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Canara Bank's (CBK) 2QFY12 PAT grew by 17% QoQ to INR8.5b (3% higher than our estimate), led by a recovery in
core operating performance. Key highlights

B Margins up 22bp QoQ: Margins improved 22bp QoQ to 2.64%. Lower interest reversal on slippages of INR1.2b
(against INR2.2b in 1QFY12) helped NIMs to improve by ~10bp, apart from core improvement of ~12bp. NIl grew 9%
QoQ though they were down marginally by 1% YoY at INR19.6b.

m Slippages remain elevated: Slippages were INR12.4b against INR13.7b in 1QFY12 (annualized slippage ratio of
2.8% against 3.2% in 1QFY12). However, this included slippages worth INR6.2b due to migration of loans less than
INRO.2m under the system-based NPL recognition method. With this, CBK has shifted 100% of its portfolio under
CBS for recognition of NPA. Consequently, from 3QFY12, slippages are likely to normalize.

B Business growth moderates: Loans grew 24% YoY to INR2.2t and deposits grew 25% YoY and ~4% QoQ to
INR3.1t. The management expects loan growth of ~18% in FY12. CASA ratio (calc.) remained stable at ~26%.

B Strongrecoveries, trading gains boost other income: Treasury gains were strong at INR1.5b v/s loss of INR770m
in 1QFY12 and recoveries from written-off accounts were INR1.35b v/s INR620m in 1QFY12. Strong recoveries and
trading profits led to 32% higher than estimated non-interest income.

m Valuation and view: We expect return ratios to remain healthy with average ROA of ~1% and average RoE of 18-
19% over FY12 and FY13. While a higher share of infrastructure loans (~25%), vulnerable liability profile (~26%
CASA and ~30% bulk deposits) and volatile earnings remains a concern, we believe current valuations of 4.9x
FY13E EPS and 0.8x FY13E BV largely factor in negatives. Maintain Buy.

Canara Bank: Guarterly Performance {IHR. Million}
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Cther Income 7540 4995 5366 934 5268 B263 TS26 BEN 270E0 24519
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CD Ratio (%) 728 707 721 723 716 £9.7 70.1 7T 723 7T

Met Interest Margin (Reparted, %) 3.0 33 33 24 24 25 34
het Interest Margin (Cal, %) 2.8 3.2 32 28 24 25 27 25 28 25
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Alpesh Mehta (Alpesh.Mehta@MotilalOswal.com) + 91 22 3982 5415

Sohail Halai (Sohail.Halai@motilaloswal.com)+ 91 22 3982 5430 / Umang Shah (Umang.Shah@MotilalOswal.com) + 91 22 3982 5521



MoTiLAL OSWAL

Source: Company/MOSL

Canara Bank

Quarterly performance v/s our estimates and reasons for deviation (INR m)

Y/E MARCH 2QFY12A 2QFY12E Var. (%) Comments
Net Interest Income 19,617 19,207 2 Margins improve 22bp QoQ to 2.64%
% Change (YoY) -2.1 -4
Other Income 8,283 6,280 32 Higher recoveries and treasury gains boost non-interest income
Net Income 27,900 25,487 9
Operating Expenses 11,847 11,010 8
Operating Profit 16,053 14,477 11 Strong operating performance
% Change (YoY) 13 2
Other Provisions 5,531 3,994 38 Credit costs increase to 0.9% v/s 0.5% in 1QFY12
Profit before Tax 10,522 10,483 0
Tax Provisions 2,000 2,201 -9 Tax rate came in at 19% v/s est. 21%
Net Profit 8,522 8,282 3
% Change (YoY) -15 -18

Source: Company/MOSL

Slippages elevated due to migration to system-based NPL recognition
Slippages in 2QFY12 were INR12.4b (annualized slippage ratio of 2.8% v/s 3.2% in
1QFY12). However, this included slippages worth INR6.2b due to migration of loans less
than INRO.2m under the system-based NPL recognition method. With this, CBK has
shifted 100% of its portfolio under CBS for recognition of NPA. Consequently, from
3QFY12, the slippages are likely to normalize. Recoveries and upgradations remained
strong with total cash recoveries of INR8b in 2QFY12 and INR15b in 1HFY12. Credit
cost in 2QFY12 increased to 0.9% from 0.5% in 1QFY12.

GNPA up 5% QoQ; restructured loan book ~4%

Despite higher slippages, strong traction in recoveries and aggressive write offs (INR4.08b
v/s INR2.3b in 1QFY12) resulted in a 5% QoQ increase in gross NPAs. In percentage
terms GNPAs increased to 1.74% from 1.67% in 1QFY12. PCR (including technical
write-offs) remained largely stable at ~69%. Fresh restructuring was negligible in 2QFY 12
as CBK restructured fresh loans worth INR212m. Outstanding restructured book was
INR85b (~4% of loan book), and cumulatively, loans worth INR8b (9.4% of outstanding
restructured book) slipped into NPAs. Of the outstanding restructured book, ~61% were
from large companies, ~9% were from SME, ~7% from the agriculture sector and ~6%
from the housing sector.

Margins improve 22bp QoQ

In2QFY 12 CBK's margins improved ~22bp QoQ to 2.64%. A sharp increase in slippages
led to interest income reversal (INR1.2b), impacting margins by ~15bp. The increase in
yield on loans (44bp QoQ) outpaced the 16bp QoQ increase in the cost of deposits, thereby
resulting in margin expansion. The management expects margins to improve as it expects
the cost of deposits to have peaked and slippages to normalize from 3QFY12, restricting
income reversals going forward.
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Canara Bank

Business growth moderates; CASA ratio stable at ~26%

Loans grew 24% YoY (largely flat QoQ) to INR2.2t, and deposits grew 25% YoY and
~4% QoQ to INR3.1t. CD ratio moderated to 69.7% against 71.6% in 1QFY12.
Investments grew strongly by 15% QoQ and by 28% YoY to INR991b. Overall CASA
deposits grew 12% YoY and 6% QoQ. Although growth in SB deposits remained healthy
at 18% YoY and 5% QoQ, a 5% YoY decline in current account deposits restricted overall
CASA growth. Consequently CASA ratio (calc) remained largely stable QoQ at ~26%.
The proportion of bulk deposits was about 30%.

Strong recoveries, treasury gains boost non-interest income

Non-interest income grew strongly by over 50%, YoY and QoQ to INR8.3b. CEB grew
17% YoY and 17% QoQ to INR2b and forex income grew 51% YoY to INR1.07b. Treasury
gains were strong at INR1.5b against a loss of INR770m in 1QFY12 and INR290m in
2QFY11. Recoveries from written-off accounts were INR1.35b against INR620m in
1QFY12 and INR650m in 2QFY11.

Other highlights

(1) Exposure to SEBs was INR128b, including term and short-term working capital loans.

(2) Term-loan exposure to infrastructure loans was INR371.5b (including short-term loans
of ~INR450b in our view).

(3) Overall capital adequacy remains comfortable at 12.78% with tier-1 ratio of 9.15%.
Including the profits for 1HFY 12, the tier-1 capital adequacy ratio was 9.91%.

Valuation and view

With the shift of CBK's complete portfolio to system-based NPL recognition method,
slippages are likely to normalize going forward, thereby lowering the drag on earnings in
terms of credit costs and margin impact due to income reversals.

We expect return ratios to remain healthy with average ROA of ~1% and average RoE of
18-19% over FY12 and FY13. We expect CBK to report EPS of INR80 and INR96 and
BV of INR473 and INR555 in FY12 and FY13 respectively. While the higher share of
infrastructure loans (~25%), vulnerable liability profile (~26% CASA and ~30% bulk
deposits) and volatile earnings remain a concern, we believe current valuations of 4.9x
FY13E EPS and 0.8x FY13E BV largely factor in negatives. Maintain Buy with a target
price of INR555 (1x FY13E BV).
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We largely maintain our estimates (INR b)

Old Estimates Rev. Estimates Change (%)
FY12 FY13 FY12 FY13 FY12 FY13
Net Interest Income 79.6 97.0 83.5 100.2 4.9 3.3
Other Income 27.7 311 295 33.0 6.4 6.2
Total Income 107.3 128.1 113.0 133.2 5.8 4.0
Operating Expenses 45.0 51.0 46.9 53.3 4.3 4.5
Operating Profits 62.3 77.1 66.0 79.9 6.0 3.7
Provisions 17.5 23.7 211 26.1 21.0 9.9
PBT 44.9 53.4 44.9 53.8 0.1 0.9
Tax 9.4 11.2 9.4 11.3 0.1 0.9
PAT 35.4 42.2 8585 42.5 0.1 0.9
Loans 2,571 3,111 2,507 3,009 -2.5 -3.3
Deposits 3,498 4,233 3,498 4,198 0.0 -0.8
Margins 2.4 2.4 25 25
Credit Cost 0.6 0.8 0.8 0.8
RoA 1.0 1.0 1.0 1.0
RoE 18.2 18.5 18.2 18.7

Source: MOSL

Canara Bank: One year forward P/E Canara Bank:One year forward P/BV
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Quaterly trends

Loan growth remains stable Deposits growth higher than industry average
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m Slippage was INR12.4b, of which slippages worth INR6.2b were  m Despite higher slippages, higher write-offs kept net accretion to
due to shifting of loans less than INR0O.2m under CBS NPAs under check
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Quarterly Snapshot

Fy1l FY12 Variation (%) Cumulative Numbers
1Q 2Q 3Q 4Q 1Q 2Q QoQ YoY 1HFY11 1HFY12 YoY
Gr (%)
Profit and Loss (INR m)
Interest Income 51,609 55,465 59,079 64,188 71,807 76,145 6 37 107,074 147,951 38
Loans 37,936 41,096 43,259 48,228 54,828 58,256 6 42 79,032 113,084 43
Investment 13,194 13,856 15,308 15,224 16,334 17,300 6 25 27,049 33,634 24
Others 479 514 513 736 644 589 -9 15 993 1,233 24
Interest Expenses 34,331 35,741 37,887 44,449 53,877 56,528 5 58 70,072 110,405 58
Net Interest Income 17,278 19,723 21,192 19,739 17,930 19,617 9 -1 37,002 37,547 1
Other Income 7,340 5,306 5,366 9,328 5,268 8,283 57 56 12,646 13,551 7
Trading profits 2,240 16 290 -180 -770 1,490 N.A. N.A. 2,255 720 -68
Forex Income 744 710 1,200 1,160 960 1,070 11 51 1,454 2,030 40
Recoveries 880 650 720 3,270 620 1,350 118 108 1,530 1,970 29
Core Fees 3,477 3,930 3,156 5,078 4,458 4,373 -2 11 7,407 8,831 19
Total Income 24,618 25,029 26,558 29,067 23,198 27,900 20 11 49,647 51,098 3
Operating Expenses 9,785 10,872 11,428 12,109 10,495 11,847 13 9 20,656 22,342 8
Employee 6,612 7,274 7,838 7,825 6,677 7,670 15 5 13,886 14,347 3
Others 3,173 3,597 3,591 4,284 3,818 4,177 9 16 6,770 7,995 18
Operating Profits 14,833 14,158 15,130 16,959 12,703 16,053 26 13 28,991 28,756 -1
Provisions 2,200 1,579 1,573 5,460 3,446 5,531 61 250 3,779 8,977 138
NPA provisions 1,311 2,067 1,300 5,410 2,850 4,768 67 131 3,377 7,618 126
Provisions on Invst. 527 -426 100 130 96 664 N.A. N.A. 101 759 N.A.
Others 363 -62 173 -80 500 100 N.A. N.A. 301 600 100
PBT 12,634 12,579 13,557 11,499 9,258 10,522 14 -16 25,213 19,780 -22
Taxes 2,500 2,500 2,500 2,500 2,000 2,000 0 -20 5,000 4,000 -20
PAT 10,134 10,079 11,057 8,999 7,258 8,622 17 -15 20,213 15,780 -22
Asset Quality (INR m)
GNPA 25,491 26,361 27,533 30,892 36,063 37,933 5 44 26,361 37,933 44
NNPA 17,294 18,597 19,910 23,473 28,711 31,170 9 68 18,597 31,170 68
GNPA (%) 15 15 1.4 15 1.7 1.7 7 25 15 1.7 25
NNPA (%) 1.0 11 11 11 13 1.4 9 37 11 14 37
PCR (Calculated, %) 32.2 29.5 27.7 24.0 20.4 17.8 29 18
PCR (Reported, %) 78.0 77.1 75.9 73.0 69.5 68.6 77 69
Credit Cost 0.3 0.5 0.3 11 0.5 0.9 35 41
Restructured loans 75,000 83,000 87,440 80,780 84,983 85,190 0 3
% to Loans 4.3 4.7 4.6 3.8 4.0 3.9
Ratios (%)
Fees to Total Income 14.1 15.7 11.9 17.5 19.2 15.7 14.9 17.3
Cost to Core Income 47.1 46.0 46.9 48.8 46.9 49.4 46.5 48.2
Tax Rate 19.8 19.9 18.4 21.7 21.6 19.0 19.8 20.2
CASA (cal) 29.0 28.9 29.0 28.3 25.4 25.8
Loan/Deposit 72.8 70.7 72.1 72.3 71.6 69.7
CAR 12.4 13.9 14.6 15.3 13.4 12.8
Tier | 8.1 8.8 9.8 10.9 9.6 9.2
Margins - Cumulative (%)
Yield on loans 9.4 9.6 9.7 9.7 10.5 10.7 22 111 9.5 10.6 113
Yield On Investments 7.5 7.6 7.7 7.7 7.9 7.9 3 28 7.6 7.9 30
Cost of Deposits 5.7 5.7 5.7 5.8 7.1 7.1 8 144 5.7 7.1 140
Margins 3.0 3.2 3.2 31 2.4 25 9 -65 31 25 -62
Balance sheet (INR b)
Loans 1,738 1,761 1,899 2,125 2,150 2,179 1 24
Deposits 2,389 2,492 2,635 2,940 3,002 3,126 4 25
CASA Deposits 694 720 765 831 761 808 6 12
Savings Deposits 536 543 586 586 609 640 5 18
Current Deposits 158 177 179 245 152 167 10 -5
Investments 714 772 804 837 861 991 15 28
For %age change QoQ and YoY is bp Source: Company/MOSL
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Stock Info
EPS: MOSL forecast v/s consensus (INR) l-year Sensex rebased
MOSL Consensus Variation
Forecast Forecast (%) Canara Bank Sensex - Rebased
FY12 80.1 87.4 -8.4 890
FY13 96.0 105.1 -8.7
765
Shareholding pattern (%)
Sep-11 Jun-11 Sep-10 640
Promoter 67.7 67.7 73.2 515
Domestic Inst 10.9 10.3 9.7
Foreign 14.6 15.6 115 390
Oct-10 Jan-11 Apr-11 Jul-11 Oct-11
Others 6.7 6.4 5.7
Financials: Valuation Matrix
] cap ML Epc iy PE (%) PIBV (x) RoA (%) RoE (%}
Rating (IR} Cap
(USD) FM2 FM3  Fy2 M3 M2 FYM3 Fy12 R P2 Fyvs
[CICH* By a3 M7 a5 B5 130 107 1.8 16 1.4 15 1349 149
HOFCE Meutral 429 230 22 28 220 176 34 33 1.6 1.7 1849 203
Az By 1,160 a6 a7 114 120 102 22 1.9 1.4 15 194 19.9
Hotak Meutral 21 3.3 22 27 218 18.1 2.8 24 21 21 15.0 15.7
es By 3a 22 27 33 17 95 24 20 1.4 1.4 223 227
Induzin By 267 27 17 21 174 139 a0 26 1.5 15 186 19.9
MG "ysya By 337 0.3 29 34 17 10.0 1.3 1.2 1.0 1.0 135 124
Federal By 415 14 45 =1 a3 8.2 1.3 11 1.3 1.3 142 145
JEK Bk By a4 na 156 1749 5.4 47 1.0 (] 1.4 1.3 200 19.8
=B By 24 ns 3 4 7.3 B 1.3 1.2 1.0 0o 200 202
Private Aggregate 6T 15.7 131 2.3 2.0
=SBl (cons)* By 1,907 245 220 269 8.3 6.7 1.3 1.1 n.g 0.a9 15.7 171
PHBE By ary B2 168 200 5.3 443 1.3 1.0 1.3 1.3 240 235
Bl Meutral 332 3T 52 B5 6.4 51 1.0 0a nr 0.3 166 1582
Bob Mevutrsl 72 B.1 118 136 6.5 a7 1.3 11 1.2 11 23 207
Canars By 469 42 a0 95 54 449 1.0 0.a 1.0 1.0 182 187
Inion By 226 24 40 49 a7 45 nAa 0.a n.a 0o 17 E 187
[a]s) LR 102 1.3 22 25 46 41 0.7 0E nr o7 158 16.1
QBC By 290 1.7 42 =4 7.0 54 0.a 07 v 0.3 11.4 134
Inclizn Bk By 217 1.9 44 2 449 42 1.0 0.5 1.4 1.4 215 21.4
Corporstion Meutral 427 1.3 102 116 42 3T n.a o7 nAa 0a 195 19.3
Anidhra Bk By 1149 1.3 26 28 4.5 42 nAa 0.3 1.2 11 211 19.5
IC|l * Mevutrsl M7 23 20 2 4.7 43 0.& 0.6 nr or 145 141
Dena Bank By &1 ns 22 25 4.3 35 nr 0E nAa 0o 174 18.4
Public Aggregate 57 1.2 6.1 141 1.0
HDFC* Meutral BaY 204 28 32 177 148 5.0 45 28 23 271 204
LICHF By 234 22 23 2a 100 8.2 22 1.8 2.0 1.9 242 243
DHFL By 228 0.z 30 39 7T 2.5 1.2 1.0 1.4 1.4 157 19.6
IDFC Meutral 132 39 a7 M7 136 11.3 1.5 1.3 243 23 1249 137
REC By 180 36 29 35 6.2 51 1.2 1.0 31 31 2049 220
PFC By 150 35 22 27 6.3 55 1.0 0a 26 26 162 16.6
=TF By E11 23 1 71 a9 a7 2.3 1.9 31 30 253 235
hilhdF 5L Meutral E74 1.4 56 70 120 a7 24 20 4.1 41 Mz 224
HEBFC Aggregate 33 12.3 10.6 31 26

* Multiples adjusted for value of key verturesinvestments; For ICIC]I Bank, HDFC Ltd BY iz adjusted for investments in subsidiaries
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Financials and Valuation

Canara Bank

1 November 2011

Income Statement {IHE: Million)
W/E March 2009 2010 2011 HH2E 21 3E
Irterest Income 171,19 187 520 230,640 3T A 392 455
Irnterest Expense 124012 130,714 152407 23369 292 265
Het Interest Income 4T ATS 56,805 78,233 33.4T0 100,139
Change (%) 33.4 204 Krini B.7 20.0
Mon Irterest Income 23112 253,579 27,030 29519 33015
Het Income 70,290 85,384 105,263 112,989 133,207
Change (%) 222 25 233 7.3 17.9
Operating Expenzes 30652 34776 44 193 46 945 53,303
Pre Provision Profits 35,633 50,608 61,070 66,041 79,5304
Change (%) 33.9 277 207 8.1 2.0
Provisions [excl tax) 13914 12,394 10,811 21149 26,070
PBT 25,724 35,214 50,259 44,892 53,8315
Tax 5,000 8,000 10,000 9427 11,305
Tax Rate (%) 19.4 209 19.9 2.0 2.0
PAT 20,724 214 40,259 35,465 42,529
Change (%) 32.4 455 33.2 -11.9 19.9
Equity Dividend {Incl tax) 3,838 4,300 5,673 5487 6,220
Core PPP! 34,042 43,285 59,942 63,7 77,404
Change (%) 30.0 272 38.5 .4 .3
*Zore PPP iz (MI+Fee income-Cpex)
Balance Sheet {IHE: Million)
W/E March 2009 2010 2011 HH2E 21 3E
Equity Share Capital 4,100 4100 4430 4430 4430
Feserves & Surplus 117 975 142 615 195 965 225 903 251 869
Het Worth 122,078 146,718 200,398 230,333 266,299
Deposits 1,868,925 2.346,514 2,939,727 3,498,275 4.197,92%
Change (%) 1.3 255 253 19.0 20.0
of which CASA Dep 561,677 682,613 831,1T1 853,038 470,581
Change (%) 15.8 25 1.8 26 13.5
Borrowings 140,009 g4 406 142 B16 165,013 189,459
Cither Liabilties & Provw. 55 445 B9.773 75,045 90,106 104 722
Total Liabilities 2,196,458 2647, 411 3,360,783 3,983,726 4. 758,440
Current &zsets 166,595 196,532 307 081 330,292 379,861
Investments 5TT,T6% 696,770 36,999 1,037,873 1,245,455
Change (%) 16.0 2065 204 240 20.0
Loans 1.3821%4 1,693,346 2124672 2507113 3,008,535
Change (%) 259 225 255 15.0 20.0
Fixed Azsets 29,295 25 594 25,444 258953 29,202
Cther &zzets 40 503 32169 B3,591 79,489 95,387
Total Assets 2,196,458 2647, 411 3,360,783 3,983,726 4,758,440
ASSET GUALITY
GMPA, (IR k) 21 B30 25903 30,592 40 957 42135
MMPA, (IMR B 15,072 17 996 23472 32,765 33,710
GMPA, Ratio 1.56 1.52 1.45 163 1.40
MMPL, Ratio 1.09 1.06 1.10 1.3 112
PCR (Excl Tech. write off) 30.4 304 239 20.0 20.0
PCR (Incl Tech. Write off) 77 73.0 £5.0 E7.4
E: MOEL Estimates
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Ratios

Y/E March 2009 2011 2011 2012E 2013E
Spreads Analysis (%)

Awy. Yield-Earning Assets 9.4 3.4 3.4 9.5 9.9
Ayvg. Yield on loans 104 941 54 10.5 109
Avg. Yield on Investments TE T2 F= TE Fi=
Awvyg. Cost-Int. Bear. Liabh. 6.8 5.9 5.5 6.9 1.3
Avy. Cost of Deposits G.7 58 54 59 72
Interest Spread 2.6 2.5 2.9 2.6 2.6
Het Interest Margin 2.6 2.5 2.9 2.5 2.5

Profitability Ratios (%)

RoE 228 28 2E4 18.2 187
Rod, 1.0 1.2 1.3 1.0 1.0
Irt. Expensednt Income 724 9.7 BE.1 737 745
Fee Incomeitlet Income 266 205 202 229 205
Mon Irt. Inc ket Income 329 335 257 261 248

Efficiency Ratios (%)

CostAncame® 45.2 454 429 424 405
Empl. CostiOp. Exps. B1.2 B3 BE.9 B2.7 B0.G
Busi. per Empl. (INR m) BE.S 4.0 104.9 1226 1429
MP per Empl. (MR lac) 47 70 93 79 g2

* e treasury
Asset-Liability Profile {%:)

Loans/Deposit Ratio 740 722 723 .7 T
CASA Ratio 304 2941 283 244 2341
InvestmertDeposit Ratio 309 287 285 287 287
G-Secinvestment Ratio 8.8 905 853 843 843
CAR 1441 134 154 14.4 134
Tier 1 8.0 8.5 109 10.2 9.5
Valuation

Book Walue (INR) 2449 3058 4050 4733 5553
Change (%) 20 249 324 1649 17.3
Price-BY (=) 1.9 1.5 1.2 1.0 0.5
Adjusted BY (INR) 210 2773 3706 4253 =058
Price-A8% (=) 21 1.7 1.3 1.1 0.9
EPS (MR 0.5 Ficid 049 8041 95.0
Change (%) 324 455 233 -11.8 1949
Price-Earnings (x) 9.3 6.4 52 58 419
Dividend Per Share (INR) 8.0 10.0 11.0 10.0 120
Dividend “ield (%) 1.7 21 23 21 26

E: MOSL Estimates
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