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Kotak Mahindra Bank
CMP: INR723 TP: INR740 Neutral

Financials & Valuation (INR b)
Y/E March 2013 2014E 2015E

NII 32.1 40.8 50.0

OP 21.6 28.2 34.4

NP 13.6 16.5 20.0

NIM (%) 4.6 4.6 4.6

EPS (INR) 29.5 35.3 41.8

EPS Gr. (%) 19.4 19.4 18.6

Cons. BV. (INR) 203 237 278

Cons. ROE (%) 15.7 16.0 16.2

ROA (%) 1.8 1.8 1.7

Payout (%) 2.8 2.9 2.9

Valuations

P/E(X) (Cons.) 24.5 20.5 17.3

P/BV (X) (Cons.) 3.6 3.0 2.6

P/ABV (X) (Cons.)3.6 3.1 2.7

Div. Yield (%) 0.1 0.1 0.1

BSE Sensex S&P CNX
19,576 5,944

Bloomberg KMB IN

Equity Shares (m) 766.6

M.Cap. (INR b)/(USD b) 554/10.3

52-Week Range (INR) 726/525

1,6,12 Rel.Perf.(%) 7/14/10

4 May 2013

4QFY13 Results Update | Sector: Financials

Kotak Mahindra Bank's (KMB) 4QFY13 consolidated PAT grew ~28% YoY and ~15%

QoQ to INR6.7b driven by healthy performance in the banking business. Bank's

(standalone) PAT grew ~47% YoY and ~21% QoQ to INR3.6b (17% above est), led

by strong core operating performance.

 Key positive surprises: (a) ex run-down of corporate loans, consolidated

loans grew 27% YoY and 6% QoQ, (b) standalone cost to income ratio declined

to 48% v/s 52% in 9MFY13, (c) stable asset quality (ex stress assets) QoQ,

and (d) consolidated NIMs up 10bp QoQ to 4.7% (FY13 v/s 9M).

 Other highlights: (a) savings account quarterly addition remains healthy at

INR6-7b, (b) added 30 branches in the quarter v/s the previous run rate of

15-20 a quarter, (c) capital market related business adj PAT stood at INR470m

(v/s INR550m in 4QFY12), (d) K Sec market share declined 10bp QoQ to 2.5%

and (e) Avg domestic AUM declined 3% QoQ to INR313b.

 Guidance for FY14: a) loan growth in the range of 20-30% depending on the

economic scenario, (b) cost to income ratio at less than 50%, (c) NIM ~4.5%

(4.7% in FY13), (d) credit cost of 40-50bp in FY14 v/s 40bp in FY13 and (e)

more positive on profits from asset recovery division in FY14 v/s FY13.

Valuation and view: Asset quality is holding on well despite higher stress seen

in the CV and CE portfolio. Lower share of term/project loans in corporate

segment and relatively lower stress sector exposure is also helping KMB to

report better asset quality performance  KMB's standalone RoA is likely to decline

from 1.9% in FY12 to ~1.7% over FY14E/15E. Higher capitalization will keep RoE

subdued at ~15% over FY14E/15E. On a consolidated basis, KMB is expected to

report RoE of ~16% over FY13-15E. Valuations rich, we maintain Neutral.
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Lending business: strong core operating performance
 Profitability of the lending business was higher-than-expected (13% above est),

led by strong profit growth in standalone banking operation (17% above est).

 Better-than-expected loan growth, strong control over opex and stable asset

quality led to 7%, 12% and 17% higher than est NII, operating profit and PAT for

KMB standalone.

 Kotak Mahindra Prime Ltd (KMPL) PAT stood at INR1.2b (v/s est of INR1.1b). KMPL

loan growth remains healthy at 27% YoY and 6% QoQ. NNPAs remain under control

at ~20bp.

 Loan growth (flat QoQ and up 25% YoY) moderated during the quarter led by run-

down of short term corporate loans (down 20% QoQ and +18% YoY), adjusted for

which loans grew 27% YoY and 6% QoQ. Growth remained strong across segments

and was also supported by acquisition of Barclays Bank's personal loans portfolio

~INR6-7b during the quarter.

 SA deposits grew 10% QoQ and 44% YoY, while CA deposits grew 14% QoQ and 4%

YoY. Overall CASA (excluding float) grew 12% QoQ and 20% YoY to INR149b. As a

proportion to overall deposit, CASA stood at 29.2%. Since deregulation of SA

deposits, SA almost doubled and its share in overall deposits increased to 14%

v/s 10% in 3QFY12.

 GNPAs (ex stressed assets) for the standalone bank were flat QoQ and NNPAs

percentage remained stable at ~60bp. PCR (as per RBI definition) improved to

68% v/s 66% in 3QFY13. Consolidated GNPAs (ex stressed assets) were also flat

QoQ and NNPAs percentage stood at ~50bp.

 Net restructured standard loans stood at just INR107m (2bp of overall loans).

 During the quarter, bank added 30 branches, thus taking the total number to 437.

Guidance of reaching a network of 500 branches in CY13 was maintained.
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Trend in lending business profitability - Share of lending improves further (INR m)

 FY10 FY11 FY12 FY13

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

Total Lending Profits 1,222 1,741 1,980 2,679 2,721 2,640 2,843 3,406 3,490 3,530 3,831 3,999 3,804 4,104 4,747 5,602

YoY Gr. (%) 22 92 96 73 123 52 44 27 28 34 35 17 9 16 24 40

QoQ Gr. (%) -21 42 14 35 2 -3 8 20 2 1 9 4 -5 8 16 18

Share in Cons. Profit (%) 48 56 59 65 77 74 74 68 80 80 83 76 85 80 80 87

Source: Company, MOSL

Strong loan growth (cons.) ex-CV and corporate sell down KMPL: Loan growth remains healthy at 27% YoY and 6% QoQ

(INR m) FY13 FY12 YoY FY13 QoQ

4Q 4Q (%) 4Q (%)

Comm. Vehicles 78,050 77,980 0 80,710 -3

Car Loans (Prime) 127,500 106,000 20 122,170 4

Personal Loans 30,540 18,680 63 24,200 26

Home loans 103,290 83,330 24 98,690 5

Corp Banking 145,350 123,210 18 182,910 -21

Business Banking 52,170 35,150 48 50,240 4

Agri 83,560 57,140 46 73,100 14

Others 42,120 29,950 41 38,190 10

Total Loans 662,580 531,440 25 670,210 -1

Inv. / Treasury Assets 313,400 232,610 35 287,380 9

Source: Company, MOSL
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Margins improve QoQ (%) Asset quality (ex-stressed assets) remains healthy

Source: Company, MOSL

Other businesses
 In 4QFY13, profits from capital market related businesses stood at INR470m v/s

INR400m a quarter ago and INR550m a year ago. On a lower base, K Sec reported

PAT of INR130m. On back of internal restructuring, K Sec divested stake in a

subsidiary to the parent and on valuation it reported a loss of INR300m, adjusted

for which K Sec PAT stood at INR430m.

 K Sec's revenue increased 14% QoQ but was down 7% YoY to INR1.66b. PBT margin

stood at 23% and adjusted margin at 41% v/s 39% in the quarter gone by and 35%

in 9MFY13.

 K Sec's market share decreased 10bp QoQ to 2.5%. Investment banking reported

PAT of INR40m v/s INR20m in 3QFY13 and INR50m in 4QFY12.

 Overall AUMs increased 21% YoY but was down 2% QoQ to INR552b. Domestic

mutual funds' AUMs grew by 31% YoY but were down 6% QoQ to INR303b. Notably,

debt AUMs grew by ~42% YoY but was down 7% on a QoQ basis. Domestic equity

AUMs declined 2% QoQ but were up ~10% YoY to INR39b.

 Kotak Life's gross premium income was flat YoY to INR11b. Life insurance business

reported PAT of INR580m v/s INR530m in 3QFY13 and INR570m in 4QFY12. AUMs of

the life insurance business grew by 10% YoY and 3% QoQ to INR105b.

K-Sec: Market share declines QoQ (%) K-Sec: Earnings trend (INR b)

Source: Company, MOSL
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Investment Banking: Earnings trend (INR m) Asset Management: Marginal decline in AUM (INR b)

Source: Company, MOSL

Earnings call highlights
Lending businesses

 Guidance for FY14: a) expect loan growth in the range of 20-30% depending

on the economic scenario, (b) expect cost to income ratio at less than 50%,

(c) NIM ~4.5% (4.7% in FY13), (d) credit cost of 40-50bp in FY14 v/s 40bp in

FY13 and (e) more positive on profits from asset recovery division in FY14

v/s FY13.

 Higher credit cost guidance keeping in mind a) expected higher stress on mid

level companies, b) conscious on CV and CE business and c) some dilution in

retail credit quality.

Share of lending business in overall profitability increases further to 87%
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 KMPL spreads compressed 35-40bp on car financing; however, towards later

part of the year spreads improved.

 Gained market share, especially in lower value cars. Added 26 new locations

in the year which helped to improve market share. LTV remains stable YoY.

 In mortgage loans, contribution from LAP is 40%. Currently, mortgage loans

are 15% of overall loans and do not see it going beyond 20% in the near term.

 Reached priority sector loans of 36-37% in FY13.

 Expects to roll out ~60 branches in FY14. For SA account, focusing mass affluent

segment and digitalization for customer acquisition.

 Retail assets delinquency remains low. Focusing on SEMP and cross sell for

customer acquisitions.

 Currently, no. 1 tractor financing bank in the country.

Other highlights

 In 4QFY13, internal restructuring of investment led to INR300m of loss in K

Sec. At the consolidated level there is no impact of this internal restructuring.

 Five-year requirement to bring down promoter holding to 20%. Management

has three routes available for the same -- primary, secondary and acquisition.

Preference will be primary, inorganic and secondary. Optimal route will be to

dilute only for value creation. Inorganic, however, will be very conscious for

the same.

Valuation and view
Asset quality is holding on well despite higher stress seen in the CV and CE portfolio.

Other retail products are showing better-than-factored performance in LGDs. Lower

share of term/project loans in the corporate segment and relatively lower stress sector

exposure is also helping KMB to report better asset quality in corporate segment. We

expect margins to remain stable due to recent capital raising of INR13b; net of capital

raising benefit, margin expected to decline 10bp YoY in FY14E.

With an improvement in volumes and tight control over costs, we expect capital market

business performance to improve compared to the recent past. We expect KMB to

report consolidated EPS of INR35 in FY14E and INR42 in FY15E and consolidated BV of

INR237 and INR278 in FY14E and FY15E. KMB's standalone RoA is likely to decline from

1.9% in FY12 to ~1.7% over FY14E/15E. Higher capitalization (Tier I ratio of ~15%) will

keep RoE subdued at ~15% over FY14E/15E. On a consolidated basis too, KMB is

expected to report RoE of ~16% over FY13-15E. Stock trades at 3x and 2.6x FY14E and

FY15E consolidated BV and 20x FY14E and 17x FY15E consolidated EPS. On the back of

rich valuations, we maintain a Neutral rating, with SOTP-based FY15E target price of

INR740.
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NIM upgrade leading to PAT upgrade (INR b)

                                                          Old                      Revised                  Changes (%)

FY14E FY15E FY14E FY15E FY14E FY15E

Net Interest Income 38.0 46.3 40.8 50.0 7.3 7.9

Other Income 13.5 15.3 13.8 15.9 2.6 4.0

Total Income 51.4 61.6 54.6 65.8 6.1 6.9

Operating Expenses 25.7 30.1 26.3 31.4 2.4 4.4

Operating Profits 25.7 31.5 28.2 34.4 9.9 9.3

Provisions 3.5 4.5 3.6 4.5 2.3 1.1

PBT 22.2 27.0 24.6 29.9 11.1 10.7

Tax 7.0 8.6 8.1 9.9 15.3 14.9

Standalone PAT 15.1 18.4 16.5 20.0 9.1 8.8

Consolidated PAT 25.4 30.2 26.1 31.0 2.8 2.5

Margins (%) 4.5 4.5 4.6 4.6

SA RoA (%) 1.7 1.7 1.8 1.7

Core RoE (%) 15.8 16.5 15.6 15.5

Source: Company, MOSL

We upgrade consolidated earning by ~3% (INR b)

                                                                             Old                Revised             Changes (%)

FY14E FY15E FY14E FY15E FY14E FY15E

Kotak Mahindra Bank (Standalone) 15.12 18.40 16.50 20.01 9.1 8.8

Kotak Mahindra Prime 5.25 6.15 4.99 5.84 -4.8 -5.0

Kotak Mahindra Investments 0.45 0.54 0.39 0.47

Lending Business 20.81 25.08 21.88 26.32 5.1 4.9

International subsidiaries 0.15 0.18 0.09 0.11

Kotak Mahindra AMC & Trustee Co 0.23 0.24 0.16 0.20

Kotak Investment Advisors 0.38 0.43 0.36 0.41

Asset Management Business 0.75 0.84 0.60 0.72 -20.3 -13.8

Kotak Securities 1.54 1.57 1.55 1.58

Kotak Mahindra Capital Company 0.23 0.28 0.20 0.24

Capital Market Business 1.77 1.85 1.75 1.83 -0.9 -1.1

Consol. PAT excluding Kotak Life 23.34 27.77 24.23 28.87 3.9 4.0

Kotak OM Life Insurance 2.33 2.68 2.09 2.30

Consolidation Adjust. -0.25 -0.25 -0.20 -0.20

Consol. PAT Including Kotak Life 25.42 30.21 26.12 30.97 2.8 2.5

Source: Company, MOSL
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