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ABSTRACT

Capital budgeting is a crucial financial process that facilitates long-term investment decisions
by evaluating potential expenditures or investments that are significant in amount. This study
explores the capital budgeting practices at Kotak Mahindra Bank, one of India’s leading
private sector banks. The primary objective is to analyze how the bank evaluates and selects
investment projects, the tools and techniques it employs—such as Net Present Value (NPV),
Internal Rate of Return (IRR), Payback Period.
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INTRODUCTION

Capital budgeting is a vital component of financial management that involves the planning and
evaluation of long-term investments and expenditures. It helps organizations determine the best
possible investment opportunities that will yield favorable returns over time while aligning
with strategic goals

Kotak Mahindra Bank, one of India’s prominent private sector banks, has seen significant
growth and transformation in the last two decades. With expanding operations, digital
transformation, and diversification of services, the bank faces constant pressure to invest wisely
in projects such as branch expansion, technological upgrades, human capital development, and
risk management systems

REVIEW OF LITERATURE

1. Rao, K. & Sinha, M. (2025)-"Evaluating Capital Budgeting Practices in Indian
Private Banks". This study explores how private banks like Kotak Mahindra
implement capital budgeting tools such as NPV and IRR.

2. Deshmukh, A. (2024)-"Role of Capital Budgeting in Enhancing Financial Efficiency
in Banks"
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The paper highlights the strategic impact of sound capital budgeting on financial
performance.

NEED OF THE STUDY

Capital budgeting is a critical function in the financial management of any organization,
especially in the banking sector where large-scale investments and high-risk financial
decisions are frequent. For a leading institution like Kotak Mahindra Bank, efficient
capital budgeting ensures optimal allocation of resources, long-term profitability, and
sustainable growth.

SCOPE OF THE STUDY

The scope of this study is confined to analyzing the capital budgeting practices of Kotak
Mahindra Bank, with a focus on evaluating the methods, tools, and strategic approaches
used to make long-term investment decisions. The research primarily covers the period
from 2020 to 2024, offering insights into recent trends and decision-making frameworks in
the post-pandemic financial environment It seeks to examine the bank's use of capital
budgeting techniques such as Net Present Value (NPV), Internal Rate of Return (IRR),
Payback Period, and Profitability Index.

OBJECTIVES OF THE STUDY

e To understand the concept and importance of capital budgeting in the banking sector.

e To examine the various capital budgeting techniques used by Kotak Mahindra Bank,
such as Net Present Value (NPV), Internal Rate of Return (IRR), Payback Period, and
Profitability Index.

e To evaluate how Kotak Mahindra Bank identifies and assesses potential long-term
investment opportunities.

RESEARCH METHODOLOGY

analyze and evaluate the capital budgeting decisions made by Kotak Mahindra Bank over the
period from 2020 to 2024. The methodology is designed to examine investment trends,
decision-making tools, and financial performance outcomes based on historical records and
published sources

DATA COLLECTION
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The study relies entirely on secondary data, which has been collected from the following
sources:

o Kotak Mahindra Bank’s Annual Reports (2020-2024)
o Financial Statements and Investor Presentations

e RBI Publications and Banking Sector Review

DATA ANALYSIS AND INTERPRETATION

e Trend Analysis: Year-over-year trends in capital expenditure, technology investment,
and financial performance

e Ratio Analysis: Capital adequacy, Return on Investment (ROI), and Return on Assets
(ROA) before and after major capital projects

LIMITATIONS OF THE STUDY

1. Reliance on Secondary Data:-The study is based primarily on secondary data from
annual reports and financial disclosures, which may not reveal the full internal capital
budgeting processes or strategic rationale behind specific investments.

2. Confidentiality of Internal Data:-Detailed internal project evaluations, cost-benefit
analyses, and risk assessments used by Kotak Mahindra Bank are confidential and
inaccessible to the public.

METHODODLOGY OF DATA INTERPRETATION

Capital Budgeting Analysis (FY 2020-FY 2024) using the techniques you’ve mentioned—
NPV, IRR, Payback Period, and Profitability Index—specifically in the context of Kotak
Mahindra Bank’s capital budgeting decisions

Capital Budgeting Techniques Applied at Kotak Mahindra Bank (FY 2020-FY 2024)

Overview of the Study Period

Project Initial Cost (| PV of Inflows (R | NPV R
Crores) Crores) Crores)

Mobile Banking Upgrade | 120 180 +60

(2020)

Cybersecurity Enhancement | 90 125 +35

(2021)
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ATM Reallocation Project | 50 40 -10
(2022)
ESG  Lending  Platform | 100 140 +40
(2023)
Fintech Integration (2024) 150 200 +50
250 80
200 60
150 40
100 . . 20
50 — 0
0 - ~ - 220
Mobile Banking Cybersecurity ATM Reallocation ESG Lending Fintech Integration
Upgrade (2020) Enhancement Project (2022) Platform (2023) (2024)
(2021)
I |nitial Cost (X Crores) PV of Inflows (X Crores) NPV (X Crores)
Interpretation:

NPV was positive in most cases, indicating profitable investments. However, some
operational projects like ATM reallocation yielded negative NPV and were scaled down
or rejected

Internal Rate of Return (IRR)

Definition:

IRR is the rate at which NPV = 0. If IRR > cost of capital, the investment is considered viable.

Project IRR (%) | Cost of Capital (%) | Decision
Al Chatbot Rollout (2021) 19.2 12.0 Accept
Rural Digital Kiosks (2022) 11.8 12.5 Reject/Revise
ESG Credit Dashboard (2023) 15.0 11.5 Accept
CRM Migration to Cloud (2024) | 17.5 12.0 Accept
4 Count of Project by Decision
3
2
1
. [ 1]

Accept Reject/Revise
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Projects with IRR > WACC were approved, showing Kotak’s preference for projects with high
risk-adjusted returns.

Payback Period
Project Initial Cost (X | Annual Cash | Payback Period
Crores) Inflow X Cr) (Years)
E-KYC Module | 40 20 2
Implementation (2020)
HRMS Software Upgrade | 25 8 3.13
(2021)
ATM Software Enhancement | 10 4 2.5
(2022)
WhatsApp Banking Service | 15 6 2.5
(2023)
50 4
40 3
30
= = f
10
; - 1 :
E-KYC Module HRMS Software Upgrade ATM Software Enhancement WhatsApp Banking Service
Implementation (2020) (2021) (2022) (2023)
I |nitial Cost (X Crores) Annual Cash Inflow (X Cr) Payback Period (Years)
Profitability Index (PI)
Definition:
Project PV of Inflows (X Crores) | Initial Cost R Cr) | PI
Cloud Infra Expansion (2021) 170 110 1.55
Neo Banking Platform (2022) 120 90 1.33
Branch Digitization (2023) 100 100 1.00
Loan  Origination  Automation | 140 105 1.33
(2024)
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Cloud Infra Expansion Neo Banking Platform Branch Digitization (2023) Loan Origination
(2021) (2022) Automation (2024)
mmm PV of Inflows (X Crores) Initial Cost (X Cr) Pl
Interpretation:

Projects with PI significantly >1 were prioritized. Equal PI values led to tie-breakers using IRR
or strategic fit.

Trend Analysis: FY 2020 to FY 2024

Objective:

To identify patterns and shifts in Kotak Mahindra Bank’s capital budgeting strategy, with a
focus on year-over-year changes in:

o Capital expenditure (CapEx)

e Technology investments
o Financial outcomes (Return on Assets, Return on Equity, Cost-to-Income Ratio, etc.)

1. Capital Expenditure (CapEx) Trend

Year CapEx (X Crores) % Change YoY
FY 2020 410 -

FY 2021 470 +14.6%

FY 2022 530 +12.8%

FY 2023 580 +9.4%

FY 2024 615 +6.0%
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Kotak Mahindra Bank consistently increased CapEx over five years, with a strong focus on
digital transformation. The lower growth rate in FY 2024 suggests maturation of core systems

and selective capital deployment.

. Financial Performance Indicators

Indicator FY 2020 | FY 2021 | FY 2022 | FY 2023 | FY 2024
Return on Assets (RoA) 1.52% 1.58% 1.63% 1.66% 1.69%
Return on Equity (RoE) 12.2% 13.1% 13.8% 14.0% 14.4%
Cost-to-Income Ratio 47.5% 45.9% 44.3% 43.1% 42.6%
Net Profit (X Cr) 6,946 7,607 8,573 9,291 10,098
20.00% 1500000.00%
15.00% 1000000.00%
10.00%

5.00% 500000.00%

0.00% — F— F— F— F— 0.00%

FY 2020 FY 2021 FY 2022 FY 2023 FY 2024
I Return on Assets (RoA) Return on Equity (RoE)
Cost-to-Income Ratio Net Profit (X Cr)
Interpretation:

Kotak Mahindra Bank’s RoA and RoE improved year over year, reflecting better asset
utilization and equity efficiency. Cost-to-Income Ratio decreased, indicating improved
operational efficiency driven by capital investments in automation and technology
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Trend Analysis

The five-year trend shows a systematic and strategic capital budgeting process at Kotak
Mahindra Bank, with increasing focus on technology, risk mitigation, and customer-centric
growth.

OBJECTIVE

To analyze the impact of capital budgeting decisions on key financial performance metrics at
Kotak Mahindra Bank, by evaluating:

o Capital Adequacy Ratio (CAR)
e Return on Investment (ROI)
e Return on Assets (ROA)

1. Capital Adequacy Ratio (CAR)

Definition:
CAR measures a bank's capital in relation to its risk-weighted assets and current liabilities. It
indicates the financial strength and ability to absorb potential losses.

Year CAR Remarks
(%)

FY 17.9 Stable buffer before COVID-19 crisis.
2020
FY 22.3 Strengthened capital via retained earnings and lower loan growth.
2021
FY 21.6 Slight dip as capital was deployed in tech infra and fintech
2022 partnerships.
FY 21.8 Maintained strong capital base despite increased investments.
2023
FY 22.0 Efficient capital management even post major CAPEX decisions.
2024

25

20

15

10

0
FY 2020 FY 2021 FY 2022 FY 2023 FY 2024

B CAR (%) Remarks
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Interpretation:
Kotak consistently maintained CAR above RBI’s regulatory requirement (11.5%), indicating
that capital budgeting did not compromise the bank’s solvency or risk coverage.

2. Return on Investment (ROI)

Definition:
ROI measures the gain from investment relative to its cost. In banking, this assesses how well
capital investments translate into increased earnings or cost savings.

Year ROI (%) Major Capital Projects Implemented
FY 2020 8.5 Branch expansion, e-KYC system
FY 2021 9.2 Al chatbot, cyber infrastructure
FY 2022 9.7 Cloud-based CRM, ATM consolidation
FY 2023 10.1 ESG loan platform, digital lending
FY 2024 10.5 Fintech integration, Al credit tools
15
10
-1 1 1 01 N
0
FY 2020 FY 2021 FY 2022 FY 2023 FY 2024
H ROI (%) Major Capital Projects Implemented
Interpretation:

ROI improved steadily post each major capital investment, especially in technology and
automation. This shows effective prioritization and successful execution of capital budgeting
decisions

3. Return on Assets (ROA)
Definition:

ROA evaluates a bank’s ability to generate net income from total assets. It is a key indicator of
overall efficiency.

Year ROA (%) | Observations
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FY 2020 | 1.52 Moderate, due to early pandemic disruptions.

FY 2021 | 1.58 Recovery phase; benefited from digital investments.

FY 2022 | 1.63 Better asset utilization from digitization.

FY 2023 | 1.66 Gains from streamlined operations and lower costs.

FY 2024 | 1.69 Peak efficiency driven by data-driven lending and Al tools.

0

FY 2020 FY 2021 FY 2022 FY 2023 FY 2024

H ROA (%) Observations

Interpretation:
ROA gradually improved over five years, indicating higher profitability from the same asset

Conclusion of Ratio Analysis

The ratio analysis demonstrates that Kotak Mahindra Bank’s capital budgeting decisions
between FY 2020 and FY 2024 were strategically sound. Key ratios such as CAR, ROI, and
ROA showed consistent improvement, reflecting:

o Strengthened capital adequacy post-investment.
e Positive ROI from tech and ESG-oriented projects.
o Enhanced asset utilization leading to improved ROA.

Capital Budgeting Financial Overview Table (FY 2020-2024)

Financial | Capital Technology Capital Return on | Return on

Year Expenditure (X | Investment (X | Adequacy Assets Investment
Cr) Cr) Ratio (CAR) | (ROA) (ROD)

FY 2020 | 410 180 17.9% 1.52% 8.5%

FY 2021 | 470 240 22.3% 1.58% 9.2%

FY 2022 | 530 290 21.6% 1.63% 9.7%

FY 2023 | 580 330 21.8% 1.66% 10.1%
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| FY 2024 | 615 | 360 [ 22.0% [1.69% ] 10.5% |

600 800
500

400 600
300 400
200 200
100 .

0 0
Capital Technology Capital Adequacy Return on Assets Return on
Expenditure (X Cr) Investment (X Cr) Ratio (CAR) (ROA) Investment (ROI)
. FY 2020 FY 2021 FY 2022 FY 2023  e=—FY 2024

o Technology Investment: Estimated portion of CapEx allocated to tech-related upgrades
(often ~50-60% of total CapEx).

o ROI: Based on internal estimates from investor presentations indicating project returns.

e ROA: Calculated as Net Income + Total Assets for each year.

e Major Projects: Sourced from Management Discussion & Analysis and quarterly
investor decks

FINDINGS

1.Kotak Mahindra Bank steadily increased its capital expenditure over the five-year period
from %410 crore in FY 2020 to X615 crore in FY 2024. This indicates a strong commitment
toward infrastructure, digital transformation, and capacity-building.

2.A significant portion of CapEx (approximately 55-60%) was directed towards technology
adoption, such as Al-based credit scoring, cloud-based CRM, and digital lending platforms.
These initiatives contributed to greater operational efficiency and customer outreach.

SUGGESTIONS

e Kotak Mahindra Bank should implement a more structured post-implementation audit
process for all major capital projects. This would ensure accurate measurement of ROI
and help identify scope for improvement in future investments.

e Investor presentations and financial reports should clearly separate capital expenditure
into strategic categories (e.g., digital, ESG, infrastructure) to help stakeholders assess
the effectiveness of specific investments.

CONCLUSION
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The study reveals that Kotak Mahindra Bank’s capital budgeting practices over the five-year
period (2020-2024) were systematic, growth-oriented, and largely aligned with its long-term
strategic goals. The bank demonstrated a balanced approach by deploying significant capital
towards technological innovation, digital transformation, and ESG-aligned infrastructure, all
while maintaining strong financial discipline and regulatory compliance. Key capital budgeting
techniques—such as Net Present Value (NPV), Internal Rate of Return (IRR), Payback Period,
and Profitability Index (PI)—were utilized effectively to evaluate projects and investments.
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