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Corporation Bank (CRBK.BO) 
Buy: 2Q08 Results: Quality over Growth 
  

 2Q08 profits in-line, though operationally a modest performance — CRBK's 

profits increased 27%yoy in 2Q08. Operationally, however, performance was 
more modest with core profitability (pre-provision profits ex-trading gains) 
increasing 6%yoy (down 6%qoq). While P&L performance was slightly above 
average, balance quality remains healthy; provides a reasonable platform to 
expand profitably though growth will likely remain slightly below industry levels. 

 Margins under pressure, though respectable — CRBK's margins were under 

pressure, though a 16bps yoy decline (flat qoq margins) suggests relatively less 
decline than peers. Management suggests a trade-off towards improving loan 
mix (higher yields) against higher loan growth; reduction in cost of funds (down 
20bps qoq-contrasting peers) – likely to drive some margin expansion. 

 Bond gains higher, though costs hurt — Core fee income increased 10% yoy in 

2Q08, slightly below estimates. However, strong gains on bond portfolio and 
continued asset recoveries have increased non-interest incomes a strong 62%. 
Employee costs though increased 39% on higher provisioning for pension and 
other benefits, adding pressure on core operating profits. 

 Asset quality continues to be safe — CRBK's asset quality continues to show 

little stress (deliquencies have declined to 0.6%) and provisioning cover 
continues to rise (82% currently). Asset growth is moderate at 17% yoy; we see 
little stress on asset quality. Management has so far sought quality over growth. 
Maintain Buy (1M). 
 

Statistical Abstract             
                

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

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

2006A 4,445 30.99 10.5 13.8 1.8 13.8 1.6

2007A 5,361 37.38 20.6 11.4 1.6 15.0 2.1

2008E 6,531 45.53 21.8 9.4 1.4 16.2 2.1

2009E 7,953 55.44 21.8 7.7 1.2 17.2 2.3

2010E 9,621 67.07 21.0 6.4 1.1 18.0 2.3

Source: Powered by dataCentral          

Buy/Medium Risk 1M

Price (30 Oct 07) Rs426.90
Target price Rs455.00
Expected share price return 6.6%
Expected dividend yield 2.1%
Expected total return 8.7%

Market Cap Rs61,235M
  US$1,556M
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Fiscal year end 31-Mar 2006 2007 2008E 2009E 2010E

Valuation Ratios
P/E adjusted (x) 13.8 11.4 9.4 7.7 6.4
P/E reported (x) 13.8 11.4 9.4 7.7 6.4
P/BV (x) 1.8 1.6 1.4 1.2 1.1
P/Adjusted BV diluted (x) 1.8 1.6 1.4 1.2 1.1
Dividend yield (%) 1.6 2.1 2.1 2.3 2.3
Per Share Data (Rs)
EPS adjusted 30.99 37.38 45.53 55.44 67.07
EPS reported 30.99 37.38 45.53 55.44 67.07
BVPS 235.29 262.51 299.05 344.49 401.56
Tangible BVPS 235.29 262.51 299.05 344.49 401.56
Adjusted BVPS diluted 235.29 262.51 299.05 344.49 401.56
DPS 7.00 9.00 9.00 10.00 10.00

Profit & Loss (RsM)
Net interest income 12,268 13,778 16,113 18,640 21,560
Fees and commissions 1,568 1,873 2,153 2,433 2,701
Other operating Income 4,146 4,526 4,356 4,448 4,579
Total operating income 17,983 20,177 22,622 25,522 28,840
Total operating expenses -7,468 -8,036 -8,928 -9,821 -10,803
Oper. profit bef. provisions 10,515 12,141 13,694 15,700 18,037
Bad debt provisions -2,348 -3,235 -2,946 -2,830 -2,677
Non-operating/exceptionals -1,422 -740 -1,000 -1,000 -1,000
Pre-tax profit 6,745 8,165 9,748 11,870 14,360
Tax -2,300 -2,804 -3,217 -3,917 -4,739
Extraord./Min. Int./Pref. Div. 0 0 0 0 0
Attributable profit 4,445 5,361 6,531 7,953 9,621
Adjusted earnings 4,445 5,361 6,531 7,953 9,621
Growth Rates (%)
EPS adjusted 10.5 20.6 21.8 21.8 21.0
Oper. profit bef. prov. -0.5 15.5 12.8 14.7 14.9

Balance Sheet (RsM)
Total assets 405,066 527,206 604,745 695,510 801,295
Avg interest earning assets 360,786 455,045 556,839 642,534 742,475
Customer loans 245,270 306,050 371,012 435,300 509,882
Gross NPLs 6,256 6,246 9,038 10,997 12,867
Liab. & shar. funds 405,066 527,206 604,745 695,510 801,295
Total customer deposits 328,765 423,569 490,709 569,980 662,129
Reserve for loan losses 5,646 6,553 9,499 12,330 15,007
Shareholders' equity 33,749 37,655 42,895 49,413 57,600

Profitability/Solvency Ratios (%)
ROE adjusted 13.8 15.0 16.2 17.2 18.0
Net interest margin 3.40 3.03 2.89 2.90 2.90
Cost/income ratio 41.5 39.8 39.5 38.5 37.5
Cash cost/average assets 2.0 1.7 1.6 1.5 1.4
NPLs/customer loans 2.6 2.0 2.4 2.5 2.5
Reserve for loan losses/NPLs 90.3 104.9 105.1 112.1 116.6
Bad debt prov./avg. cust. loans 1.1 1.2 0.9 0.7 0.6
Loans/deposit ratio 74.6 72.3 75.6 76.4 77.0
Tier 1 capital ratio 12.0 10.8 10.2 10.0 10.0
Total capital ratio 13.2 11.9 11.2 11.0 10.8

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. Corporation Bank – 2Q08 Results: Key Highlights (Rupees Million, Percent) 

  2Q08 2Q07 YoY % 1Q08 QoQ% Citi Investment Research Comments
 Interest Income 10,638  8,176  30.1 11,004 -3.3 Strong income growth - increasing yields as management not seeking growth 

at low yields
 Interest Expense (7,092) (5,158) 37.5 (7,479) -5.2  
Net Interest Income 3,546 3,018 17.5 3,525 0.6 Maintains profitability - moderate but profitable growth - seems to be doing 

the trick
 Fee-Based Income 992  903  9.9 948 4.6 Key disappointment for the quarter - fee income growth stagnates though 

maintains reasonable growth for 1H08
 Other Non-Interest Income 840  228  268.7 436 92.6 Boosted by trading gains and strong asset recoveries in the quarter
Non Interest Income 1,832  1,131  62.0 1,384 32.3  
Operating Income 5,377  4,148  29.6 4,909 9.5  
Operating Expenses (2,432) (1,941) 25.3 (2,154) 12.9 Cost increases are a bit of a surprise - high relative to peers - has taken 

additional employee benefit provisions in the quarter
Pre-Provision Profit  2,945  2,208  33.4 2,756 6.9  
Pre-Provision Profit (ex-
trading gains) 

2,399  2,262  6.1 2,560 -6.3 Core operations show a much more modest trend - hit by a stagnant fee 
performance

Charges for Bad Debts (631) (452) 39.6 (385) 63.9 Higher provisioning in the quarter - warrants some caution but won't be 
anxious as overall asset quality remains comfortable

Other Operating Items 90  215  -58.3 185 -51.6  
Operating Profit 2,404  1,970  22.0 2,556 -5.9  
Pre-Tax Profit 2,404  1,970  22.0 2,556 -5.9  
Tax (790) (700) 12.9 (785) 0.6  
Net Profit 1,614  1,270  27.1 1,771 -8.9 Overall profitability remains healthy and in-line, though boosted by asset 

recoveries and bond portfolio gains
EPS  11.25   8.85  27.1  12.34 -8.9  
Customer Loans 326,657  280,046  16.6 303,510 7.6 Moderate growth - lower than industry levels; focus on higher yielding loans 

than growth
Customer Deposits 457,425  380,174  20.3 432,310 5.8 Relatively high growth quarter - compared to own history - though overall in 

line with industry trends
AIEA 497,509  427,413  16.4 488,106 1.9  
AIBL 457,266  381,055  20.0 425,079 7.6  
Total Assets 545,687  462,860  17.9 520,785 4.8  
 Avg Assets 533,236  437,788  21.8 523,995 1.8  
Non-Performing Loans (NPL) 6,172  6,163  0.1 6,369 -3.1 Stable asset quality performance - provides comfort
Loan Loss Reserves (LLR) (5,042) (4,820) 4.6 (4,962) 1.6  
Shareholders’ Funds 41,044  36,461  12.6 39,430 4.1  
Book Value Per Share 286  254  12.6 275 4.1  
Key Ratios (%) 2Q08 2Q07 Bps Δ YoY 1Q08 Bps Δ QoQ Citi Investment Research Comments
ROAA (annualized)  1.21   1.16  5  1.35 -14  
ROAE (annualized) 15.73 13.93 179 17.96 -223  
Net Interest Margin (bps) 285 301 -16 285 0 Average performance - NIMs stable qoq; though modest declines yoy 
Net Interest Margin - Gross 
of amortisation expenses 
(bps) 

301 320 -19 301 0  

Fee Inc/Operating Income 18.4 21.8 -332 19.3 -87 Fee income levels have stagnated and will be the key to drive fundamental 
profitability

Other Non-Interest Inc/Op 
Inc 

 34.1   27.3  681  28.2 587  

Op. Cost/ Operating Income 45.2 46.8 -156 43.9 136 Cost ratios are largely stable and better than peers
Loan-to-Deposit Ratio (LDR) 71.4 73.7 -225 70.2 121  
NPL/Loan Ratio 1.9 2.2 -31 2.1 -21  
LLR/NPL Ratio 81.7 78 348 77.9 377 High coverage ratios - on higher provisioning in the quarter - suggests 

management focused on balance sheet quality

Source: Company Reports and Citi Investment Research 
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Corporation Bank 

Company description 

Corporation Bank is a small government bank based in the southern city of 
Mangalore, where most of its branches are located. The bank has 918 
branches and extension counters, 932 ATMs and around 11,900 employees. 
The government has a 57.17% stake in the bank. Around 60% of the bank's 
business is in metropolitan locations. Corporation Bank has a strategic alliance 
with LIC, India's largest life-insurance company. LIC has a 26% stake in the 
bank. The obvious synergies of this alliance are in insurance distribution and 
treasury. The bank has 102 service outlets in LIC premises. Although the pace 
of integration of the bank's branches and ATMs with LIC's branches has been 
slow over the past 6-12 months, management has indicated acceleration in the 
past. The bank has high credit standards. Gross NPAs have been are about 2% 
as at June 2007, much below the average for government banks. Loan loss 
reserve ratios have been high, at 65-85% over the past 10 years. 

Investment strategy 

We rate Corporation Bank Buy/Medium Risk (1M) with a target price of Rs455. 
Though the stock performance has been strong over the last few months, we 
still see upsides, albeit more modest. Corporation has historically traded at a 
premium to peers, on account of higher profitability in the past. Margins 
though under pressure in the current environment, should remain relatively 
protected. Additionally, its better than industry asset quality and high coverage 
levels should provide support to earnings and valuations in a rising interest rate 
scenario. Corp Bank, however, has a relatively modest scale and regional 
concentration that moderates its funding franchise. We believe this will be a 
competitive challenge, as banks compete more aggressively for liabilities and 
should structurally support valuations only in-line with peers, rather than the 
premium at which it has historically operated. 

Valuation 

Our target price of Rs455 is based on our EVA model, which captures the long-
term value of the business, and is a standard valuation measure for our India 
banking coverage. Our EVA-based target price of Rs455 is premised on a risk 
free rate of 8%, industry average margins of 230bps and higher than industry 
long-term capital ratio of 6.5% vs 6% average. We are also benchmarking our 
target price on a 1.3x FY09E P/BV multiple, which is in-line with our industry 
average target multiple. This translates into a fair value of Rs448. We use EVA 
to derive our target price as this is our preferred valuation measure for our 
India banks sector, and reflects our more optimistic outlook on the government 
banking sector. 

Risks 

We rate Corporation Bank Medium Risk based on our quantitative risk-rating 
system, which tracks the 260-day share price volatility of the stock. The key 
downside risks that could impede the stock from reaching our target price 
include: (1) a less developed funding franchise - a liquidity squeeze in the 
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market could make funding distinctly more expensive; (2) LIC's 26% stake 
could create a situation where there is increased management interference and 
control from LIC; (3) Corporation Bank is also overcapitalized - any aggressive 
measures to address this issue, through an acquisition or aggressive loan 
growth, could raise its own set of risks; and (4) its large government bond 
portfolio - this is interest-rate sensitive, and further increases in interest rates 
would affect bond and stock values. 
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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 has received compensation for investment banking services provided within the past 12 months from Corporation Bank. 

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

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): Corporation 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, securities-related: Corporation 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: Corporation 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  

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%
regrding the subject company.  Historical disclosures (for up to the past three years) will be provided upon request. 

 

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 
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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). 
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 03:50 PM on the issuer's primary market. 

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) 
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distributed to private clients in Germany. The Product is distributed in Germany by Citigroup Global Markets Deutschland AG & Co. KGaA, which is regulated by 
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 
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