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Indian Overseas Bank (INDOVE)

RESULT UPDATE v
Current price Target price
WHAT'S CHANGED... Rs 182 Rs 230
Potential upside Time Frame
26% 12 months
OUTPERFORMER
Kajal Jain
kajal.jain@icicidirect.com
. Lo . Chirag J Shah
Maintaining leadership on ROE front chirag shah@icicidirect.com

With nine-month ROE (not annualised) at 23.15%, we expect Indian Overseas Bank to beat our estimated ROE of
27.8% for the full year FY08. PAT grew a healthy 24.5% to Rs 308.1 crore from Rs 246.8 crore in the corresponding
quarter the previous year on account of a reversal in investment depreciation (change in method of amortization)
resulting in overall provision coming down by 40% y-o-y for the quarter.

On the net interest income front, the 8% growth to Rs 656 crore was slightly below expectations. Advances grew by
a healthy 24% to Rs 54,621 crore and deposits registered a higher 33% growth to Rs 78,791 crore. A dip in NIM to
3.3% from 3.9% was on account of higher cost of funds as a result of falling CASA to 31% from highs of 36% a year
ago. This led to low NII growth. However, surprise came from other income which grew 63% y-o-y to Rs.219.5
crore. Fee income grew 29% and trading gains were up 39%. We expect net interest income and non-interest
income to grow at 18% and 19% respectively over FY07-09E.

The bank has managed well its non performing assets as net NPA has come down from 0.48% to 0.36%, better than
our estimated 0.5% net NPA for FY08. Opex is in line with estimated 10% inspite of transitional provision made for
AS-15.

Valuations

At the current price of Rs 182, the stock trades at at 1.7x its FYO9E ABV of Rs 107 and 6.4x FYO9E EPS of Rs 28. We
remain upbeat on the sector and particularly PSU banks. We expect earnings to grow at a 23% CAGR over FY07-09.
The bank's ROE at above 25% is one of the best in the industry and ROA at 1.32% is on a higher side among peer
public sector banks. We expect the bank to maintain these high return ratios and rate the stock an outperformer with
a target price of Rs 230 (mentioned in our report dated October 26, 2007; Rs 192 and Rs 230 possible targets).

Exhibit 1: Key Financials (Rs crore)
Year to March Q3FY08  Q3FY07 % change FYO8E FY09E
Net Interest Income 656.0 605.1 8% 3044.3 3595.6
Non Interest Income 2195 1344 63% 4945 605.6
Total Income 875.5 739.5 18% 3538.9 4201.2
Staff expenses 259.8 213.3 22%  989.3 1068.5
Total Operating Expenses 382.4 311.6 23% 1524.0 1680.3
Operating profit 493.1 427.9 15% 2014.9 2520.9
Total provisions 36.67 61.48 -40%  331.0 403.3
PBT 456.4 366.5 25% 1683.9 2117.6
Tax 148.2 119.7 24%  454.7 592.9
PAT 308.18 246.78 25% 1229.2 1524.7

Source: ICICldirect Research
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RATING RATIONALE

ICICIdirect endeavors to provide objective opinions and recommendations. ICICldirect assigns ratings to its
stocks according to their notional target price vs current market price and then categorises them as
Outperformer, Performer, Hold, and Underperformer. The performance horizon is 2 years unless specified and
the notional target price is defined as the analysts' valuation for a stock.

Outperformer: 20% or more
Performer: Between 10% and 20%
Hold: +10% return
Underperformer: -10% or more
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Disclaimer

The report and information contained herein is strictly confidential and meant solely for the selected recipient and may not be altered
in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form,
without prior written consent of ICICI Securities Ltd (I-Sec). The author of the report does not hold any investment in any of the
companies mentioned in this report. I-Sec may be holding a small number of shares/position in the above-referred companies as on
date of release of this report. This report is based on information obtained from public sources and sources believed to be reliable, but
no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein is
solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or
subscribe for securities or other financial instruments. Nothing in this report constitutes investment, legal, accounting and tax advice
or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed
and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on
their own investment objectives, financial positions and needs of specific recipient. This report may not be taken in substitution for the
exercise of independent judgment by any recipient. The recipient should independently evaluate the investment risks. I-Sec and
affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Actual results may differ materially from those set forth in projections. I-Sec may have
issued other reports that are inconsistent with and reach different conclusion from the information presented in 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 I-Sec and affiliates 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.
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