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Centurion Bank (CENB.BO) 
Hold: 2Q08 – A Good Quarter and the Merger is Done 
  
 Operating and profit bounce-back – Cent Bank has smartly bounced back 

after a poor 1Q08 – margins have inched up, fee income remains robust, 

asset deterioration has eased, and there is high and broadening growth.  
Profits are also up 41%yoy, 30% ahead of our expectations, and the quality 
and mix of earnings is also ahead. Overall, a fairly impressive quarter.   

 And LKB merger, an overhang, is finally done — Little P&L damage (though 

making losses) as accounts are combined. How much and how quickly it can 
generate returns remain to be seen. LKB’s modest balance sheet (7% of 
Cent) and margin contribution (well below Cent) suggest only modest and 
staggered returns ahead; the earnings and value add of its larger branch 
network (45% of Cent) will determine the acquisition’s worth.  

 Acquisition cost - capital – We do not have full details of the acquisition 

cost. Our sense is management has written-off LKB’s book and 5%+ of its 
own book. This is in line with expectations; based on Cent’s track record, it 
should cover all costs. However with 50% + growth, Tier1 Car at 10.5%, it 
should seek capital again within 18 months. 

 Sustaining growth – more diversification into SME – Management is seeking 

to sustain 50%+ asset growth, with a rising thrust on SME.  We see this as a 
natural extension – and a competitive necessity (given its high cost funding). 
We also see it as achievable at current profitability levels – risk lies in 
funding this growth, esp. if liquidity tightens (we don’t expect it to though). 

 

Statistical Abstract             
                

Year to Net Profit Diluted EPS EPS growth P/E P/B ROE Yield

31 Mar (RsM) (Rs) (%) (x) (x) (%) (%)

2006A 878 0.60 329.8 71.1 6.5 12.5 0.0

2007A 1,204 0.74 23.8 57.4 4.9 10.5 0.0

2008E 1,947 1.07 43.8 40.0 3.8 11.3 0.0

2009E 2,648 1.36 27.3 31.4 3.3 12.0 0.0

2010E 3,986 2.05 50.5 20.9 2.8 15.8 0.0

Source: Powered by dataCentral          

Hold/Medium Risk 2M

Price (30 Oct 07) Rs42.65
Target price Rs45.00
Expected share price return 5.5%
Expected dividend yield 0.0%
Expected total return 5.5%

Market Cap Rs77,737M
  US$1,976M
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Fiscal year end 31-Mar 2006 2007 2008E 2009E 2010E

Valuation Ratios

P/E adjusted (x) 71.1 57.4 40.0 31.4 20.9
P/E reported (x) 71.1 57.4 40.0 31.4 20.9
P/BV (x) 6.5 4.9 3.8 3.3 2.8
P/Adjusted BV diluted (x) 7.2 5.3 4.0 3.6 3.0
Dividend yield (%) 0.0 0.0 0.0 0.0 0.0
Per Share Data (Rs)

EPS adjusted 0.60 0.74 1.07 1.36 2.05
EPS reported 0.60 0.74 1.07 1.36 2.05
BVPS 6.52 8.75 11.37 12.83 15.02
Tangible BVPS 6.52 8.75 11.37 12.83 15.02
Adjusted BVPS diluted 5.95 8.07 10.60 11.96 14.01
DPS 0.00 0.00 0.00 0.00 0.00

Profit & Loss (RsM)
Net interest income 3,988 5,696 6,961 9,614 13,621
Fees and commissions 1,973 3,587 5,201 6,761 8,790
Other operating Income 516 808 1,167 1,594 2,068
Total operating income 6,476 10,091 13,330 17,969 24,479
Total operating expenses -4,997 -7,058 -9,284 -12,532 -16,522
Oper. profit bef. provisions 1,480 3,033 4,046 5,437 7,957
Bad debt provisions -781 -862 -840 -1,185 -1,618
Non-operating/exceptionals 375 -346 -300 -300 -300
Pre-tax profit 1,075 1,826 2,906 3,952 6,039
Tax -197 -622 -959 -1,304 -2,053
Extraord./Min. Int./Pref. Div. 0 0 0 0 0
Attributable profit 878 1,204 1,947 2,648 3,986
Adjusted earnings 878 1,204 1,947 2,648 3,986
Growth Rates (%)
EPS adjusted 329.8 23.8 43.8 27.3 50.5
Oper. profit bef. prov. 234.8 104.9 33.4 34.4 46.3

Balance Sheet (RsM)
Total assets 113,302 187,172 265,150 359,399 485,801
Avg interest earning assets 97,489 142,224 214,977 298,849 406,508
Customer loans 67,744 113,627 168,750 238,823 332,086
Gross NPLs 3,150 3,120 4,141 5,775 7,916
Liab. & shar. funds 113,302 187,172 265,150 359,399 485,801
Total customer deposits 93,996 148,637 214,879 296,196 406,712
Reserve for loan losses 2,410 1,414 2,254 3,439 5,057
Shareholders' equity 9,178 13,716 20,663 23,311 27,295

Profitability/Solvency Ratios (%)
ROE adjusted 12.5 10.5 11.3 12.0 15.8
Net interest margin 4.09 4.00 3.24 3.22 3.35
Cost/income ratio 77.2 69.9 69.6 69.7 67.5
Cash cost/average assets 4.8 4.7 4.1 4.0 3.9
NPLs/customer loans 4.6 2.7 2.5 2.4 2.4
Reserve for loan losses/NPLs 76.5 45.3 54.4 59.6 63.9
Bad debt prov./avg. cust. loans 1.3 0.9 0.6 0.6 0.6
Loans/deposit ratio 72.1 76.4 78.5 80.6 81.7
Tier 1 capital ratio 10.7 9.5 10.4 8.5 7.3
Total capital ratio 11.9 10.7 12.5 11.4 10.5

For further data queries on Citigroup's full coverage 
universe please contact CIR Data Services Asia Pacific 
at CitiResearchDataServices@citigroup.com
or +852-2501-2791
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Figure 1. 2Q08 Centurion Bank Financial Highlights (Rs Million, %) 

  2Q08 2Q07 YoY % 1Q08 QoQ% Citi Investment Research Comments
  Interest Income 5,374  2,781  93.2 4,780 12.4
  Interest Expense (3,670) (1,519) 141.5 (3,386) 8.4 Deposit cost increases as it takes over LKB term deposit with slight 

deterioration on the deposit mix
Net Interest Income 1,704 1,262 35.1 1,394 22.3 Better than expected and higher than peers as most of the deposit re-

pricing completed in 1Q08. Creditable in a generally challenging quarter
  Fee-Based Income 1,500  873  71.9 1,399 7.2 Strong show continues, with insurance distribution, wealth management and 

other retail lines delivering on management promises. An increasingly 
dominant profitability driver

  Other Non-Interest 
Income 

71  8  787.5 148 -52.1  

Non Interest Income 1,571  881  78.4 1,547 1.5  
Operating Income 3,275  2,142  52.9 2,941 11.4  
Operating Expenses (2,324) (1,609) 44.5 (2,099) 10.7 Operating expenses increases as it merges with a slight expensive LKB bank
Pre-Provision Profit  951  534  78.1 842 12.9  
Provisions & Contingencies (321) (28) 1055.4 (384) -16.4  
Pre-Tax Profit 630  506  24.5 458 37.5  
Tax (231) (195) 18.6 (172) 34.6  
Extraordinary Items 18  0  NM 0 NM Prior period LKB profit for FY07 adjusted 
Net Profit 416  311  33.8 286 45.5 Net of LKB loss of 40 mn for 2Q08 and 43 mn for 1Q08 
Net profit Ex LKB merger 439  311  41.1 330 33.0 30% higher than our estimates
EPS            0.23            0.22  3.4          0.21 8.4  
Customer Loans 139,849  83,847  66.8 119,406 17.1 High growth largely in Retail and SME. Ex LKB Centurion grew at about 64% yoy
Customer Deposits 192,912  113,836  69.5 160,994 19.8 Slight deterioration on deposit mix casa now at 25% vs 28% in 1Q08 as takes 

over higher term deposits. Ex LKB Centurion grew at about 58% yoy and 20% 
qoq

AIEA 190,008  122,586  55.0 160,039 18.7  
Total Assets 235,789  138,684  70.0 196,647 19.9 Ex LKB Centurion balance sheet grew at about 64%.LKB added just about 7% to 

the total balance sheet
  Avg Assets 216,218  131,747  64.1 190,718 13.4  
Net Non-Performing Loans 
(NPL) 

5,026  3,532  42.3 3,750 34.0 Pressure on the asset book coming down. Management suggested additional 
deterioration during the quarter on Centurion only about 250mn -  rest from LKB

Loan Loss Reserves (LLR) (2,806) (2,402) 16.8 (1,840) 52.5  
Shareholders’ Funds 18,952  11,099  70.8 14,661 29.3  
Book Value Per Share 10.4  8  38.5 9 11.2  
Key Ratios (%) 2Q08 2Q07 Bps Δ 

YoY 
 1Q08 Bps Δ QoQ Citi Investment Research Comments

ROAA (annualized)            0.71            0.90  -19          0.58 12  
ROAE (annualized) 8.79 11.21 -242 7.81 98  
Net Interest Margin (bps) 359 412 -53 348 11 Great show, in our view, in a generally challenging environment where most 

peers have struggled to maintain margins with growth
Fee Inc/Operating Income 45.8 40.7 506 47.6 -179  
Other Non-Interest Inc/Op 
Inc 

           48.0            41.1  686          52.6 -465  

Op. Cost/ Operating Income 71.0 75.1 -411 71.4 -40 Ex LKB cost income ratio would be about 68%
Loan-to-Deposit Ratio 
(LDR) 

72.5 73.7 -116 74.2 -167  

Net NPL/Loan Ratio 3.6 4.2 -62 3.14 45  
LLR/NPL Ratio 56 68 -1,216 49 677  

Source: Company Reports and Citi Investment Research 
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Centurion Bank 

Company description 

Centurion Bank is India’s fourth largest private-sector bank, after the 
significantly larger ICICI Bank, HDFC Bank and UTI Bank. Centurion's balance-
sheet is of modest scale, much smaller than those of major private-sector 
banks. The bank is capitalized to support rapid growth, and its high fixed 
operating costs suggest that profitability is leveraged to asset growth. 
Centurion's acquisition of Bank of Punjab has substantially bolstered its 
distribution franchise, widened its product and customer mix, and gives it the 
platform to aggressively expand its balance-sheet; which it has hitherto 
achieved quite well. It is predominantly a Consumer bank – with almost 70% of 
its loans are in relatively high yield segments. Its distribution concentration is 
largely in the Western and Northern parts of the country, and it is seeking to 
acquire a mid-sized bank in the Southern parts of the country, to broaden and 
expand its distribution franchise. Bank Muscat is the largest shareholder in the 
bank post-merger with a 20.5% stake; Keppel Corp holds 9.0% and 18.6% is 
held through GDRs. Sabre Capital and BOP promoters hold 4.4% and 5.0% 
stakes in the bank, respectively. 

Investment strategy 

We have a Hold (2M) rating on the stock. Our core investment thesis remains 
intact: (1) one of few ‘new private sector banks’ with unique private-equity 
ownership; (2) distinct high-yield retail/SME lending profile with strong 
distribution post BoP merger; (3) strong management team; and (4) high asset 
growth expectations, along with a relatively high operating leverage given a 
high fixed cost pace, which it needs to leverage. However, while we think the 
investment thesis remains attractive, the stock has run up over the past 12 
months, and our target price implies only limited upside over a one-year 
horizon.  

Valuation 

We are valuing Centurion on our EVA methodology, based on which our fair 
value is Rs45. An EVA model appears appropriate for Centurion because it 
takes into account (1) earnings growth that we believe will be sustainably 
higher than that for the overall industry, (2) reduced operating costs as the 
bank leverages its existing infrastructure and builds scale, and (3) asset quality 
control — our credit loss forecast is 1% pa . As our secondary valuation 
method, we apply a P/BV multiple of 3x FY09E, which generates target 
multiples. While these multiples are relatively higher than some of the other 
private sector banks; with larger and more profitable franchises, our target 
multiples factor in relatively higher earnings and asset growth expectations, as 
also an implicit acquisition premium, given that Centurion Bank could well be a 
relatively aggressively targeted bank in the event the market is opened up to 
International Banks.  
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Risks 

Our risk rating is Medium for Centurion Bank. The risks that could impede the 
stock from reaching our target price include: (1) competition could erode the 
high margins of its main credit lines – some of which has been apparent in 
recent times (2) Centurion’s focus segments are all mid-market and relatively 
high-risk businesses; (3) Modest Deposit franchise, which could be under 
threat in a sharply rising rate environment (4) a relatively high-cost operating 
structure. Upside risks to our target price include: (1) an acquisition which 
significantly improves distribution or adds a strong asset acquisition platform, 
and diversifies profitability and risks; (2) faster-than-expected growth with 
higher margins and stable asset quality could lead to upside to our earnings 
because of significant operating leverage, and to faster utilization of capital; 
and (3) any positive change in foreign ownership guidelines for private banks. 
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Analyst Certification 

Each research analyst(s), strategist(s) or research associate(s) responsible for the preparation and content of this research report hereby certifies that, with 
respect to each issuer or security that the research analyst, strategist or research associate covers in this research report, all of the views expressed in this 
research report accurately reflect their personal views about those issuer(s) or securities.  Each research analyst(s) strategist(s) or research associate(s) also 
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research 
analyst, strategist or research associate in this research report. 
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Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of Centurion Bank. This position reflects information 
available as of the prior business day. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Centurion Bank in the past 12 
months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: Centurion Bank. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, non-securities-related: Centurion Bank. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research product ("the Product"), 
please contact Citi Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same important disclosures, 
with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at www.citigroupgeo.com. Private 
Client Division clients should refer to www.smithbarney.com/research.  Valuation and Risk assessments can be found in the text of the most recent research note/report 
regarding the subject company.  Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research Ratings Distribution    
Data current as of 30 September 2007 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage (3358) 50% 38% 12%

% of companies in each rating category that are investment banking clients 53% 55% 42%
Guide to Fundamental Research Investment Ratings: 
Citi Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citi Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and 
risk rating. 
For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 
10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
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Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
 

Guide to Corporate Bond Research Credit Opinions and Investment Ratings: 

Citi Investment Research's corporate bond research issuer publications include a fundamental credit opinion of Improving, Stable or Deteriorating and a complementary 
risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the company featured in the report.  The fundamental credit opinion reflects the 
CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to securities market vagaries.  The fundamental credit opinion is not geared to, 
but should be viewed in the context of debt ratings issued by major public debt ratings companies such as Moody's Investors Service, Standard and Poor's, and Fitch 
Ratings.  CBR risk ratings are approximately equivalent to the following matrix: Low Risk    Triple A to Low Double A; Low to Medium Risk    High Single A through High Triple 
B; Medium to High Risk    Mid Triple B through High Double B; High to Speculative Risk    Mid Double B and Below.  The risk rating element illustrates the analyst's opinion 
of the relative likelihood of loss of principal when a fixed income security issued by a company is held to maturity, based upon both fundamental and market risk factors. 
Certain reports published by Citi Investment Research will also include investment ratings on specific issues of companies under coverage which have been assigned 
fundamental credit opinions and risk ratings. Investment ratings are a function of Citi Investment Research's expectations for total return, relative return (to publicly 
available Citigroup bond indices performance), and risk rating. These investment ratings are: Buy/Overweight    the bond is expected to outperform the relevant Citigroup 
bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), performances of which are updated monthly and can be viewed at 
http://sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight    the bond is expected to perform in line with the relevant Citigroup bond market sector index; or 
Sell/Underweight    the bond is expected to underperform the relevant sector of the Citigroup indexes. 

OTHER DISCLOSURES 
The subject company's share price set out on the front page of this Product is quoted as at 30 October 2007 03:51 PM on the issuer's primary market. 

Citigroup Global Markets Inc. or its affiliates beneficially owns 2% or more of any class of common equity securities of Centurion Bank. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities transactions in a manner 
inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies.  However, it should 
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication.  All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice.  Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product.  Although Citi Investment Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Investment Research to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.  
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is made 
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through Citi 
Smith Barney Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments Commission.  
Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 
004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and 
relationship managers.  If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private 
Bank in Australia.  Citigroup companies may compensate affiliates and their representatives for providing products and services to clients.  The Product is made available 
in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores Mobiliários, BACEN - Brazilian Central Bank, 
APIMEC - Associação Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associação Nacional dos Bancos de Investimento.  Av. 
Paulista, 1111 - 11º andar - CEP. 01311920 - São Paulo - SP.  If the Product is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) 
Inc. ("CGM Canada"), CGM Canada has approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3.  The Product may not be 
distributed to private clients in Germany. The Product is distributed in Germany by Citigroup Global Markets Deutschland AG & Co. KGaA, which is regulated by 
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Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin).  Frankfurt am Main, Reuterweg 16, 60323 Frankfurt am Main.  If the Product is made available in Hong Kong by, 
or on behalf of, Citigroup Global Markets Asia Ltd., it is attributable to Citigroup Global Markets Asia Ltd., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong.  
Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission.  If the Product is made available in Hong Kong by The Citigroup Private 
Bank to its clients, it is attributable to Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong.  The Citigroup Private Bank and Citibank N.A. is regulated 
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