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Kotak Mahindra Bank Limited

BUY CMP Rs1,794

Sturdy growth, asset quality and earnings performance; causing mild
upgrades in EPS/ABV estimates. Retain BUY rating and raise 12m PT to
Rs2,005

KMB delivered a better-than-expected core operating performance, reflected in
marginal beat on core PPOP (up 33% yoy and reversion of core PPOP margin to pre-
Covid level) and significantly lower credit cost. The latter was underpinned by a strong
asset quality performance that was manifested in restrained 60bps sequential increase
in proforma Gross NPLs (to 3.3%), marginal one-time restructuring at 0.28% of net
advances and lower SMA-2 book at 31 bps of net advances. On the proforma NPLs,
KMB provided for interest accrued but not collected even for the moratorium period.
As the bank did not dip into its Covid buffer, it was stable at Rs12.8bn (60 bps of
advances).

After delivering a strong broad-based 4.5% qoq growth (slower traction in CV/CE and
unsecured retail), which was a seven-quarter high, the management sees momentum
sustaining in large segments of Mortgages, Agri Finance and Corporate lending. The
deposits mix trends remain impressive with incremental gains on CASA (59% of
deposits) and granularization. The improvement in LDR (utilization of excess BS
liquidity) will aid NIM in coming quarters and this along with normalization of credit
cost will drive a solid earnings performance. We estimate 20% earnings CAGR for KMB
during FY20-23 with a 20-30 bps expansion in RoA. RoE improvement will be
contingent on the pace of growth. The core bank trades at 3.5x FY23 P/ABV, at 20-
25% premium to HDFC Bank, thus scope for a large re-rating is restricted. We retain
BUY rating and upgrade price target to Rs2,005.

Management Commentary

Key takeaways:

v" A nearly Management sees continuance of loan growth - bank will focus on
secured lending and better quality corporate lending - will pursue calibrated
growth in unsecured consumer credit.

v' Large difference in stress levels between unsecured and secured retail assets -
unsecured loans are 6% of loan book, but contributed 40% to the delta increase in
proforma GNPL during Q3 - corporate portfolio has been resilient.

v" Some pockets of stress in secured retail too like CV financing, particularly the Bus
segment (10-15% of CV portfolio for the industry) where fleet utilization is low or
abysmal.

Exhibit 1: Financial Summary

Y/e 31 Mar (Rs mn) FY20 | FY21E FY22E FY23E
Operating income 188,718 211,970 240,635 279,934
PPOP 100,208 124,345 137,238 159,994
Net profit 59,472 73,284 87,334 104,964
yoy growth (%) 222 23.2 19.2 20.2
EPS (Rs) 31.1 37.0 442 53.1
Adj. BVPS (Rs) 248.1 309.1 353.5 403.7
P/E (x) 57.7 48.4 40.7 33.8
P/adj.BV (x) 7.2 58 5.1 44
ROE (%) 12.9 13.0 12.9 13.6
ROA (%) 1.8 1.9 2.1 2.2
CAR (%) 17.9 25.6 25.2 24.3

Source: Company, YES Sec - Research
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Restructuring done only for customers who will be able to pay - other stress allowed to flow.
Some increase in SMA-2 compared to usual levels which would be closely monitored.

Growth in Corporate portfolio driven by higher-rated corporates - RWA growth significant
lower, while spreads are stable - the bank grew exposure to high-rated HFCs - remains
cautious on office space LRD.

Facility utilization and customer acquisition improving in SME segment - bank disbursed
Rs97bn under ECLGS schemes.

Mortgages witnessed best-ever disbursements in December with bank’s focus on fine
pricing.

In unsecured retail lending (PL, Cards and BL), business traction in improving m-o-m, but
currently is below pre-Covid levels.

In CE financing, lending activity has fully normalized - strong equipment demand from infra
and mining segments.

In MSME working capital, the new acquisition is at pre-Covid level - focus is on building a
high-quality franchise.

In Tractor financing, disbursements stood higher qoq and yoy - Q4 also expected to be
strong.

Bank’s MFI portfolio is largely non-urban - both collections and disbursements have
improved m-o-m.

Current bucket bounce is stabilizing - bank’s focus will remain on late buckets collections
and recoveries.

Secured advances collections v/s demand for Dec’20 back to pre-Covid levels; for unsecured
advances, it is nearing pre-Covid levels and improving m-o-m.

Exhibit 2: Result Table - Standalone

(Rs mn) Q3FY21 Q2FY21 % qoq Q3FY20 % yoy
Total Interest Income 67,905 68,361 (0.7) 67,356 0.8
Interest expended (27,837) (29,228) (4.8) (33,061) (15.8)
Net Interest Income 40,068 39,132 2.4 34,295 16.8
Other income 13,344 14,520 (8.1) 13,414 (0.5)
Total Income 53,412 53,652 (0.4) 47,710 12.0
Operating expenses (22,579) (20,678) 9.2 (23,829) (5.2)
PPOP 30,833 32,975 (6.5) 23,881 29.1
Provisions (5,990) (3,686) 62.5 (4,440) 34.9
PBT 24,843 29,289 (15.2) 19,441 27.8
Tax (6,308) (7,444) (15.3) (3,482) 81.2
PAT 18,535 21,845 (15.1) 15,959 16.1

Source: Company, YES Sec - Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 3: Business Data - Standalone

(Rs mn) Q3FY21 ‘ Q2FY21 % qoq Q3 FY20 % yoy
Advances 2,141,030 2,048,450 4.5 2,167,740 (1.2)
CV & CE 186,850 183,630 1.8 189,930 (1.6)
Agri. 218,580 209,260 4.5 204,810 6.7
Mortgage loans 499,770 477,320 4.7 460,310 8.6
Small Busi, PLs & CC 415,760 402,680 3.2 418,380 (0.6)
Business + Corp. Bkg 785,770 742,370 5.8 834,230 (5.8)
Deposits 2,653,040 2,615,636 14 2,393,540 10.8
CA 439,750 404,540 8.7 367,880 19.5
SA 1,121,990 1,089,900 2.9 917,290 22.3
Others 1,091,300 1,121,196 (2.7) 1,108,370 (1.5)
Investments 1,090,370 1,167,237 (6.6) 766,010 42.3
Borrowings 482,230 417,891 15.4 264,650 82.2
Source: Company, YES Sec - Research
Exhibit 4: Key Ratios - Standalone
(VA) Q3 FY21 ‘ Q2FY21 chg qoq Q3 FY20 chg yoy
NIM 4.5 4.5 (0.0) 4.7 (0.2)
Cost of Funds 3.6 3.8 (0.2) 5.0 (1.4)
CASA 58.9 57.1 1.8 53.7 5.2
C/D (x) 80.7 78.3 24 90.6 (9.9)
Non-int. income 25.0 271 (2.1) 28.1 (3.1)
Non-int. income / Int. exp. 47.9 49.7 (1.7) 40.6 7.4
Cost to Income 42.3 38.5 3.7 49.9 (7.7)
Prov. /Income 7.4 4.4 2.9 5.5 1.9
RoE 12.2 14.9 (2.7) 13.7 (1.5)
RoA 2.0 2.4 (0.4) 2.0 (0.0)
CAR 21.5 22.1 (0.5) 18.2 3.3
Gross NPA 2.3 2.6 (0.3) 2.5 (0.2)
Net NPA 0.5 0.6 (0.1) 0.9 (0.4)
Source: Company, YES Sec - Research
Exhibit 5: Consolidated PAT - Subsidiaries
(Rs mn) Q3FY21 Q2FY21 % qoq Q3 FY20 % yoy
Kotak Mahindra Bank 18,540 21,840 (15.1) 15,960 16.2
Kotak Mahindra Prime 1,490 1,330 12.0 1,870 (20.3)
Kotak Life Insurance 1,670 1,710 (2.3) 1,660 0.6
Kotak Securities 1,840 1,990 (7.5) 1,280 43.8
Kotak Mahindra Capital 380 140 1714 400 (5.0)
Kotak Mahindra AMC 910 840 8.3 910 =
Kotak Investments 680 740 (8.1) 640 6.3

Source: Company, YES Sec - Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 6: 1-year rolling P/ABV band *
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Exhibit 7: 1-yr rolling P/ABYV vis-a-vis the mean *
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. This report is not directed or intended for distribution to, or
use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which
would subject YSL and associates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or
may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Rajiv Mehta, Manuj Oberoi

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.
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Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
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immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
material conflict of interest at the time of publication of No
the Research Report

w

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject
company in the past twelve months

YSL has received any compensation for investment
banking or merchant banking or brokerage services from No
the subject company in the past twelve months

o

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

YSL has received any compensation or other benefits from
the subject company or third party in connection with the No
research report
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YSL has managed or co-managed public offering of
securities for the subject company in the past twelve No
months
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Research Analyst or YSL has been engaged in market

L _ making activity for the subject company(ies)

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.
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other material conflict of interest in the securities discussed herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18

months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value-added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.



