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INITIATING COVERAGE Corporation Bank

Buy

Share Data

Market Cap Rs. 54.46 bn
Price Rs. 379.7
BSE Sensex 15,311.22
Reuters CRBK.BO
Bloomberg CRPBK IN
Avg. Volume (52 Week) 0.04 mn
52-Week High/Low Rs. 430.55/207.8
Shares Outstanding 143.44 mn
Valuation Ratios

Year to 31 March 2008E 2009E
EPS (Rs.) 433 46.8
+/- (%) 15.8% 8.1%
PER (x) 8.8x 8.1x
P/PPP 4.1x 3.7x
P/ BV (x) 1.3x 1.2x
Shareholding Pattern (%)

Promoter 57
Flis 10
Institutions 30
Public & Others 3
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Improving asset quality

Corporation Bank is a public sector bank and enjoys a wide presence in
Southern India. The bank has a network of 901 branches and 929 ATM’s
and plans to increase the number of branches beyond 1,000 by the end of
FY08. The bank enjoyed a strong growth in advances of 25% y-0-y in
FYO7 and plans to leverage its existing branch and ATM network to
increase its non-interest income. Improvement in asset quality due to
declining NPA’s and expansion in rural areas would further boost the
growth for the bank. For FYO8E, we expect the bank’s EPS to increase to

Rs. 43.3 supported by growth in advances and fee based income.

Key Figures

Year to March FY05 FY06 FY07 FYO8E FYO9E CAGR (%)
(Figures in Rs mn, except per share data) (FY07-09E)
Net Interest Income 11,294 12,268 13,778 15,662 16,428 9.2%
Total Income 28,144 31,000 39,960 52,104 68,078 30.5%
Pre-Prov Operating Profit 10,270 9,536 11,400 13,247 14,623 13.3%
Net Profit 4,022 4,445 5,361 6,210 6,710 11.9%
Interest Expense/Interest Income (%) 49.8% 53.3% 59.8% 65.4% 72.6%

Cost/Income Ratio (%) 39.4% 43.9% 41.3% 41.0% 40.5%

Per Share Data (Rs.)

EPS 28.0 31.0 37.4 43.3 46.8 11.9%
PER (x) 13.5x 12.3x 10.2x 8.8x 8.1x

PPP per share 71.6 66.5 79.5 92.3 101.9

Book value per share 213.0 235.3 262.5 293.7 327.5

«  We expect Corporation Bank'’s net profit to grow at a CAGR of 11.9% for
FYO7-09E driven by strong growth in advances, growing fee based
income, and a strong branch network.

« Atthe current price of Rs. 379.7 the stock is trading at a forward P/BV of
1.3x FYO8E and 1.2x FYQ9E.

«  Our target price of Rs. 440.6 is based on a forward P/BV of 1.5x and
BVS FYO8E of Rs. 293.7, which represents an upside of 16% from
current levels. We initiate coverage with a Buy with a one year

perspective.

Please see the end of the report for disclaimer and

disclosures. -
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Rationale

Corporation Bank has a wide network of 901 branches with specialized
branches for industrial finance, housing finance and foreign exchange service.
The bank is planning to expand its network to more than 1,000 branches by the
end of the year. In addition, Corporation Bank has an extensive network of over
929 owned ATMs and gives its customers with access to over 16,000 ATM’s.
The bank has a wide presence in rural Southern India and is planning to
expand especially to rural parts of Northern and Central India. We expect this

to set off the decline in CASA ratio and subsequently reduce the cost of funds.

As on March 31, 2007, the bank’s Capital Adequacy Ratio (CAR) stood at
12.76% with 11.3% under Tier-1 Capital and the remaining under Tier-llI Capital.
The bank is well positioned to meet its fund requirements during the growth
phase. It is estimated that even after Basel Il norms, the Tier-I capital would be

sufficient.

In order to provide better customer services, improve efficiency and reduce
operating expenses, the bank has implemented Core Banking Solution (CBS)
across all its branches. Also, the bank has introduced internet banking
services, Real Time Gross Settlement System (RTGS) and National Electronic
Fund Transfer (NEFT) to ensure seamless and quick remittance of funds.
Various IT initiatives have helped reduce the operating expense from 43.9% in
2006 to 41.3% in 2007.

Corporation Bank registered a strong growth in advances of 25% y-o0-y in
FYO07, which was driven by 35% growth in corporate lending and 2.9% growth
in retail lending. Advances growth has led to 12% increase in the bank’s net
interest income. Corporation Bank’s advances growth is expected to be around
23% for FY08 and 21% for FY09.
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Corporation Bank’s non—interest income grew 19.5% y-o0-y during FYO7
primarily due to increase in core fee based income. With the wide branch
network and introduction of CBS, we expect the fee based income to remain
strong during FY07-09E. The bank has also entered into a Memorandum of
Understanding with Oriental Bank of Commerce and Indian Bank to jointly
foray into the capital market and other financial ventures. The will further give a

boost to non interest income.

During the year, the bank recorded an improvement in the quality of assets,
with Non Performing Assets (NPA) reducing to 0.47% from 0.64% and cash
recovery under NPA'’s increasing by Rs. 188 mn to Rs. 1,900 mn. The level of
standard assets was 97.95% of gross loan assets attributable to bank’s
effective credit risk management and collection efforts, which in future also are

expected to keep the NPA’s under check.

Key Risks

Declining CASA

Corporation Bank’s CASA ratio reduced marginally by 30 bps to 34% driven by
growth in term deposits which more than offset the growth in demand and
savings deposit. CASA ratio of the bank has shown a declining trend in the
past and will continue to fall in future; the decline would be a result of high
interest rates in term deposits. Decline in the ratio has put pressure on cost of

funds, as the bank has to resort to high cost borrowings.

Reducing NIM

Increase in costs of deposits more than offset the rising yield on advances,
thus resulting in reduced NIM by 52 bps to 4.6%. Bank's NIM has been
continuously declining in the past and NIM is expected to decline in future as

well due to pressure on loan spreads and lower investment spreads.
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Slow growth in retail lending
_ _ During the year, Corporation Bank established 18 retail hubs to facilitate retail
Retail lending grew at only 2.9% ) ] . ) )
lending. In spite of the bank’s continued efforts retail lending grew at a slow

pace of 2.9%. Slow growth in retail lending can negatively affect the rating.

Outlook

The bank would continue to improve its operating performance by encashing

Wide network of branches and on strong credit growth. Extensive branch network and implementation of CBS
ATMs, with CBS across all the would facilitate the bank to further improve business and earnings. To further
branches enhance its pan India presence, the bank is planning to increase the total

number of branches to more than 1,000 by the end of FY’08. Improvement in
asset quality, depicted by well managed NPA'’s, would further strengthen the
bottom line growth for the bank. Corporation Bank is rapidly expanding its rural
presence which will help in the bank’s advances growth. We expect the bank to
reach EPS of Rs. 43.3 for FYO8E driven by advances growth and growth in fee
based income.

However, factors like continuous decline in CASA and NIM ratios, and slow

retail growth can limit the upside in company’s valuation.

At the current price of Rs. 379.7 the stock is trading at a forward P/BV of 1.3x
FYO8E and 1.2x FYO9E.

Based on a target P/BV multiple of 1.5x for FY08 and BVS FY08 of Rs. 293.7,
we value Corporation Bank at Rs. 440.6. It provides an upside of 16% from the

existing level of Rs. 379.7. We initiate the coverage with a Buy for the bank.
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Company Background

Corporation Bank was founded as Canara Banking Corporation (Udupi) Ltd. in

Corporation Bank has a 1906. Later in 1972, the name of the bank was changed to Corporation Bank
network of 901 branches and Limited and finally, the bank was nationalized in 1980. The bank is a public
929 ATMs sector unit with 57.17% of share capital held by the Government of India.

Corporation Bank has a network of 901 branches and 929 ATM'’s along with a

team of 11,880 employees.

Corporation Bank offers a range of services which include retail and corporate
banking, industrial and agricultural finance, trade finance and international
banking. The bank's subsidiaries include Corp Bank Securities Ltd. and Corp
Bank Homes Ltd. Through its subsidiaries the bank deals in Indian government
securities and provides housing finance. However in 2006, the bank’s home

loan subsidiary was merged with the bank.

Internationally, Corporation Bank has representative office in Dubai and plans
to open additional representative offices at Hong Kong, London and New York.
As on March 31, 2007, bank’s Capital Adequacy Ratio stood at 12.76% with

11.3% under Tier-1 Capital and the remaining under Tier-lI Capital.
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Disclaimer

This report is not for public distribution and is only for private circulation and use. The Report should not be reproduced or
redistributed to any other person or person(s) in any form. No action is solicited on the basis of the contents of this report.

This material is for the general information of the authorized recipient, and we are not soliciting any action based upon it.
This report is not to be considered as an offer to sell or the solicitation of an offer to buy any stock or derivative in any
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Indiabulls
Securities Limited. It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual clients. You are advised to independently evaluate the investments
and strategies discussed herein and also seek the advice of your financial adviser.

Past performance is not a guide for future performance. The value of, and income from investments may vary because of
changes in the macro and micro economic conditions. Past performance is not necessarily a guide to future performance.

This report is based upon information that we consider reliable, but we do not represent that it is accurate or complete,
and it should not be relied upon as such. Any opinions expressed here in reflect judgments at this date and are subject to
change without notice. Indiabulls Securities Limited (ISL) and any/all of its group companies or directors or employees
reserves its right to suspend the publication of this Report and are not under any obligation to tell you when opinions or
information in this report change. In addition, ISL has no obligation to continue to publish reports on all the stocks
currently under its coverage or to notify you in the event it terminates its coverage. Neither Indiabulls Securities Limited
nor any of its affiliates, associates, directors or employees shall in any way be responsible for any loss or damage that
may arise to any person from any error in the information contained in this report.

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views
about the subject stock and no part of his or her compensation was, is or will be, directly or indirectly related to specific
recommendations or views expressed in this report. No part of this material may be duplicated in any form and/or
redistributed without Indiabulls Securities Limited prior written consent.

The information given herein should be treated as only factor, while making investment decision. The report does not
provide individually tailor-made investment advice. Indiabulls Securities Limited recommends that investors independently
evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser.
Indiabulls Securities Limited shall not be responsible for any transaction conducted based on the information given in this
report, which is in violation of rules and regulations of National Stock Exchange or Bombay Stock Exchange.
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