Fundamental Pick of the ﬁ!?'ﬁ! direct.com
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Every week, the ICICIdirect research team selects a stock based on fundamental and/or technical parameters, which
is likely to give a return of 20% or more over a 3-6 month perspective.

Dena Bank (DENBAN) Current Price: Rs 34 | Target Price: Rs 41

Potential upside: 20% | Time Frame: 6 mths

Dena Bank, a leading mid-size public sector bank, has witnessed a significantimprovement in asset quality. This coupled with
its good resource profile, should help it maintain earnings growth.

Background

Dena Bank was incorporated in May 1938 under the name Devkaran Nanjee Banking Company Ltd. It became public limited
company in December 1939 and later the name was changed to Dena Bank. In July 1969, along with 13 other major banks, it
was nationalised. The government's stake in the bank is 51.19%, preventing possibility of any further dilution. The bank has a
pan-India presence with 1,036 branches and 263 ATMs. It is particularly strong in Gujarat and Maharashtra, which contribute
around 60% in its total business. In January 2005, the bank raised Rs 80 crores by way of share capital and Rs 136 crore
through the share premium from the second public issue. The bank's total business size as of December 2006 was Rs 42,735
crore and it has set a target of Rs 50,000 crores by end-FYQ7. Retail credit accounted for 19% of its disbursement and small
and medium enterprises (SMEs) 17% as of December 2006.

Investment Rationale
Good liability profile with high CASA

Dena Bank's resource profile with current account savings account (CASA) deposits accounting for 43% is one of the best in
industry and prevents any steep rise in cost of funds. Its net interest margins (NIMs) have improved from 2.9% in March 2006
to 3.14% in December 2006. They are expected to to stabilize around 2.9 - 3% during the next couple of years. Net interest
income (NII) is setto grow at 13% in FYO08. For the first nine months of FY07, NIl has grown 11% y-0-y to Rs 622.4 crore.

Moderate credit growth

Advances for 9MFY07 grew 31.5% y-0-y, in line with industry to Rs 16,945 crore. Advances are expected to grow at 20% and
deposits at 17% in FY08. The bank has taken several initiatives to control fresh slippages and as a broader strategy in loan
book, it is focusing more on retail, agriculture and SME loans rather than going for big corporate loans where it suffered huge
NPASs in past.

Good progress on asset quality front

There has been a considerable improvement in asset quality with gross NPAs falling from 6.44% in March 2006 to 4.99% in
December 2006. Its net NPAs have also declined from 3.04% to 2.47% during the same period. However, the absolute amount
of gross NPAs is quite large at Rs 857 crore in December 2006. The bank has a tough target of bringing down gross NPAs to
below 4% and net NPAs below 2% by end 2007 and management seems to be going in line with the same. The bank hopes to
recover NPAs worth Rs 200 crore in FyO7.
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Risks and Concerns

Capitalisation issues

The bank's capital adequacy ratio at 12.04% as on December 2006 remains to be one of its major concern areas. With
government stake at 51%, there is no scope for further dilution. Access to hybrid capital will be the saviour for the bank. Future
growth may be restrained to the tune of future retained profits.

Pressure on margins due to rising interest rates

Rising interest rates remains a key concern for the sector as a whole as it they put pressure on cost of funds thereby affecting
margin expansionin future.

Financials

Advances grew 26% y-0-y to Rs 14,231 crore in FY06. Though PBT has risen to Rs 49.7 crore in FY06 from aloss of Rs. 4.78 crore
in FYO05, net profits rose just 20% from Rs 61 crore in FY05 to Rs 73 crore mainly due to write back of tax provision. Net profit for
the first nine months of FY07 has been Rs 157.7 crore from a loss of Rs 57.4 crore. Earnings are estimated to grow at 15-20% in
FYOS8E. Its operating efficiency measured in terms of operating expenses as a percentage of average assets at 2.2% is broadly
in line with other PSU banks. Dena Bank's RoA at 0.8% as of December 2006 has improved substantially from 0.29% in Fy06.

Key Financial Ratios

2006703 2005703 2004703 2003703 2002703
EPS 2.54 2.13 11.14 5.52 0.54
CEPS 4.37 3.57 12.86 6.88 1.7
Book Value 37.15 34.61 45.1 41.76 47.22
Dividend/Share 0 0 0 0 0
OPM -4.29 6.04 16.2 20.51 15.24
RONW 1.56 13.51 24.73 13.19 1.16
Debt/Equity 22.17 20.25 19.67 19.09 15.72
Ratio 0.49 0.38 0.51 0.6 0.81
Interest Cover 1.09 1.19 1.38 1.43 1.28
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Valuation

At the current price of Rs.34, the stock trades at attractive valuations of 1.0x its FYO7E ABV and 0.9x its FYO8E. We expect the
bank to continue steady earnings growth in future and show further improvement in ROA. The bank has substantially de-risked
its investment portfolio by shifting securities to held-to-maturity (HTM) category. Securities in the available-for-sale (AFS)
category account for less than 35% of total investment book. It has also modified the duration of AFS portfolio to less than 2
years. For 9MFYQ7, the bank has an annualized return on net worth of 22%. We expect the stock to trade at least 1x its FYO8E
ABYV, giving us atarget price of Rs 41, an upside of 20% over the next 6 months.
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Technical Outlook

The stock made a bottom at Rs 28 from where it bounced back sharply. It has how crossed its short-term resistances at Rs
31 and Rs 32. These levels will provide support on the downside. The stock is trading very close to its 200-day EMA, which
makes it attractive to accumulate. The daily RSI indicator has got into overbought zone, which could result in the stock
consolidating before making a fresh move above Rs 35. However, the MACD indicator still indicates oversold.
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