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Kotak Mahindra Bank

Reuters: KTKM.BO; Bloomberg: KMB IN

Retail slowdown continues to temper margin strength

Kotak Mahindra Bank (KMB) reported 2QFY20 results with the key takeaways being: (1)
Continued caution on business banking and auto loans intensified to the extent that overall
consolidated loan book growth was dragged down to 12% YoY (2) Consolidated NIM was up 47
bps YoY and 12bps QoQ, at 4.56% on the back of pricing power and strong traction for granular
liabilities (3) Slippage for the quarter was Rs 10bn but asset quality remained broadly under
control. (4) While, optically, consolidated operating expenses jumped 31% YoY, the underlying
long-term trend remains encouraging. (See comprehensive conference call takeaways on page 2
for significant incremental colour.) Per se, on the key P&L Items, KMB posted NIl growth of 23%
YoY at Rs43,645mn, PPOP growth of 18% YoY at Rs34,178mn and PAT growth of 38% YoY at
Rs24,073mn. We have revised our estimates for FY20/FY21/FY22 and have retained a Buy rating
on KMB with a revised target price of Rs1,905 (from Rs1,830 earlier) and valuing the stock at
4.2x H1FY22E P/BV.

Continued caution on business banking and auto loans intensified to the extent that overall
consolidated loan book growth was dragged down to 12% YoY: Business banking had been clubbed with
corporate banking and this combined segment grew 8% YoY, with its share in overall consolidated loan book
declining to 37%. We know that KMB has been cautious on business banking and its full year growth on the
erstwhile business banking (7.5% of FY19 loan book) for full year FY19 was nil. Deceleration in auto loans, a
business conducted by long-standing NBFC subsidiary Kotak Prime, turned more acute with auto loans de-
growing -8% YoY, now forming 8% of loan book. Stronger segments included agri, home loans & LAP and
small business, personal loans & credit cards, which grew 21%, 23% and 20%, respectively to 11%, 18% and

23 October 2019

BUY

Institutional Equities

Sector: Banking

CMP: Rs1,629

Target Price: Rs1,905

Upside: 17%

Shivaji Thapliyal
Research Analyst
shivaji.thapliyal@nirmalbang.com
+91-22-6273 8068

Raghav Garg

Research Analyst

raghav.garg@nirmalbang.com

+01-22-6273 8192

14%, respectively, of loan book. . Key Data

Consolidated NIM was up 47 bps YoY and 12bps QoQ, at 4.56% on the back of pricing power and  Current Shares O/S (mn) 1,910.0
strong traction for granular liabilities: Changes in the yield environment as well as the systemic liquidity

crisis have aided a return of pricing power for stronger incumbents such as KMB. Furthermore, traction for Mkt Cap (Rsbn/US5bn) 3107.21438
granular liabilities continued to be encouraging with CASA ratio standing at 53.6% compared with 50.2% a 52 Wk H/L (Rs) 1,684/1,098
year ago. Share of CASA and term deposits below Rs 50mn rose to 86% of total deposits compared with 82% .

in the previous quarter. Premium SA card rate of 6% for Rs 0.1-1mn seems to be serving KMB well so far. Daily Vol. (3M NSE Avg.) 3,011,459
Card rate below Rs 0.1mn had been revised lower to 4.0% with CoF benefit as well as a nudge to customers

to migrate to higher SA balance. Price Performance (%)

Slippage for the quarter was Rs 10bn but asset quality remained broadly under control: A key segment 1M 1Yr
from which stress emerged was the erstwhile ING crop loan portfolio. Overall GNPA ratio was 2.17%, up 15

bps QoQ. However, management guided for credit cost of ~60 bps, which is a reasonably controlled number.  Kotak Mahindra Bank 5.7 39.8
Valuation and outlook: We have revised our NIl estimates by -0.8%/-2.1%/-3.1%, PPOP estimates by -  Nifty Index 28 125
0.8%/-2.2%/-3.1% and PAT estimates by -2.2%/-3.1%/-3.0% for FY20/FY21/FY22, respectively. We have -

retained Buy rating on KMB and revised our target price to Rs1,905 (from Rs1,830 earlier), valuing the stock Source: Bloomberg

at4.2x H1FY22E P/BV.

Y/E March (Rsmn) 2QFY20 2QFY19 1QFY20 YoY (%) QoQ (%)
Interest Income 84,188 73,111 83,142 15.2 1.3
Interest Expenses 40,543 37,728 41,551 7.5 (2.4)
Net Interest Income 43,645 35,384 41,591 23.3 4.9
NIM (%) 4.56 4.09 4.44 47 bps 12 bps
Non Interest Income 41,242 35,180 38,154 17.2 8.1
Total Income 84,887 70,563 79,745 20.3 6.4
Staff Cost 13,962 11,393 13,680 22.5 2.1
Other Op Exp 36,747 30,074 33,431 22.2 9.9
Total Operating Expenses 50,709 41,467 47111 22.3 7.6
Cost to Income (%) 59.7 58.8 59.1 97 bps 66 bps
Pre-provisioning operating profit 34,178 29,096 32,634 17.5 4.7
Provisions 4,731 3,597 3,502 31.5 35.1
PBT 29,447 25,499 29,132 15.5 1.1
Tax 5,456 8,358 9,863 (34.7) (44.7)
-effective tax rate 18.5 32.8 339 -1425 bps -1533 bps
PAT (Before Minorities & Associates) 23,991 17,141 19,269 40.0 24.5
Share of Minority Interest 0 0 0 NA NA
Share in Profit of Associates 82 333 54 (75.4) 52.4
PAT 24,073 17,474 19,322 37.8 24.6
EPS (Rs) 12.6 9.2 10.1 37.8 24.6
BV (Rs) 324.9 2824 312.8 15.0 39
Advances 2,487,402 2,221,723 2,449,900 12.0 1.5
Deposits (Standalone) 2,330,715 2,058,298 2,329,310 13.2 0.1

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Comprehensive Conference Call Takeaways
Asset Quality

o As per the bank, the slowdown has had a higher impact in semi-urban and rural India. Given this, the
bank has seen rising stress levels in agri crop loans, emanating primarily from the book acquired from
ING Vysya. The bank has also seen stress levels increase in the CV book due to low freight rates and low
utilisation levels which have elongated payment cycles.

¢ On the wholesale book, the bank has not had any major hit other than just one account which is slightly
over Rs. 1 bn.

o The bank stated its credit costs guidance for the year stands at 60 bps, which is slightly higher than what
it had earlier guided for.

o Gross slippages during H1FY20 were Rs. 18 bn, of which Rs. 10 bn came in Q2FY20.
o The bank does not expect any major NPA or slippage concerns in the near term.

o For the bank, secured retail asset quality remains stable, though, it is seeing some uptick in stress on the
unsecured retail portfolio (CC, PL).

o In the agri portfolio, apart from the agri crop loan slippages, behaviour on agri term loans and tractor loans
was better than previous year.

¢ Inthe CRE segment, the bank stated it is mostly dealing with category A builders. Project cashflows are
tightly monitored. In most of these cases, the bank ends up getting paid much before the due date since
the repayment is linked to the project cashflows.

o Slippages in the LAP segment have been contained.
o RWA at the bank level is Rs. 2.43 tn and at the Group level it is about Rs 3 trn.

e The bank stated its corporate exposures are granular.

Business and Loan Growth

o Given the current slowdown in the economy, the bank continues to focus on 1) building a low cost stable
and sustainable liability franchise and 2) risk adjusted returns.

e Guidance in terms of loan book growth is for mid-teens, which will be supported by better NIMs.
o The bank stated that there has been a drop in corporate banking growth rate.

¢ In corporate assets, the bank’s target ROE is ~16%.

Margin, Liabilities and Liquidity

o With respect to external rate benchmarking, the bank stated that it would lead to better transmission of
rates and should help in driving demand higher. Accordingly, the bank has stated it expect NIMs to be
above 4.3%.

e 70% of the total loan book is floating.
o The bank is adding about 400,000 customers per month on the liability side.

e At 5.37% SA rates, the bank is still ~180 bps higher than competition. On current SA book, this translates
into cost of Rs. 14-15 bn per year.

Operating Expenses

e The bank’s view on change in corporate tax cut is that it has lowered the cost of capital and hurdle rate at
which the bank used to lend earlier.

Kotak Mahindra Bank
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Exhibit 1: Financial summary

Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E
Net interest income 126,642 147,482 175,513 200,352 233,236
Pre-provisioning Operating profit 101,830 116,211 139,609 156,699 181,499
PAT 61,471 71,197 93,998 105,864 123,438
EPS (Rs) 32.3 37.3 49.2 55.5 64.7
BV (Rs) 264.9 305.3 352.8 406.4 500.8
P/E (x) 50.5 437 33.1 294 25.2
P/BV (x) 6.1 5.3 4.6 4.0 3.3
Gross NPAs (%) 1.9 1.8 2.2 2.3 2.3
Net NPAs (%) 0.8 0.6 0.8 0.8 0.8
RoA (%) 2.0 1.9 2.3 2.3 2.2
RoE (%) 13.7 13.1 15.0 14.6 14.3

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Actual performance versus our estimates

(Rsmn) Q2FY20 Q2FY19 Q1FY20 YoY (%) QoQ (%) Q2FY20E  Devi. (%)
Net interest income 43,645 35,384 41,591 23.3 49 43,478 04
Pre-provisioning operating profit 34,178 29,096 32,634 17.5 4.7 34,993 (2.3
PAT 24,073 17,474 19,322 37.8 24.6 24,388 (1.3

Source: Company, Nirmal Bang Institutional Equities Research N.B.We were expecting a DTA Reduction of Rs 902mn and an
adjusted PAT of Rs 23,486mn.

Exhibit 3: Change in our estimates

Revised Estimate Earlier Estimate % Revision
FY20E FY21E FY22E FY20E FY21E FY22E | FY20E FY21E FY22E
Net Interest Income (Rs mn) 175,513 200,352 233,236 | 176,993 204,724 240,707 (0.8) (2.1) (3.1)

NiMs 46 47 46 46 46 45| 2bps 9bps 15bps
Operating Profit (Rs mn) 139,609 156,699 181499 | 140,779 160,180 187,305 | (0.8) (22  (3.1)
Profit after tax (Rs mn) 93998 105864 123438 | 96,100 109246 127,193 | (22  (31)  (30)

Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 4: One-year forward P/BV
(x)
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Source: Company, Nirmal Bang Institutional Equities Research
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Financial statements

Exhibit 5: Income statement Exhibit 6: Key ratios
Y/E March (Rsmn) FY18 FY19  FY20E FY21E  FY22E  YIE March FY18  FY19 FY20E FY21E  FY22E
Interest income 251,311 299348 351,033 404,362 476,382  Growth (%)
Interest expenses 124668 151866 175520 204011 243146  Nlgrowth 165 165 190 142 164
Net interest income 126642 147482 175513 200352 233236 | CProvision profitgrowth 23014201 122 158
, PAT growth 242 158 320 126 16,6
Fee income 46724 53945 62813 73243 87220 )
' Business (%)
Other income 90099 106498 112760 118613 134628 [ o 9 176 179 )9 235
Net revenues 263,465 307,925 351 ,086 392,208 455,083 Advance growth 233 182 15.0 18.0 20.0
Operating expenses 161,635 191,714 211,476 235509 273,585  Business growth 23.1 179 16.4 19.9 217
-Employee expenses 43809 48509 54443 58504 62803 CD 107.7 1083 1057 1023 994
-Other expenses 117,826 143205 157,033 177,004 210,781 CASA 50.8 525 55.3 56.6 57.9
g’e;;’t‘i’r‘:'s"’r';'f'i‘tg 101,830 116211 130,600 156,699 181499 Operating efficiency (%)
perating p Cost-to-income 613 623 602 600 601
Provisions 10,247 10,454 14,279 15,547 16,915 Cost-to-assets 53 52 5.1 5.0 5.0
-Loan-loss provision 8,155 10,448 14,348 15,547 16,915 Productivity (Rsmn)
-Provision for investment 2,089 221 0 0 0 Business per branch 28619 31219 34934 40579 47915
-Other provisions 3 2217 -69 0 0 Business per employee 79.4 78.0 906 1052 1240
PBT 91582 105757 125331 141,152 164,583  Profit per branch 443 415 603 65.8 744
Taxes 30111 34560 31,333 35288 41146  Profit peremployee 12 12 1.6 1.7 1.9
PAT 61471 71197 93998 105864 123438  SPread (%)
S C Nirmal Bana Institutional Equities R , Yield on advances 9.9 9.9 10.1 10.2 10.2
ource: Lompany, Nirmal bang Institutional cquitieS ~kesearc Yield on investments 6.6 66 71 73 73
Cost of deposits 51 53 5.2 5.0 5.0
EXthIt 7: Balance Sheet Yield on assets 9.0 8.9 9.2 94 95
& rrmE Cost of funds 55 5.6 56 55 54
Y/E March (Rsmn) FY18 FY19  FY20E  FY2 NiMs 45 ia 48 47 46
Equity capital 9528 14544 14544 1454 14689 conival adequacy (%)
Reserves & surplus 495,354 568,274 658,771 761,134 941,162  Tier| 178 175 17.2 16.8 17.2
Shareholders’ funds 504,882 582,818 673,315 775678 955851 Tierl 06 0.4 03 0.3 03
Deposits 1,912,358 2,248243 2,649,955 3,229516 3,989,385 Total CAR 184 179 175 17.1 176
-Current deposits 317,02 382793 458442 568,395 714,100 Assetquality (%)
-Saving deposits 655202 796,847 1006983 1259511 1505754 ClOSSNPAS o182z 2323
0.8 0.6 0.8 0.8 0.8
-Term deposits 930,064 1068603 1184530 1401610 1679531 CNPAS
8 ) 586040 664380 737428 838224 970372 Specific provision coverage 56.5 65.4 65.0 65.0 65.0
orowings ‘ : ! ! *'%" Slippage 10 09 12 14 14
Other liabilities 373925 456262 278008 204936 77063 . . 04 04 05 05 04
Total liabilities 3377205 3951712 4338706 5048351 5992672 Reym (%)
Cashlequivalent 244006 312645 321,978 363416 436099 RoE 137 13.1 15.0 146 143
Advances 2,059,973 2,434,620 2799813 3,303,779 3964535 RoA 20 19 23 2.3 22
Investments 909,766 1,034,870 1,015,305 1,141,297 12306486 RORWA 25 25 28 28 27
Fixed assets 17498 18837 20721 22793 25072 Pershare
Other assets 145061 150741 180889 217,067 260480 O 823 313 492 565 64T
BV 264. . 2. 406.4 .
Total assets 3,377,205 3,951,712 4,338,706 5,048,351 5,992,672 649 3053 3628 0 5008
ABV 2562 2972 3414 3925 4839
Source: Company, Nirmal Bang Institutional Equities Research Valuation (x)
PIE 505 437 33.1 294 252
P/BV 6.1 53 46 40 33
P/ABV 6.4 55 48 42 34

Source: Company, Nirmal Bang Institutional Equities Research

Kotak Mahindra Bank
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Rating track
Date Rating Market price (Rs) Target price (Rs)
13 December 2018 Buy 1,237 1,558
22 January 2019 Buy 1,267 1,559
8 April 2019 Buy 1,336 1,561
2 May 2019 Buy 1,387 1,638
8 July 2019 Buy 1,517 1,751
23 July 2019 Buy 1,454 1,676
7 October 2019 Buy 1,563 1,830
23 October 2019 Buy 1,629 1,905
Rating track graph
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a registered
Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also a registered Stock
Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have different or
contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in securities Market.
NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or its associates or Analyst do not
have any conflict or material conflict of interest at the time of publication of the research report with the subject company. NBEPL or its associates or
Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the
date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the company covered
by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other benefits from the company covered
by Analyst or third party in connection with the research report. Analyst has not served as an officer, director or employee of Subject Company and
NBEPL / analyst has not been engaged in market making activity of the subject company.

Analyst Certification: We, Shivaji Thapliyal and Raghav Garg, research analysts and the authors of this report, hereby certify that the views
expressed in this research report accurately reflects our personal views about the subject securities, issuers, products, sectors or industries. It is also
certified that no part of the compensation of the analysts was, is, or will be directly or indirectly related to the inclusion of specific recommendations or
views in this research. The analysts are principally responsible for the preparation of this research report and have taken reasonable care to
achieve and maintain independence and objectivity in making any recommendations.

Kotak Mahindra Bank
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Disclaimer
Stock Ratings Absolute Returns

BUY >15%
ACCUMULATE -5% t015%
SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL
is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to
engage in or refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives,
financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or
redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any
way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients
as customers by virtue of their receiving this report. 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 NBEPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it.
NBEPL or any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent
error in the information contained in this report. NBEPL 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 information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making
modifications and alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent
recommendations to its clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether
the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities
trading. The price of securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the
additional risks inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may
adversely affect the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the
employees of NBEPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or
further communication in relation to this research. Here it may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be
liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profit that may arise from or in
connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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