toned down in 1QFY13. Slower

growth and continuing asset quality risks (in absence of any change in the

macroeconomic fundamentals) and higher base of FY12 (on the back of healthy

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

profitability.

 Though the securities business witnessed some improvement in its revenues and

profitability, sustainability of the same remains questionable. 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

15% CAGR over FY12-14 vs 40% over FY09-12.

 We expect consolidated EPS of INR28 in FY13 and INR33 in FY14 and consolidated

BV of INR201 and INR234 in FY13 and FY14 respectively. KMB's RoA is likely to

decline from 1.9% in FY12 to ~1.6% over FY13/14 and higher capitalization (Tier I

ratio of ~15%) will keep RoEs subdued at ~15% over FY13/14. On a consolidated

basis too, KMB is expected to report RoE's of ~15% over FY12-14.

 Stock trades at 3.1x and 2.7x FY13E and FY14E consolidated BV and 22x FY13E and

19x FY14E consolidated EPS. On back of rich valuations, we maintain our Neutral

rating with SOTP based target price of INR500.
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Financials and Valuation



Kotak Mahindra Bank

26 October 2012  11

Financials and Valuation



Disclosures
This report is for personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. This research report does not constitute an offer, invitation or inducement
to invest in securities or other investments and Motilal Oswal Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been
furnished to you solely for your information and should not be reproduced or redistributed to any other person in any form.

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information specifically agrees to exempt MOSt or any of its affiliates

or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSt or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOSt
or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.

The information contained herein is based on publicly available data or other sources believed to be reliable. While we would endeavour to update the information herein on reasonable basis,  MOSt and/or its
affiliates are under no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may prevent MOSt and/or its affiliates from doing so. MOSt or any of its affiliates or

employees shall not be in any way responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report . MOSt or any of its affiliates
or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness
for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This report is intended for distribution to institutional investors. Recipients who are not institutional investors should seek advice of their independent financial advisor prior to taking any investment decision

based on this report or for any necessary explanation of its contents.

MOSt and/or its affiliates and/or employees may have interests/positions, financial or otherwise in the securities mentioned in this report. To enhance transparency, MOSt has incorporated a Disclosure of Interest
Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Kotak Mahindra Bank
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

Analyst Certification
The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the compensation of the research analyst(s) was, is, or
will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The research analysts, strategists, or research associates principally responsible
for preparation of MOSt research receive compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues.

Regional Disclosures (outside India)
This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to
law, regulation or which would subject MOSt & its group companies to registration or licensing requirements within such jurisdictions.

For U.K.
This report is intended for distribution only to persons having professional experience in matters relating to investments as described in Article 19 of the Financial Services and Markets Act 2000 (Financial

Promotion) Order 2005 (referred to as "investment professionals").  This document must not be acted on or relied on by persons who are not investment professionals. Any investment or investment activity to
which this document relates is only available to investment professionals and will be engaged in only with such persons.

For U.S.
MOSt is not a registered broker-dealer in the United States (U.S.) and, therefore, is not subject to U.S. rules. In reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange

Act of 1934, as amended (the "Exchange Act") and interpretations thereof by the U.S. Securities and Exchange Commission ("SEC") in order to conduct business with Institutional Investors based in the U.S.,
Motilal Oswal has entered into a chaperoning agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo"). Any business interaction pursuant to this report will have to be executed
within the provisions of this Chaperoning agreement.

This report is intended for distribution only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act and interpretations thereof by SEC (henceforth referred to as "major institutional

investors"). This document must not be acted on or relied on by persons who are not major institutional investors. Any investment or investment activity to which this document relates is only available to major
institutional investors and will be engaged in only with major institutional investors.

The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S. registered broker-dealer, Marco
Polo and therefore, may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public appearances and trading securities held by a research analyst account.

Motilal Oswal Securities Ltd
Motilal Oswal Tower, Level 9, Sayani Road, Prabhadevi, Mumbai 400 025

Phone: +91 22 3982 5500  E-mail: reports@motilaloswal.com


