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Target Price (INR) 583 NIM expansion sustains, asset quality largely stable

Rating ¢> Sustained expansion in NIM and strong growth in core fee income
Last Price (INR) 4285 Wwere th.e key positives for CRPBK during t!\e Decll quarter. Loan
Bloomberg code e, 8rowth increased to ¢28% y-o-y and was mainly led by the SME and
Reuters code crek.so large corporate segments. Slippages during the quarter declined to
Avg. Vol. (3m) 84,092 1.6% of loans, resulting in the rise in the gross NPL ratio being
Azg"lza;‘(fT"“('NRm") i 3313‘6 restricted to 3-bp. However, restructured loans as a percentage of
52- R 5 5 A a . o
Senvsvex /LONR) 1; 05 loans increased by 26-bp sequentially to 4.9%. We raise our net profit
MCAP (INRbn/USDbn) 6347/130 estimates for FY12f by 6.2% to factor in lower NPL provisions and an
increase in other income. The discount to peers with similar RoE and
Shareholding (%) 9/11 27E51 RoA forecasts is likely to decline. We rollover our target price to Dec12
Promoters >83 85 and lower it to INR583. Maintain Buy. Higher-than-estimated
MFs, Fls, Banks 30.6 305 a-n .
lis 51 .5 incremental NPL and NPL provisions are the risk factors.
Public 3.6 4.0 . R . R . R
Others 23 ,5 NIM expansion sustained, driven by the rise in the yield on loans

NIM expanded by 23-bp sequentially to 2.66% in the Dec11 quarter, driven by a

rise in the yield on loans (16-bp); the cost of deposits grew slower (by 8-bp).

700 However, NIl growth, at 2.3% y-o-y, was lower than our estimates. We lower
our estimates for NIl by 1% for FY12f. We forecast a 27-bp contraction in NIM
600 in FY12f. While savings deposits growth slowed to 11.5%, its proportion stayed
close to 13.0%. The CASA ratio declined by 68-bp to 21.13%. Loan growth
500 picked up to 28.4% y-o-y, largely driven by the SME (up 60.0% y-o-y), large
corporate (up 51.0% y-o-y) and retail (up 22.5% y-o-y) segments.
100 N Growth in core fees and trading gains drives operating profit
\.‘4\/ Core fee income (commission, exchange and brokerage) grew 27.7% y-o-y.
300 ‘ ‘ _ Growth in other revenue streams such as foreign exchange (74% y-o-y) and
Febl1 Junl1 Octll Febl: trading gains (123% y-o-y) partly offset the muted NIl growth and resulted in
Corporation Bank Sensex Rebased c18% growth in operating income. Operating profit growth was lower, at 12%,
due to higher operating expenses.
Stock Perfm. (%) p— 3m M Asset quality largely stable; restructured loans rise on g-0-q basis
Absolute 221 0.3 22.1 The trend in slippage improved in the Decl1 quarter, with a 90-bp decline to
Rel. to Sensex 11.7 1.1 -17.5  1.6% of loans. CRPBK’s gross and net NPL ratios increased by 3-bp and 5-bp
— g-o-q, respectively. Despite the increase, NPL ratios stay below most peers.
'a"c'als {INRbn) 03 032 033 Also, the extent of sequential growth in the outstanding gross NPL has been
Yo¥ (%) 33.0 92 242 higher for most peers over the past 2-3 quarters. However, outstanding
Operating profit 262 294 361 restructured loans increased by 26-bp to 4.9% of loans. We adjust our loan-loss
APAT 141 151 167 Pprovision estimates for FY12f, factor in a decline in the provision coverage ratio
Sh o/s (diluted) 148.1 148.1 148.1 (excluding technical write-offs) and raise our PAT estimates by 6.2%. We
A.EPS (INR) 96.9 101.9 113.0 forecast NPL provisions as a percentage of net loans to average at 0.80% over
YoY (%) 169 6.8 105 FY12f-FY14f, compared to 0.58% in the past three years.
Equity/Assets (%) 50 48 46 Dec12 TP values CRPBK at one-year forward P/B of 0.85x; maintain Buy
z;; i’:dj) " g:; g:: z:j The discount to peers with similar RoE and RoA is likely to decline over the next
RoA (%) 11 10 0y 12 months. We rollover the target price to Decl2 and lower it by ¢5% to
ROE (%) 219 19.5 18.6 INR583. Our target price is based on the P/E, P/B and DCF methods. The TP
values the stock at 0.85x one-year forward book value. We maintain Buy.
Quarterly Trends LETEE A AV kR Higher-than-estimated incremental NPL and NPL provisions are risk factors.
Op. income (INRbn) 12.5 10.0 11.4 13.0
PAT (INRbn) 33 33 20 20 Chandana Jha, +91 022 66842854
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Exhibit 1: Results snapshot for the Dec11 quarter

(INRbn) Dec10 Sepll g-0-q (%) Decl1l y-0-y (%)
Interest income 24.71 30.91 8.80 33.63 36.08
Interest expense 16.29 23.47 6.56 25.01 53.55
Net interest income 8.42 7.44 15.90 8.62 2.30
Other income 2.64 3.99 10.76 4.42 67.04
Operating income 11.07 11.42 14.11 13.03 17.77
Operating expense 3.70 4.42 7.99 4.78 29.10
Operating profit 7.37 7.00 17.97 8.26 12.08
Provisions & contingencies 2.50 2.05 47.25 3.01 20.60
Tax 1.05 0.94 29.65 1.22 16.96
Net profit 3.82 4.01 0.28 4.02 5.18
Key ratios (%)

Loan growth 26.85 16.99 11.43 28.42 1.57
Deposit growth 16.72 24.45 4.06 28.50 11.78
SB deposit growth 27.65 12.09 -0.60 11.48 -16.16
NIM 2.96 2.43 0.23 2.66 -0.30
GNPL 1.26 1.32 0.03 1.35 0.09
NNPL 0.58 0.91 0.05 0.96 0.38

Source: Company, Avendus Research

Raise net profit forecast for FY12f by 6.2% due to lower provisions

Exhibit 2: Earnings revision summary

(INRbn) FY12f FY13f FY14f

old New Var (%) old New Var (%) old New Var (%)
Net interest income 32.4 32.1 -1.0 39.7 39.9 0.3 48.0 475 -1.2
Operating income 49.4 50.0 1.4 60.0 61.2 2.0 724 732 1.1
Operating expense 20.6 20.6 0.3 25.0 25.2 0.5 30.3 305 0.5
Operating profit 28.8 294 2.1 35.0 36.1 3.1 42.1 427 14
Loan-loss provisions 8.2 5.8 -28.4 10.4 10.7 2.5 126 129 2.5
Net profit 14.2 15.1 6.2 16.7 16.7 -0.1 20.1 19.8 -1.3

Source: Company, Avendus Research

Addition to gross NPL during 3QFY12 moderated to 1.6% of loans

Exhibit 3: Movement of NPL’s and restructured loans

Dec10 (3 months)  Marl1 (3 months) Sepll (3 months)  Decll (3 months)

Gross NPL (%) 1.26 0.91 1.32 1.35
Net NPL (%) 0.58 0.46 0.91 0.96
Additions (INRmn) 2,855 1,656 5,108 3,734
- as % of loans (annualized) 1.3% 0.8% 2.5% 1.6%
Reductions (INRmn) 1,120 3,049 2,790 2,042
Closing GNPL (INRmn) 9,138 7,902 10,799 12,492
Restructured loans ( % of loans) 4.19 3.60 4.64 4.90

Source: Company, Avendus Research

We assume incremental NPL to rise to 0.75% in FY12f and decline thereafter

Asset quality has worsened in 9MFY12 with gross NPL and net NPL ratios rising by 44-bp and 50-bp to
1.35% and 0.96% at end Decll, respectively. However, the trend in slippage improved in the Decll
quarter, with a 90-bp decline to 1.6% of loans. CRPBK’s provision coverage ratio (including technical
write-offs) decreased to 62.88% at end Decl1l. We assume incremental NPL to rise in FY12f to 0.75%
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and decline thereafter. However, we adjust our loan-loss provision estimates for FY12f and factor in a
decline in the provision coverage ratio (excluding technical write-off). The loan-loss provision is
estimated to rise by 7% in FY12f and by a larger extent in the following two years. We forecast NPL
provisions as a percentage of average net loans to average at 0.80% over FY12f-FY14f, compared to
0.58% in the past three years. The gross NPL ratio is estimated to rise by 42-bp and 18-bp in FY12f and

FY13f, respectively.

Exhibit 4: Incremental NPL and NPL provisions

Exhibit 5: NPL ratios
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Source: Company, Avendus Research

Source: Company, Avendus Research

Despite the rise, gross NPL ratio of CRPBK stays below most peers

CRPBK'’s gross and net NPL ratios increased by 3-bp and 5-bp g-o-q, respectively, in the Decl1 quarter.
Despite the increase, the NPL ratios stay below most peers. Also, the extent of sequential growth in the
outstanding gross NPL has been higher for most peers over the past 2-3 quarters.

Exhibit 6: Gross and net NPL ratios

------------------------ Gross NPL Ratio (%) Net NPL Ratio (%) -------------=--=-------

Dec10 Marll Junll Sepll Decl1 Dec10 Marll Junll Sepll Decll
CRPBK 1.26 0.91 1.07 1.32 1.35 0.58 0.46 0.52 0.91 0.96
10B 3.26 2.72 2.76 3.07 3.00 1.33 1.31 1.08 1.21 1.23
OBC 1.94 1.98 2.07 2.95 2.92 0.90 0.97 1.09 1.90 1.89
CBOI 2.28 1.82 2.29 2.94 3.68 0.70 0.64 0.87 1.37 2.04
ANDB 1.33 1.38 1.55 2.67 2.38 0.47 0.38 0.45 1.48 1.21
INBK 1.02 0.98 0.98 1.21 1.35 0.56 0.52 0.51 0.69 0.80
ALBK 1.77 1.74 1.62 1.77 1.86 0.58 0.78 0.60 0.69 0.79
Source: Company, Avendus Research
Growth in outstanding gross NPL has been sharp for most peers
Exhibit 7: y-o-y and sequential rise in the outstanding gross NPL

y-o-y growth in O/S Gross NPL (%) g-0-q growth in O/S Gross NPL (%)

Decl10 Marl1l Junll Sepll Decl1 Dec10 Marl1l Junll Sepll Decl1
CRPBK 215 214 16.7 45.9 36.7 234 -13.5 7.3 27.3 15.7
10B 14 -14.4 -7.8 17.2 21.7 -1.9 -5.4 6.5 18.4 19
OBC 37.0 30.8 36.1 1135 83.2 211 8.9 5.9 52.9 3.9
CBOI 10.0 -2.6 10.4 45.8 80.6 3.5 -12.1 20.4 33.2 28.2
ANDB 95.2 104.1 103.1 158.0 116.0 13.3 14.1 18.2 68.9 -5.2
INBK 46.3 45.1 -18.5 15.9 58.3 -16.8 -1.6 8.9 30.0 13.6
ALBK 32.7 34.9 40.8 16.7 22.5 4.8 7.0 -2.6 6.9 10.0
Source: Company, Avendus Research
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While SB deposits growth has slowed, proportion largely stable

Exhibit 8: SB deposits growth and proportion Exhibit 9: CASA ratio
—— SB deposits growth M CASA RATIO (%)
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Source: Company, Avendus Research Source: Company, Avendus Research

NIM expansion continued, driven by rising yield on loans

Exhibit 10: Reported NIM for the quarter Exhibit 11: Estimated NIM for the year
15 4 3.0
I Cost of deposits [ Yield on loans
NIM (RHS)
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Source: Company, Avendus Research Source: Company, Avendus Research

Cut target price by 5% to INR583; maintain Buy

We value CRPBK using a combination of the DCF, P/E and P/B methods. Our three-stage DCF uses
explicit forecasts until FY13, followed by 10 years of semi-explicit forecasts, where we assume a CAGR
of 14% in loans and dividend payout of 20%. We also assume the RoA to converge to 0.8% at the end of
the semi-explicit period. The final stage of 12 years assumes convergence of RoE and CoE (assumed at
14%). This results in a fair value of INR900/share.

Applying recent valuation multiples to arrive at the target price

We estimate the mean one-year forward P/E and P/B for the one-month period ended 2 Feb12 at
3.48x and 0.65x, respectively. We apply these to our forecast EPS and book value for Dec12 to arrive at
fair values of INR448/share and INR447/share, respectively.

Exhibit 12: Average P/E and P/B (x)

1 month 3 months 6 months 12 months
P/E 3.48 3.43 3.73 4,52
P/B 0.65 0.64 0.70 0.86

Source: Company, Bloomberg, Avendus Research

Our Dec12 target price of INR583 is a weighted average, where we assign a weight of 30% to our DCF
value and 35% each to our P/E and P/B values.
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Target price values CRPBK at 0.85x one-year forward adjusted book value

Exhibit 13: P/E and 12-month moving average Exhibit 14: P/B and 12-month moving average
12 """ 2.0
1-year forward P/E (X) = 1-year forward P/ABV (X)
=== 12-months movingaverage = 12-months moving average
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Source: Bloomberg, Avendus Research Source: Bloomberg, Avendus Research

Exhibit 15: P/E, P/B, DCF/SOTP-based target prices and weighted average target price

P/E P/B DCF Target price
Weights 35% 35% 30%
Target price (INR) 448 447 900 583
Source: Company, Avendus Research
CRPBK at a discount to peers with similar profitability
Exhibit 16: RoA, RoE and price performance of CRPBK and peers as of 2 Feb12
ROA ROE P/B| e Price Performance ---------

FY12f FY13f FY12f FY13f FY13 1-mth 3-mth 6-mth 1-yr
Corporation Bank 0.92 0.91 19.10 18.47 0.66 20.5 -3.1 -15.6 -25.7
Indian Overseas 0.50 0.59 11.37 14.76 0.54 18.7 -12.7 -35.7 -31.1
Oriental Bank 0.73 0.80 11.41 13.42 0.67 443 -1.9 -18.5 -14.9
Central Bank 0.40 0.50 14.78 14.53 0.79 31.6 -15.7 -22.9 -39.6
Andhra Bank 1.17 1.03 19.05 18.06 0.72 34.1 -8.7 -21.1 -21.4
Indian Bank 1.43 1.38 20.47 20.43 0.85 26.5 6.8 5.7 8.8
United Bank of India 0.60 0.67 12.25 13.76 0.54 53.2 -0.2 -23.7 -26.0
Dena Bank 0.90 0.87 18.73 18.00 0.53 46.3 -12.9 -14.8 -29.4
Allahabad Bank 1.12 1.09 20.96 20.49 0.74 43.4 4.1 -15.6 -16.4
Sensex 12.3 -0.2 -3.7 -3.6
Nifty 13.7 0.2 -3.4 -3.0
Bankex 25.1 2.2 -6.4 -3.3
CNXPSBK Index 27.0 2.2 -11.1 -18.5

Source: Bloomberg, Avendus Research

Risk factors

» Higher-than-assumed incremental NPL and estimated NPL provisions may result in a downward risk

to earnings.

» Higher-than-assumed savings deposits growth and loan growth may lead to NIM being higher than

our forecast.
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Financials and valuations

Income statement (INRbn)

Decomposition of RoA (%)

Fiscal year ending 03/11 03/12f 03/13f 03/14f Fiscal year ending 03/11 03/12f 03/13f 03/14f
Netinterestincome 294 32.1 399 47.5 Net interestincome 2.30 2.03 2.09 2.08
Feeincome 8.7 11.3 13.9 16.8 Fee income 0.68 0.72 0.73 0.74
Trading profit 2.1 3.5 3.9 4.6 Other income 0.36 0.42 0.39 0.39
Other income 2.5 3.1 3.6 4.3 Operating income 3.34 3.16 3.22 3.21
Total operating income 42.6 50.0 61.2 73.2 Operating expenses 1.29 1.30 1.32 1.34
Total operating expense 16.4 20.6 25.2 30.5 Operating profit 2.06 1.86 1.89 1.87
Operating profit 26.2 29.4 36.1 42.7 Loan loss provisions 0.43 0.37 0.56 0.57
Provision for bad debt 5.5 5.8 10.7 12.9 Provision for investments 0.06 0.09 0.05 0.03
Other provision 1.4 2.0 1.5 1.4 Other provisions 0.05 0.04 0.03 0.03
PBT (reported) 193 21.6 23.9 28.3 Tax 0.41 0.41 0.38 0.37
Total taxes 5.2 6.5 7.2 8.5 Net profit 1.11 0.95 0.88 0.87
PAT (reported) 14.1 15.1 16.7 19.8
(+) Share in assoc. earnings 0.0 0.0 0.0 0.0
Less: Minority interest 0.0 0.0 0.0 0.0 RoA 1.11 0.95 0.88 0.87
Prior period items 0.0 0.0 0.0 0.0 Assets / Equity 19.76 20.47 21.18 21.89
Net income (reported) 14.1 15.1 16.7 19.8 RoE 21.89 19.51 18.62 19.05
Avendus netincome 14.1 15.1 16.7 19.8
Shares outstanding (mn) 148 148 148 148
Avendus dil. shares (mn) 148 148 148 148
Avendus EPS (INR) 95.4 101.9 113.0 133.9
Growth ratios (%) Key Ratios
Loans 37.4 23.0 20.9 21.0 Fiscal year ending 03/11 03/12f 03/13f 03/14f
Net interest income 33.0 9.2 24.2 19.0 Valuation ratios (x)
Feeincome 119.1 30.9 22.2 21.3 P/E (on Avendus EPS) 4.5 4.2 3.8 3.2
Provision for bad debt 58.7 6.6 82.8 21.0 P/BV 09 0.8 0.7 0.6
Avendus netincome 20.8 6.8 10.9 18.5 P/Adjusted BV 0.9 0.8 0.7 0.6
Avendus EPS 16.9 6.8 10.9 18.5 Dividend yield (%) 4.0 4.2 49 6.1
Operating ratios (%) Per share ratios (INR)
NIl/operating income 68.9 64.2 65.1 64.9 Basic Reported EPS (INR) 96.9 101.9 113.0 133.9
Fee income/operating income 20.3 22.7 22.6 23.0 Diluted Reported EPS (INR) 96.9 101.9 113.0 133.9
Operating profit margin 61.5 58.8 58.9 58.3 Reported Book Value (BV) 481.9 562.7 651.1 754.5
Net profit margin 33.1 30.2 27.3 27.1 Adjusted Book Value (ABV) 468.6 529.1 608.6 712.8
Effective Tax rate 29.6 26.9 30.0 30.0 Dividend per share (INR) 17.0 18.0 21.0 26.0
Return / Profitability Ratios (%)
Balance sheet (INRmn) Yield on advances 8.6 8.1 8.1 8.2
Fiscal year ending 03/11 03/12f 03/13f 03/14f Yield on investments 6.1 7.0 7.3 7.3
Equity capital 1.5 1.5 1.5 1.5 Cost of deposits 5.3 5.5 5.4 5.4
Preference capital 0.0 0.0 0.0 0.0 Net interest margin 2.4 2.1 2.2 2.2
Reserves and surplus 69.9 81.9 95.0 110.3 Fee income/ Op revenue 203 22.7 22.6 23.0
Net worth 71.4 83.3 96.4 111.8 Trading profit/Op revenue 49 7.1 6.4 6.2
Deposits 1,167.5 1,447.7 1,766.2 2,137.0 Op expense/ Op revenue 38.5 41.2 41.1 41.7
Total borrowings 83.5 80.8 77.6 82.6 Capitalization Ratios (%)
Other liabilities and provisions 112.7 120.9 135.1 151.8 Equity / Assets 5.0 4.8 4.6 4.5
Total liabilities 1,435.1 1,732.8 2,075.3 2,483.2 Loans / Assets 60.5 61.7 62.3 62.9
Cash and bank balances 104.0 157.9 189.9 225.3 Investments / Assets 30.3 26.0 253 24.8
Investments 434.5 449.7 526.0 615.2 Dividend payout 20.8 20.7 21.7 22.7
Loans 868.5 1,068.5 1,292.2 1,563.0 Internal capital growth 19.4 16.8 15.7 15.9
Fixed assets 3.2 2.1 1.7 1.2 Capital adequacy 14.1 12.7 11.7 10.8
Other assets 24.8 54.5 65.4 78.5 Asset Quality
Total assets 1,435.1 1,732.8 2,075.3 2,483.2 Gross NPL ratio 0.9 1.3 15 1.5
Business Ratios (%) Net NPL ratio 0.5 0.9 1.0 1.0
Loan / Deposit 74.4 73.8 73.2 73.1 Net NPL / networth 5.6 11.4 136 13.4
Investment / Deposit 37.2 31.1 29.8 28.8 Loan-loss reserve / Gross NPL 49.7 32.5 31.8 34.7
SLR Investment / Deposit 32.0 29.4 283 27.5 Loan provisions / NIl 18.6 18.2 26.8 27.2
SLR Investment / NDTL 29.8 27.8 27.1 26.5 Loan provisions / Total loans 0.6 0.5 0.8 0.8
Debenture / Investment 1.2 1.2 1.0 0.9 Productivity / Efficiency ratios
Business per branch (INRmn) 1,495.9 1,746.1 2,051.2 2,401.0
Net profit per employee (INRmn) 0.9 0.9 1.0 1.1
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