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Strong performance, earnings upgraded

KMB’s standalone profit growth of 39% YoY in 3QFY17 was driven by pick-up in
credit growth in several segments, healthy revenue growth led by margin
expansion, strong fee income and operating leverage. Consolidated
performance was further boosted by healthy profit contributions from
insurance, asset management and broking subsidiaries. Profits of Kotak Prime
were a drag on consolidated profit growth. Consolidated profits increased 18%
YoY in 3QFY17. Our consolidated profit estimate for FY17E/18E stands
upgraded by 12.3%/7.9% respectively to account for better core revenues,
stringent control on costs and lower loan losses. We upgrade our target
multiple to 3.3x FY19E BV multiple due to the earnings upgrade, translating into
a target price of ¥900/share. Retain HOLD. Despite the earnings upgrade,
consolidated RoE would rise to 14% by FYT19E. At 2.9x FY19E BVPS, the stock is
therefore expensive, and offers 13% upside.

= Stronger than expected loan growth, deposit accretion: Business banking,
auto loans and agriculture suffered the bulk of the impact of demonetisation.
However, growth in corporate banking, personal loans and credit cards and
CV/CE surprised in the quarter. Management expects sustained normalisation in
the demand environment as the effect of demonetisation wanes. Deposit
accretion was rapid, and CASA ratio increased to 42% in 3QFY17 (39% in
2QFY17). Reduced reliance on term deposits and redeployment of investments
into loans aided NIMs. Despite this, NIl growth moderated to 16% YoY.

= Fees, operating leverage drives strong core operating performance: Core fee
income growth of 26.5% YoY in 3QFY17 was due to fees from sale of priority
sector lending certificates, syndication and structured products. Management
indicated that the bank continues to forego fee income where the risk is more
than the banks’ appetite. Growth in operating expenses continues to be modest
due to low branch addition in the quarter. Despite higher pension provisions,
core cost/income ratio declined 330bps YoY and 120bps QoQ to 51.6% in
3QFY17. Sustained strong fee growth and operating leverage would drive
performance in the medium term too.

m Upgrade earnings, but valuations expensive: The earnings upgrade is driven
by better outlook on margins, moderate growth in operating costs and lower
loan loss provisions. Fewer branch additions, increasing automation of
processes and cost synergies from the merger could moderate the growth in
operating expenses. Given its persistently low RoE outlook, current valuation
appears expensive. The c.7% rally in the stock post results has also diminished
the upside yielded by the earnings upgrade. Hence, we maintain HOLD.
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Exhibit 1. KMB - Financial Summary (Consolidated) & bn)
Y/E March FY15* FY16 FY17E FY18E FY19E
Net Profit 30.5 34.6 48.9 55.4 65.2
Net Profit (YoY) (%) 23.5 13.6 41.4 13.3 17.7
Assets (YoY) (%) 21.5 62.1 14.3 16.7 19.7
ROA (%) 2.2 1.8 1.9 1.9 1.8
ROE (%) 14.8 12.5 13.7 13.6 14.0
EPS R.) 19.7 18.9 26.7 30.2 35.6
EPS (YoY) (%) 23.2 -4.4 41.4 13.3 17.7
PE (x) 40.3 42.2 29.8 26.3 22.4
BV R.) 143.4 181.9 207.8 237.1 271.6
BV (YoY) (%) 15.8 26.8 14.3 14.1 14.6
P/BV (x) 5.5 44 3.8 34 2.9

Source: Company data, JM Financial. Note: Valuations as of 25/01/2017; *FY15 numbers are for unmerged entity
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KMB - 3QFY17 Trends

Exhibit 1. KMB: 3QFY17: Results summary - (standalone) NIMs expanded 19bps YoY due to higher CASA
ratio and as investments were channelled into
Earnings Table @ mn) 3Q'16 2Q'17 3Q'17 YoY (%) QoQ (%) loans. Borrowing costs also continue to drop and
KMB, being a large wholesale borrower, benefited
NIl 17,662 19,954 20,503 16.1 2.8 from such a decline too.
Fee based Income 5,730 6,300 7,250 26.5 15.1
Trading Profits 1,490 2,010 1,850 24.2 -8.0
o .
Misc Income 2 1 2 375 100.0 Fee growgh was 26.5% YoY as credl_t card f_ees
grew c40% YoY and merger synergies begin to
Non-Interest income 7,222 8,311 9,102 26.0 9.5 kick-in. Syndication fees grew sharply aided by
Total Income 24,884 28265 29,605 19.0 4.7 the new GIFT city business unit. Insurance
distribution fees are expected to pick up as
Employee Cost 6,182 6,995 6,974 12.8 -0.3 fourth quarter is a seasonally better quarter for
Other Operating Expenses 6,650 6,869 7,354 10.6 7.1 the Industry.
Total Operating Expenses 12,832 13,864 14,328 11.7 3.4
. . Operating expenses were increased by additional
Operating Profit 12,052 14,401 15,277 268 6.1 expenses on logistics and cash management due
Loan Loss Provisions 1,483 1,415 1,370 -7.7 -3.2 to demonetisation. Higher pension provisions
- i were also required since interest rates have
Provision on Investments 839 562 552 34.3 NM dropped. KMB countered these by reducing the
Other Provisions* 30 0 0 branch and employee addition in the quarter
Total Provisions 2,353 1,978 1,921 -18.3 2.9
PBT 9,700 12,423 13,356 37.7 7.5
Tax 3,352 4,290 4,558 36.0 6.2 - —— - -
. Deposits surged due to demonetisation drive with
Reported Profit 6,347 8,133 8,798 38.6 8.2 a c200bps jump in CASA. On a daily average
Balance sheet  bn) basis, CA grew 25% YoY while SA grew 40% YoY.
Cost of SA was stable at 5.52%
Deposits 1,309.4 1,410.5 1,493.5 14.1 5.9
Net Advances 1,153.5 1,260.2 1,292.6 12.1 2.6
Total Assets 1,8213 19506  2,017.9 10.8 3.4 Advances growth was led by CV & CE book (+40%
_ YoY), Corporate book (+24%YoY) and Credit Cards
Low-cost Deposits (%) 353 39.0 42.0 6.8 3.0 & Personal loans (+12% YoY). SME- Business
Loan-Deposit ratio (%) 88.1 89.3 86.5 1.5 2.8 banking (-8% YoY) and Agriculture book (flat QoQ
were impacted due to demonetisation.
Key Ratios
Credit Quality
Gross NPAs (. mn.) 26,903 31,807 31,779 18.1 -0.1 Asset quality improved in the quarter, with
Net NPAs . mn.) 11,108 15,168 13,791 24.2 -9.1 sequentially lower proportion of impaired loans
—_— H 0, 0,
Gross NPA () 23 25 24 0.1 0.1 and lower SMA2 portfolio at 0.19% (versus 0.33%
in 2QFY17)
Net NPA (%) 1.0 1.2 1.1 0.1 -0.1
Loan Loss Provisions (%) 0.7 0.5 0.5 -0.2 0.0
Coverage Ratio (%) 58.7 52.3 56.6 -2.1 4.3
Capital Adequacy
Tier | (%) 15.0 15.7 16.5 1.5 0.8
CAR (%) 16.2 16.8 17.6 1.4 0.8
Du-pont Analysis
NIl / Assets (%) 4.0 4.2 4.1 0.2 0.0
Non-Interest Inc. / Assets (%) 1.6 1.7 1.8 0.2 0.1
Operating Cost / Assets (%) 2.9 2.9 2.9 0.0 0.0
Operating Profits / Assets (%) 2.7 3.0 3.1 0.4 0.1
Provisions / Assets (%) 0.5 0.4 0.4 -0.1 0.0
ROA (%) 1.4 1.7 1.8 0.4 0.1

Source: Company, JM Financial.
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Exhibit 2. KMB: 3QFY17: Results summary - (Consolidated)

Earnings Table ] mn) 3Q'16 2Q'17 3Q'17 YoY (%) QoQ (%)
NIl 23,700 26,642 27,471 15.9 3.1 Management expects better premium flow and
simultaneous distribution fee income as fourth
Fee based Income 9,120 10,042 10,948 20.0 9.0 quarter is seasonally better for insurance
Trading Profits 1,128 2,129 1,515 343 28.8 business. Strong revenue performance of life
Treasury Profits/losses insurance, broking and asset management drove
(,nsuranyce) / -497 5,399 -3,408 586.4 NM revenue growth. Momentum in Kotak Prime’s
Insurance premium 8,295 11,243 10,985 32.4 2.3 income remained moderate.
Non-Interest income 18,047 28,813 20,040 11.0 -30.4
Total Income 41,747 55,455 47,510 13.8 -14.3 . .
Total income growth was largely led by banking
Employee Cost 8,746 10,138 9,936 13.6 -2.0 (constituting 60% of consolidated total income)
Policyholder reserves 6,671 15,497 6,313 -5.4 -59.3 while among sul_osidiaries, Kotak securities (+26%
Y YoY) and Kotak investments (+16.4% YoY)
Total Operating Expenses 9,557 9,840 10,469 9.5 6.4 registered healthy growth. Kotak prime (+4.4%
Operating Profit 16773 19,981 20,792 24.0 41 YoY) and Kotak Mahindra capital (-7% YoY)
witnessed lower growth or decline in total
Loan Loss Provisions 1,673 1,644 1,535 -8.2 -6.6 income.
Provisions on
Investments(AFS) 888 535 643 -27.6 NM
Total Provisions 2,610 2,179 2,178 -16.6 -0.1
PBT 14,163 17,802 18,614 31.4 4.6
Tax 4,780 5,852 6,115 27.9 4.5
L The bank’s PAT grew 39% YoY and subsidiaries
PAT (Pre-Extraordinaries) 9,383 11,950 12,499 33.2 46 too witnessed healthy bottomline growth. While
Associate profits/Minority 69 74 167 0.0 0.0 Kotak Securities witnessed 54% YoY growth in
interest ) profits, Kotak AMC witnessed a 3x YoY surge in
Reported Profit 9,452 12,024 12,666 34.0 5.3 profits. Kotak old mutual life (+13% YoY) and
Kotak Mahindra Investments (+23% YoY) too
witnessed healthy growth. Profits from Kotak
Balance sheet  bn) Prime (+6%Y0Y) and the international subsidiaries
Net Advances 1,411.4 1,540.8 1,578.0 11.8 2.4 ('] 5% YOY) were a drag on the consolidated PAT.
Total Assets 2,296.9 2,492.9 2,599.5 13.2 4.3
Key Ratios
Credit Qualit R K
Quality Asset quality of the consolidated book also
Gross NPAs R mn.) 28,708 33,955 33,677 17.3 -0.8 improved sequentially while coverage ratio
Net NPAs & mn.) 12,002 16,222 14,504 20.8 -10.6 increased.
Gross NPA (%) 2.0 2.2 2.1 0.1 -0.1
Net NPA (%) 0.9 1.1 0.9 0.1 -0.1
Loan Loss Provisions (%) 0.6 0.5 0.4 -0.2 0.0
Coverage Ratio (%) 58.2 52.2 56.9 -1.3 4.7
- Excluding profits, CAR was at 16.4% and Tier 1 at
Capital Adequac ’
P quacy 15.5%
Tier | (%) 16.1 16.5 16.5 0.4 0.0
CAR (%) 17.0 17.3 17.3 0.3 0.0
Du-pont Analysis
NIl / Assets (%) 4.2 8.5 4.3 0.1 -4.2
Non-Interest Inc. / Assets (%) 3.2 9.2 3.1 -0.1 -6.1
Operating Cost / Assets (%) 4.4 11.4 4.2 -0.3 -7.2
Operating Profits / Assets (%) 3.0 6.4 3.3 0.3 -3.1
Provisions / Assets (%) 2.5 5.7 2.9 0.4 -2.8
ROA (%) 1.7 3.9 2.0 0.3 -1.9

Source: Company, JM Financial.
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Key takeaways from the conference call:
Demonetization impact on loans

= SME, Rural and Agriculture portfolio witnessed slowdown during the quarter.
Since KMB has not witnessed growth in its SME book for past 18-24 months post
its merger with erstwhile ING Vysya bank, it escaped any possible asset quality
impact of demonetisation on this book.

= Small business loan book contracted during the quarter as customers chose to
repay outstanding loans and did not utilise or closed credit lines.

= Credit cards and Personal loans continued to grow through the demonetisation
phase with little or no impact.

* Housing loans and LAP witnessed highest volumes in October. After a slowdown
in volumes during November (25-30% of October run-rate), demand improved in
December and volumes increased to c.90% of the volumes registered in October.

= Car loan disbursements were lower in November but improved in December.
Sales of smaller cars witnessed healthier growth while that of top end cars
dwindled. Car sales in December were aided by seasonal discounts.

= High growth in CV/CE book was primarily due to market share gains, some
demand pickup for LPG carriers and pre-sales before Bharat Standard-IV
emission norms kicks in.

Expenses related to demonetization exercise

= Demonetisation led to following additional costs for the bank:
o Negative carry for the fortnight for which RBI introduced CRR on
incremental deposits,
o Interest outgo with no earnings on the significantly higher cash
inventory at branches
o Operational cost for management and distribution of cash across
branches.
= Management expects to end FY17E with C-I ratio below 50% and sees further
headroom for improvement as it has only rationalised 24 branches out of the
100 it had shortlisted after its merger with erstwhile ING Vysya bank.
= KMB plans to add much fewer branches and people as compared to large peers
and increasingly use digital solutions to automate operations and processes

Fee income

= Fee income picked up during the quarter due to synergy benefits of the merger

= Credit card fees witnessed higher growth of 30-40% YoY.

= Syndication fees for KMB are primarily derived from three activities, a) fees
related to placement of bonds in debt capital market and capital gains on
interest rate positions, b) origination/takeover of loan and subsequent sell
down, and c) Forex loans through GIFT city business unit to subsidiaries/group
companies of high quality domestic corporates operating abroad.

= KMB expects 4QFY17 to be better than 3QFY17 as insurance fees typically pick
up in the fourth quarter seasonally.

JM Financial Institutional Securities Limited
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Earnings revision summary

Exhibit 3. KMB: Earnings revision summary 3Q17 & bn)
FY17E, Old FY17, New Change (%) FY18E, Old FY18E, New Change (%) FY19E, Old FY19E, New Change (%)
NIl 107.2 108.5 1.2 121.3 124.1 2.3 140.9 146.0 3.6
PPP 72.7 80.7 11.0 85.6 92.3 7.8 98.0 108.8 11.0
PAT 42.4 47.6 12.3 49.8 53.8 7.9 57.0 63.3 11.1
ROA (%) 1.7 1.9 11.5 1.7 1.9 7.4 1.7 1.8 10.1
ROE (%) 12.3 13.7 11.2 12.8 13.6 6.1 13.0 14.0 7.5

Source: Company, JM Financial.

Key data

Exhibit 4. KMB: Gross loan mix (As per internal classification)
Loans Break-up - Consolidated  bn) 3Q'16 2Q'17 3Q'17 YoY (%) QoQ (%)
CV & CE 69 92 96 39.6 5.2
Agriculture Advances (Net) 165 173 165 0.4 -4.5
Auto Loans 164 175 176 7.1 0.6
Mortgage Loans 223 244 250 12.2 2.5
Personal Loans 142 159 158 11.5 -0.5
Consumer + Commercial 763 842 846 10.9 0.4
Business Banking 181 174 166 -7.9 -4.2
Corporate Banking 392 442 482 23.0 8.9
Others 76 82 84 10.2 2.2
Net Advances 1411 1541 1578 11.8 2.4
Mix (%)
CV & CE 4.9 5.9 6.1
Agriculture Advances (Net) 11.7 11.2 10.5
Auto Loans 11.6 11.3 11.1
Mortgage Loans 15.8 15.9 15.9
Personal Loans 10.0 10.3 10.0
Consumer + Commercial 54.0 54.7 53.6
Business Banking 12.8 11.3 10.5
Corporate Banking 27.8 28.7 30.5
Others 5.4 5.3 5.3
Net Advances 100.0 100.0 100.0

Source: Company, JM Financial.

Exhibit 5. KMB: Deposits mix (%) as of 3QFY17

Deposits Composition X bn) 3Q16 2Q17 3Q17 YoY (%) QoQ (%)
Current 196 220 242 23.5 10.1
Saving 266 330 386 45.1 16.7
Time 848 860 866 2.1 0.7
Total Deposits 1,309 1,410 1,494 14.1 5.9
Current 15.0 15.6 16.2
Saving 20.3 23.4 25.8
CASA 35.3 39.0 42.0
Time 64.7 61.0 58.0
Total 100.0 100.0 100.0

Source: Company, JM Financial.
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Exhibit 6. KMB: SA accretion in the quarter was strong

SA accretion as a % of opening deposits
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Source: Company, JM Financial.

Exhibit 7. KMB: Break-up of consolidated profits & mn)
3Q'16 2Q'17 3Q'17 YoY (%) QoQ (%)
Kotak Bank 6,350 8,130 8,800 38.6 8.2
Kotak Mahindra Prime 1,260 1,300 1,330 5.6 2.3
Kotak Securities 550 960 850 54.5 -11.5
Kotak Mahindra Capital Company 60 50 70 16.7 40.0
Kotak Mahindra Old Mutual Life Insurance 600 630 680 13.3 7.9
Kotak Mahindra AMC & Trustee Co 40 70 160 300.0 128.6
International subsidiaries 260 310 220 -15.4 -29.0
Kotak Investment Advisors -1 10 0
Kotak Mahindra Investments 390 530 480 23.1 -9.4
Total 9,509 11,970 12,590 32.4 5.2
Minority Interest, Equity Affiliates, Others -50 30 80
Consolidated PAT 9,459 12,000 12,670 33.9 5.6
Source: Company, JM Financial.
Exhibit 8. KMB: Trend for CASA and NIM
mmmmm CASA (%) (LHS) === NI| / Assets (%)
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Source: Company, JM Financial. .
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Exhibit 9. Core fee income remains strong

Fee Income Composition (X mn)
Fee Income

Treasury Income (Ex-Insurance)

Profit/(Loss) on sale of investments including
revaluation (insurance business)

Premium on Insurance Business
Total

Fee Income Mix ()

Fee Income

Treasury Income (Ex-Insurance)

Profit/(Loss) on sale of investments including
revaluation (insurance business)

Premium on Insurance Business
Total

3Q'16 2Q'17 3Q'17
9,120 10,042 10,948
1,128 2,129 1,515

-497 5,399 -3,408
8,295 11,243 10,985
18,047 28,813 20,040

50.5 34.9 54.6
6.3 7.4 7.6
-2.8 18.7 -17.0
46.0 39.0 54.8
100 100 100

YoY (%)
20.0
34.3

586.4

32.4
11.0

4.1
1.3

-14.3
8.9

QoQ (%)
9.0
-28.8

NM

-2.3
-30.4

19.8
0.2

-35.7
15.8

Source: Company, JM Financial.

Exhibit 10. KMB: Core cost ratios continue to improve
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Source: Company, JM Financial.

Exhibit 11. KMB: Overall cost ratios moderate marginally

mmmm Op. Cost / Assets (%)
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Source: Company, JM Financial.
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Exhibit 12. KMB: Trend for Net NPL ratio and LLP ()

mm | P (bps) - RHS === Net NPLS (%)
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Source: Company, JM Financial.

Exhibit 13. KMB: GNPL and Impaired asset continues to remain stable

mmm Gross NPLs (%), LHS Net NPLS (%), LHS === Coverage (%), RHS m GNPLs (%) = Total restructured (%) m Other Impaired (%) = Watchlist/SMA-2
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Source: Bloomberg, JM Financial.
Exhibit 14. KMB remains adequately capitalised ()
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Exhibit 15. KMB (Consolidated): One-year forward P/BV (x) and One-year forward PE (x)
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Source: Bloomberg, JM Financial.
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Financial Tables (Standalone)

Profit & Loss

Y/E March

Net Interest Income

Profit on Investments
Exchange income

Fee & Other Income
Non-Interest Income
Total Income

Operating Expenses
Pre-provisioning Profits
Loan Loss Provisions
Provisions on Investments
Other Provisions

Total Provisions

PBT

Tax

PAT (Pre-Extra ordinaries)
Extra ordinaries(Net of Tax)
Reported Profits

Dividend

Retained Profits

FY15

42.2
3.1
2.1
15.1
20.3
62.5
32.5
30.0
2.6
-1.1
0.2
1.6
28.3
9.7
18.7
0.0
18.7
1.0
17.7

FYl6
69.0
2.1
4.2
19.8
26.1
95.1
54.7
404
7.5
1.4
0.3
9.2
31.2
10.3
20.9
0.0
20.9
1.1
19.8

FY17E

82.0
7.0
3.0
23.9
33.9
1159
56.7
59.2
6.0
1.6
0.0
7.6
51.6
17.8
339
0.0
339
1.8
32.1

® mn)
FY18E FY19E

95.8 111.6
4.5 4.0
4.1 5.4
28.4 33.9
37.0 43.3
132.8 1549
64.5 74.0
68.3 80.9
9.3 11.1
1.2 0.0
0.0 0.0
10.5 111
57.8 69.8
19.9 24.0
379 45.8
0.0 0.0
379 45.8
2.0 2.4
35.9 43.4

Balance Sheet

Y/E March FY15
Equity Capital 3.9
Reserves & Surplus 137.5
Deposits 748.6
Borrowings (Incl.

Sub Debt) 121.5
Other Liabilities 48.6
Total Liabilities 1,060.1
Investments 286.6
Net Advances 661.6
Cash & Equivalents 62.6
Fixed Assets 12.1
Other Assets 37.2
Total Assets 1,060.1

FYl6
9.2
230.4
1,386.4

209.8

86.8
1,922.6
512.6
1,186.7
108.8
15.5
99.0
1,922.6

R mn)
FY17E FY18E FY19E
9.2 9.2 9.2
262.5 298.4 341.7
1,580.5 1,880.8 2,247.6
221.6 247.8 290.4
91.2 104.8 131.0
2,164.9 2,541.0 3,020.0
527.4 611.6 7213
1,346.9 1,602.8 1,907.3
197.2 183.8 193.3
16.4 18.0 20.4
77.1 124.9 177.6
2,164.9 2,541.0 3,020.0

Source: Company, JM Financial. Note: Numbers until FY15 are for unmerged entity

Key ratios

Y/E March

Growth (YoY) (%)
Deposits

Advances

Total Assets

NIl

Non-Interest Income
Operating Expenses
Operating Profits
Core Operating Profits
Provisions

Reported PAT

Yields / Margins (%)
Interest Spread (%)
NIM (%)

Profitability (%)
Non-IR to Income (%)
Cost to Income (%)
ROA (%)

ROE (%)

Assets Quality (%)
Gross NPAs (%)

Net NPAs (%)

Provision Coverage (%)
Specific LLP (%)

Net NPAs / Networth (%)
Capital Adequacy (%)
Tier | (%)

CAR (%)

FY15

26.7
24.8
21.0
13.5
44.9
28.0
16.3
7.5
-46.0
24.2

3.6
4.6

32.4
52.1

1.9
14.1

1.9
0.9
50.8
0.3
43

16.2
17.2

FYl6

85.2
79.4
81.4
63.4
28.8
68.1
34.8
45.8
457.7
12.0

3.0
3.9

27.5
57.5
1.1
9.2

2.4
1.1
55.5
0.6
5.3

15.3
16.3

FY17E

14.0
13.5
12.6
18.9
29.7
3.6
46.5
371
-17.1
62.0

3.5
4.2

29.2
48.9

1.7
13.2

2.4
1.1
55.7
0.4
5.3

15.5
16.7

FY18E

19.0
19.0
17.4
16.8

9.2
13.8
15.3
22.7
38.1
11.9

3.6
4.3

27.9
48.6

1.6
13.1

2.3
1.0
57.4
0.6
5.2

15.1
16.1

(%)
FY19E

19.5
19.0
18.8
16.5
17.0
14.8
18.4
20.5

5.4
20.8

3.7
4.3

28.0
47.8

1.6
13.9

2.2
0.9
60.1
0.6
4.8

14.5
15.5

Source: Company, JM Financial. Note: Numbers until FY15 are for unmerged entity

Source: Company, JM Financial. Note: Numbers until FY15 are for unmerged entity

DuPont Analysis (%)
Y/E March FY15 FY16 FY17E FY18E FY19E
NIl / Assets (%) 4.4 3.8 4.0 4.1 4.0
Other income / Assets (%) 2.1 1.4 1.7 1.6 1.6
Total Income / Assets (%) 6.5 5.2 5.7 5.6 5.6
Cost to Assets (%) 3.4 3.0 2.8 2.7 2.7
PPP / Assets (%) 3.1 2.2 2.9 2.9 2.9
Provisions / Assets (%) 0.2 0.5 0.4 0.4 0.4
PBT / Assets (%) 2.9 1.7 2.5 2.5 2.5
Tax Rate (%) 34.1 33.1 34.4 34.4 34.4
ROA (%) 1.9 1.1 1.7 1.6 1.6
RoRWAs (%) 2.5 1.4 2.1 2.0 2.1
Leverage (%) 7.3 8.0 8.0 8.1 8.4
ROE (%) 14.1 9.2 13.2 13.1 13.9

Source: Company, JM Financial. Note: Numbers until FY15 are for unmerged entity
Valuations

Y/E March FY15 FY16 FY17E FY18E FY19E
Shares in issue (mn) 1,544.7 1,834.4 1,834.4 1,834.4 1,834.4
EPS R.) 121 1.4 18.5 20.7 25.0
EPS (YOY) (%) 23.9 -5.7 62.0 1.9 20.8
PE (x) 65.8 69.8 43.1 38.5 31.9
BV R.) 91.5 130.6 148.1 167.7 191.3
BV (YoY) (%) 14.9 42.7 13.4 13.2 14.1
P/BV (x) 8.7 6.1 5.4 4.7 4.2
DPS R.) 0.6 0.6 1.0 1.1 1.3
Div. yield (%) 0.1 0.1 0.1 0.1 0.2

Source: Company, JM Financial. Note: Numbers until FY15 are for unmerged entity
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Financial Tables (Consolidated)

Profit & Loss & mn) Balance Sheet & mn)
Y/E March FY15 FY16 FY17E FY18E FY19E Y/E March FY15 FY16 FY17E FY18E FY19E
Net Interest Income 63.5 92.8 108.5 124.1 146.0 Equity Capital 3.9 9.2 9.2 9.2 9.2
Profit on Investments 24.4 0.8 14.5 17.1 19.5 Reserves & Surplus 217.7 324.4 372.1 425.8 489.1
Insurance Premium 29.8 39.1 44.6 52.6 62.1 Deposits 728.4 1,359.5 1,604.2 1,925.0 2,367.8
Exchange Income 2.1 4.9 3.2 3.8 4.4 gﬁg%"‘éi’:gs (Incld. 314.1 437.3 459.0 503.9 578.4
Fee & Other Income 25.3 31.5 38.3 45.8 54.9 Minority Interest 3.4 40 4.7 5.7 6.8
Non-Interest Income 81.5 76.3 100.6 119.3 140.9 Policyholder's 137.9 1515 174.2 200.3 230.4
Total Income 145.0 169.1 209.1 2435 286.8 Funds
X Other Liabilities 80.4 122.2 128.3 141.1 162.3
Operating Expenses 97.5 108.9 128.4 151.2 178.1
Pre-provisioning Profits 476 60.2 80.7 923 108.8 Total Liabilities 1,485.8 2,408.0 2,751.7 3,211.0 3,844.0
Loan Loss Provisions 3'2 8'4 6'6 9'2 10'9 Investments 4735 702.7 731.3 840.1 955.2
Provisions on Investments I '2 ]'4 2'0 0'4 0'5 Net Advances 886.3 1,447.9 1,657.9 1,923.1 2,307.8
Other Provisions 0'] 0'] O'] 0'] O'] Cash & Equivalents 69.0 176.0 216.7 255.6 308.3
Total Provisions 2'] 9'9 3'7 9'7 ”'5 Fixed Assets 13.8 17.6 18.6 20.3 23.2
PET 455 502 720 826 973 Other Assets 43.1 63.8 127.1 171.9 249.6
Tax 14.8 15.9 23.4 27.5 32.4 Total Assets 1,485.8 2,408.0 2,751.7 3,211.0 3,844.0
PAT (Pre.E dinaries) 30'7 34'3 48.6 55'] 65.0 Source: Company, JM Financial. Note: Numbers until FY15 are for unmerged entity
re-Extra ordinaries . . A X A
Extra ordinaries(Net of Tax) 0.0 0.0 0.0 0.0 0.0
Share of minority interest 0.6 0.7 0.7 0.7 0.7
Share in Associates 0.4 0.9 1.0 1.0 1.0
Reported Profits 30.5 34.6 48.9 55.4 65.2
Dividend 1.0 1.1 1.3 1.7 1.9
Retained Profits 29.5 33.5 47.6 53.8 63.3
Source: Company, JM Financial. Note: Numbers until FY15 are for unmerged entity DuPont Analysis (%)
Y/E March FY15 FY16 FY17E FY18E FY19E
Key ratios (%) NIl / Assets (%) 4.7 4.8 4.2 4.2 4.1
Y/E March FY1s FY16 FY17E FY18E FY19E Other income / Assets (%) 6.0 3.9 3.9 4.0 4.0
Growth (YoY) (%) Total Income / Assets (%) 10.7 8.7 8.1 8.2 8.1
A
Deposits 8.0 86.6 18.0 20.0 23.0 Cost to Assets (%) 7.2 5.6 5.0 5.1 5.0
Advances 23'6 63'4 ]4'5 ]6'0 20'0 PPP / Assets (%) 3.5 3.1 3.1 3.1 3.1
Total Assets o '5 62'] ]4'3 ]6'7 ]9'7 Provisions / Assets (%) 0.2 0.5 0.3 0.3 0.3
NI 12'0 46'] ]7'0 ]4'4 ]7'6 PBT / Assets (%) 3.4 2.6 2.8 2.8 2.8
’ ’ ’ ’ ' Tax Rate (%) 32.6 31.7 3255 333 33.3
Non-Interest Income 32.4 16.6 23.7 16.4 17.8 OA % 25 8 R 9 8
ROA (% . 1. 1. 1. 1.
Operating Expenses 40.2 11.7 17.9 17.7 17.8 e o 5 5 23 - -
RoRWAs 7 . . . .
Operating Profits 18.8 26.5 34.1 14.4 17.9 (; 66 0 5 3 6
Leverage . 7. 7. 7. 7.
Core Operating Profits -31.6 156.4 11.5 13.5 18.8 o Vg ® s 5 3 36 o
ROE 14. 12.5 13.7 13. 14.
Provisions -33.4 381.9 -12.4 1.9 18.0 % — i .
d 23 36 33 Source: Company, JM Financial. Note: Numbers until FY15 are for unmerged entity
Reported PAT .5 13. 41.4 13. 17.7
Yields / Margins (%) -
Interest Spread (%) 2.4 26 2.7 2.9 3.0 Valuations
NIM (%) 4.9 4.9 4.4 4.4 4.4 Y/E March FY15 FY16 FY17E FY18E FY19E
Profitability (%) Shares in issue (mn) 1,544.7 1,834.4 1,834.4 1,834.4 1,834.4
Non-IR to Income (%) 56.2 45.1 48.1 49.0 49.1 EPS ) 19.7 18.9 26.7 302 35.6
Cost to Income (%) 67.2 64.4 61.4 62.1 62.1 EPS (YoY) (%) 23.2 4.4 41.4 133 17.7
ROA (%) 22 1.8 1.9 1.9 1.8 PE (x) 40.3 42.2 29.8 26.3 22.4
ROE (%) 14.8 12,5 13.7 13.6 14.0 BV R) 143 182 208 237 272
Assets Quality (%) BV (YoY) (%) 15.8 26.8 14.3 14.1 14.6
Gross NPAs (%) 1.6 2.1 2.1 2.2 2.1 P/BV (0 5.5 4.4 3.8 34 2.9
Net NPAs (%) 0.8 0.9 0.8 0.8 0.8 DPS R 0.6 06 0.7 0.9 11
Provision Coverage (%) 49.9 55.1 59.8 62.8 64.9 Div. yield (%) 0.1 0.1 0.1 0.1 0.1
Specific LLP (%) 0.3 0.6 0.4 0.5 0.5 Source: Company, JM Financial. Note: Numbers until FY15 are for unmerged entity
Net NPAs / Networth (%) 3.1 4.1 3.7 3.7 3.5
Capital Adequacy (%)
Tier | (%) 16.8 16.1 16.0 15.5 14.9
CAR (%) 17.6 17.0 16.8 16.2 15.6

Source: Company, JM Financial. Note: Numbers until FY15 are for unmerged entity
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History of earnings estimates and target price Recommendation history

Date frery  %Cha.  ENB schg.  TAO gchg. o Kotak Mahindra Bank
23-Dec-14 245 650 800 |
21-Jan-15 245 0.0 650 0.0 700 - HS N v
31ul-1s 192 216 256 675 3.8 600 1
2-Nov-15  28.1 46.4 363 418 675 0.0 igg |
12-May-16 190 324 249 314 710 5.2 300 |
19-Jan-17 164  -13.7 198 -205 816 14.9 200 1

100 1

0

Jan-14  Jun-14  Nov-14 Apr-15 Sep-15 Feb-16  Jul-16  Dec-16

Target Price Kotak Mahindra Bank
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Definition of ratings

Rating Meaning

Buy Total expected returns of more than 15 . Total expected return includes dividend yields.

Hold Price expected to move in the range of 10 downside to 15 upside from the current market price.
Sell Price expected to move downwards by more than 10

Research Analyst(s) Certification
The Research Analyst(s), with respect to each issuer and its securities covered by them in this research report, certify that:

All of the views expressed in this research report accurately reflect his or her or their personal views about all of the issuers and their securities;
and

No part of his or her or their compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in
this research report.

Important Disclosures

This research report has been prepared by JM Financial Institutional Securities Limited (M Financial Institutional Securities) to provide information
about the company(ies) and sector(s), if any, covered in the report and may be distributed by it and/or its associates solely for the purpose of
information of the select recipient of this report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or
redistributed without the prior written consent of JM Financial Institutional Securities. This report has been prepared independent of the
companies covered herein.

JM Financial Institutional Securities is registered with the Securities and Exchange Board of India (SEBI) as a Research Analyst, Merchant Banker
and a Stock Broker having trading memberships of the BSE Ltd. (BSE), National Stock Exchange of India Ltd. (NSE) and Metropolitan Stock
Exchange of India Ltd. (MSEI). No material disciplinary action has been taken by SEBI against JM Financial Institutional Securities in the past two
financial years which may impact the investment decision making of the investor.

JM Financial Institutional Securities provides a wide range of investment banking services to a diversified client base of corporates in the
domestic and international markets. It also renders stock broking services primarily to institutional investors and provides the research services
to its institutional clients/investors. JM Financial Institutional Securities and its associates are part of a multi-service, integrated investment
banking, investment management, brokerage and financing group. JM Financial Institutional Securities and/or its associates might have provided
or may provide services in respect of managing offerings of securities, corporate finance, investment banking, mergers & acquisitions, broking,
financing or any other advisory services to the company(ies) covered herein. JM Financial Institutional Securities and/or its associates might have
received during the past twelve months or may receive compensation from the company(ies) mentioned in this report for rendering any of the
above services.

JM Financial Institutional Securities and/or its associates, their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and
earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) covered under this report or (c)
act as an advisor or lender/borrower to, or may have any financial interest in, such company(ies) or (d) considering the nature of
business/activities that JM Financial Institutional Securities is engaged in, it may have potential conflict of interest at the time of publication of
this report on the subject company(ies).

Neither JM Financial Institutional Securities nor its associates or the Research Analyst(s) named in this report or his/her relatives individually own
one per cent or more securities of the company(ies) covered under this report, at the relevant date as specified in the SEBI (Research Analysts)
Regulations, 2014.

The Research Analyst(s) principally responsible for the preparation of this research report and members of their household are prohibited from
buying or selling debt or equity securities, including but not limited to any option, right, warrant, future, long or short position issued by
company(ies) covered under this report. The Research Analyst(s) principally responsible for the preparation of this research report or their
relatives (as defined under SEBI (Research Analysts) Regulations, 2014); (a) do not have any financial interest in the company(ies) covered under
this report or (b) did not receive any compensation from the company(ies) covered under this report, or from any third party, in connection with
this report or (c) do not have any other material conflict of interest at the time of publication of this report. Research Analyst(s) are not serving as
an officer, director or employee of the company(ies) covered under this report.

While reasonable care has been taken in the preparation of this report, it does not purport to be a complete description of the securities, markets
or developments referred to herein, and JM Financial Institutional Securities does not warrant its accuracy or completeness. JM Financial
Institutional Securities may 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. This report is provided for information only and is not an investment advice and must not alone be taken as
the basis for an investment decision. The investment discussed or views expressed or recommendations/opinions given herein may not be
suitable for all investors. The user assumes the entire risk of any use made of this information. The information contained herein may be
changed without notice and JM Financial Institutional Securities reserves the right to make modifications and alterations to this statement as they
may deem fit from time to time.
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This report is neither an offer nor solicitation of an offer to buy and/or sell any securities mentioned herein and/or not an official confirmation of
any transaction.

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 JM Financial Institutional Securities and/or its affiliated company(ies) 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 a certain category of investors. Persons in whose
possession this report may come, are required to inform themselves of and to observe such restrictions.

Persons who receive this report from JM Financial Singapore Pte Ltd may contact Mr. Ruchir Jhunjhunwala (ruchir.jhunjhunwala@jmfl.com) on +65
6422 1888 in respect of any matters arising from, or in connection with, this report.

Additional disclosure only for U.S. persons: JM Financial Institutional Securities has entered into an agreement with JM Financial Securities, Inc.
("JM Financial Securities"), a U.S. registered broker-dealer and member of the Financial Industry Regulatory Authority ("FINRA") in order to
conduct certain business in the United States in reliance on the exemption from U.S. broker-dealer registration provided by Rule 15a-6,
promulgated under the U.S. Securities Exchange Act of 1934 (the "Exchange Act"), as amended, and as interpreted by the staff of the U.S.
Securities and Exchange Commission ("SEC") (together "Rule 15a-6").

This research report is distributed in the United States by JM Financial Securities in compliance with Rule 15a-6, and as a "third party research
report" for purposes of FINRA Rule 2241. In compliance with Rule 15a-6(a)(3) this research report is distributed only to "major U.S. institutional
investors" as defined in Rule 15a-6 and is not intended for use by any person or entity that is not a major U.S. institutional investor. If you have
received a copy of this research report and are not a major U.S. institutional investor, you are instructed not to read, rely on, or reproduce the
contents hereof, and to destroy this research or return it to JM Financial Institutional Securities or to JM Financial Securities.

This research report is a product of JM Financial Institutional Securities, which is the employer of the research analyst(s) solely responsible for its
content. The research analyst(s) preparing this research report is/are resident outside the United States and are not associated persons or
employees of any U.S. registered broker-dealer. Therefore, the analyst(s) are not subject to supervision by a U.S. broker-dealer, or otherwise
required to satisfy the regulatory licensing requirements of FINRA and may not be subject to the Rule 2241 restrictions on communications with
a subject company, public appearances and trading securities held by a research analyst account.

JM Financial Institutional Securities only accepts orders from major U.S. institutional investors. Pursuant to its agreement with JM Financial
Institutional Securities, JM Financial Securities effects the transactions for major U.S. institutional investors. Major U.S. institutional investors may
place orders with JM Financial Institutional Securities directly, or through JM Financial Securities, in the securities discussed in this research
report.

Additional disclosure only for U.K. persons: Neither JM Financial Institutional Securities nor any of its affiliates is authorised in the United
Kingdom (U.K.) by the Financial Conduct Authority. As a result, this report is for distribution only to persons who (i) have professional experience
in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as
amended, the "Financial Promotion Order"), (ii) are persons falling within Article 49(2)(a) to (d) ("high net worth companies, unincorporated
associations etc.") of the Financial Promotion Order, (iii) are outside the United Kingdom, or (iv) are persons to whom an invitation or inducement
to engage in investment activity (within the meaning of section 21 of the Financial Services and Markets Act 2000) in connection with the matters
to which this report relates may otherwise lawfully be communicated or caused to be communicated (all such persons together being referred to
as "relevant persons"). This report is directed only at relevant persons and must not be acted on or relied on by persons who are not relevant
persons. Any investment or investment activity to which this report relates is available only to relevant persons and will be engaged in only with
relevant persons.

Additional disclosure only for Canadian persons: This report is not, and under no circumstances is to be construed as, an advertisement or
a public offering of the securities described herein in Canada or any province or territory thereof. Under no circumstances is this report to be
construed as an offer to sell securities or as a solicitation of an offer to buy securities in any jurisdiction of Canada. Any offer or sale of the
securities described herein in Canada will be made only under an exemption from the requirements to file a prospectus with the relevant
Canadian securities regulators and only by a dealer properly registered under applicable securities laws or, alternatively, pursuant to an
exemption from the registration requirement in the relevant province or territory of Canada in which such offer or sale is made. This report is
not, and under no circumstances is it to be construed as, a prospectus or an offering memorandum. No securities commission or similar
regulatory authority in Canada has reviewed or in any way passed upon these materials, the information contained herein or the merits of the
securities described herein and any representation to the contrary is an offence. If you are located in Canada, this report has been made
available to you based on your representation that you are an “accredited investor” as such term is defined in National Instrument 45-106
Prospectus Exemptions and a “permitted client” as such term is defined in National Instrument 31-103 Registration Requirements, Exemptions
and Ongoing Registrant Obligations. Under no circumstances is the information contained herein to be construed as investment advice in any
province or territory of Canada nor should it be construed as being tailored to the needs of the recipient. Canadian recipients are advised
that JM Financial Securities, Inc., JM Financial Institutional Securities Limited, their affiliates and authorized agents are not responsible for, nor
do they accept, any liability whatsoever for any direct or consequential loss arising from any use of this research report or the information
contained herein.
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