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Corporation Bank

Result
Update

Disappointing numbers

Corporation Bank’s (Corp Bank) Q4FY08 results were marginally above our
expectations. The adjusted NIl declined by 3.4% yoy to Rs3.6bn compared with
our estimates of 9.4% drop. The NIMs contracted by 43bps yoy and were flat goq.
The other income has shown a jump of 20% yoy mainly driven by treasury income
and recovery from written off accounts.

Albeit we are not quite enthused with the bank’s core performance (dismal NIl and
no recovery in the core fee income growth), we believe that the valuations of the
stock at 5.1x its FYL0E EPS and 0.8x FY10E ABV look attractive. We maintain BUY
rating on the stock with a price target of Rs470.

Lower NIM’'s put pressure on NIl

Corp Bank has reported a small decline of 3.4% in adjusted NIl (the NIl includes prior
period items of Rs399mn) at Rs3.6bn as the NIMs dipped by 47bps yoy However, on
sequential basis, the NIMs have expanded by 12bp .

Rs mn Q4FY08 Q4FY07 Q3FY08 % yoychg % qoqchg
Reported NIl 4,026 3,892 3,337 34 20.6
Extra ordinary 399 140 220

Adjusted NI 3,626 3,752 3,117 -3.4 16.3

Source: Company, Emkay Research

The dip in the margins was driven by a sharp jump of 96bps in cost of funds. Albeit, the
rise in the yield on advances partially compensated for the same, lower yield on
investments continued to hurt NII.

Yield analysis

oy ch og ch
% Q4FYO8  Q4FYO7  Q3Fvos Y 3(’bp S% q ‘(‘bp SQ)J
Yield on advances 9.6 9.1 9.8 51 -20
Yield on assets 8.3 7.5 8.2 82 14
Cost of funds 5.9 4.6 5.8 129 2
NIM 2.5 3.0 2.4 -47 12

Source: Company, Emkay Research

Quarterly numbers are calculated on average balances

Strong growth in business

The total advances have grown by 30.8% yoy to Rs392bn driven mainly by corporate
and agricultural advances.

The total deposits have grown at 30.9% yoy to Rs554bn with CASA constituting 35% of

Public
2.6 2.2 2:3 the total deposits.

Rs bn Q4FY08 Q4FYO7 Q3FY08 %yoychg % qoqchg
CASA 194 144 148 34.4 315
Term deposits 360 279 344 29.0 4.7

Kashyap Jhaveri Total dep95|ts 554 424 492 30.9 12.7

Kashyap.jhaveri@emkayshare.com CASA ratio (%) 35.0 34.1 30.0 93.4 500.1
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Recovery and treasury continue to drive other income

Non interestincome has grown by 20.2%yoy to Rs2.1bn during the quarter. However, the
same was mainly driven by higher treasury income and higher recoveries. The core fee
income has also grown by 19.8% yoy.

Rs mn Q4FY08 Q4FYO7 Q3FY08 % yoychg % qogchg
Profit on sale 176 122 438 43.7 -59.9
Fee income 1,186 990 917 19.8 29.4
Forex 143 262 83 -45.4 73.7
Recovery 548 397 219 37.9 149.9
Dividend 59 29 13 107.3 3425
Other Income 2,112 1,757 1,670 20.2 26.5

Source: Company, Emkay Research

Lower employee cost help further...

During the quarter, the Opex declined by 5.2% yoy to Rs2.1bn driven by lower employee
expenses. We believe that the same could be because of write back of the provisions on
account of AS-15 liabilities.

... As also lower provisioning

The operating performance was further aided by lower provisioning as the bank made
lower provision for NPA as well as MTM. This has helped the bank to report a strong
73.5% yoy growth in net profit to Rs2.1bn

Rs mn Q4FY08  Q4FYO7 Q3Fyos  °YOY  %dog

chg chg
NPA provisioning 470 595 60 -21.0 683.3
As % of advances 0.1 0.2 0.0
Investment Depreciation 146 529 -15 -72.4 NA
Standard assets 280 377 50 -25.7 460.0
Others 123 12 2 918.2 6,060.0
Total 1,019 1,513 97 -32.6 947.3

Asset quality remains robust

Asset quality remained robust with gross NPAs at 1.47% (2.1% last year) and net NPAs
to 0.32% (0.47% last year). The provision cover also remains robustat 78%.

Valuations and view

Albeit we are not quite enthused with the bank’s core performance (dismal NIl and no
recovery in the core fee income growth), we believe that the valuations of the stock at
5.1x its FY10E EPS and 0.8x FY10E ABYV look attractive. We maintain BUY rating on the
stock with a price target of Rs470.
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Quarterly results

Rs mn FY08 FY07 %y-0-y chg Q4FYO08 Q4FYO07 Q3FY08 %y-0-ychg % qg-0-qchg
NII 14,433 13,081 10.3 4,026 3,892 3,337 34 20.6
Other Income 6,998 6,356 10.1 2,112 1,757 1,670 20.2 26.5
Fee income 434 394 10.2 139 124 101 12.2 37.1

Net Income 21,432 19,437 10.3 6,138 5,649 5,007 8.6 22.6
Operating expenses 8,920 8,036 11.0 2,103 2,217 2,231 -5.2 -5.8
Pre-provision profits 12,512 11,401 9.7 4,035 3,432 2,776 17.6 45.4
Provisions 1,857 3,228 -42.5 1,019 1,513 97 -32.6 947.3
NPA provisioning 1,230 2,035 -39.6 470 595 60 -21.0 683.3

Profit before tax 10,655 8,172 304 3,016 1,919 2,240 57.1 34.6
Taxes 3,304 2,804 17.8 960 735 769 30.7 24.8
Net Profit 7,351 5,368 36.9 2,056 1,185 1,909 735 7.7

Valuation table

Y/E March 31 Net income  Net profit EPS ABV RoA RoE PE P/ABV

(Rsmn)  (Rsmn) (Rs) (Rs) %) %) (x) (x)
FY2007 19,025 5,361 374 252.6 1.2 15.0 9.6 1.4
FY2008E 21,432 7,351 51.2 288.3 11 15.8 8.1 1.2
FY2009E 24,390 7,634 53.2 338.7 1.2 16.8 6.3 1.0
FY2010E 28,498 9,410 65.6 410.0 1.2 18.0 5.1 0.8
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