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OBC's 3QFY11 PAT grew 41% YoY and 3% QoQ to Rs4.1b (in line with our estimates). A sequential decline in NIMs and

moderate business growth led to 4% QoQ drop in NII against the industry trend of 4%+ increase. Control on opex and

lower provisioning expenses resulted in profits (in line with our estimates). Key highlights are:

 3QFY11 NIMs were down 20bp QoQ to 3.1% (up 10bp YoY) led by an increase in cost of deposits (up 20bp QoQ) and

stable yields on QoQ basis. Rising deposit rates and an increased proportion of bulk deposits/CDs (41.4% v/s 37%

at the end of March 2010) resulted in a drop in NIMs. In a rising rate scenario, a higher mix of bulk deposits and CDs

would have a negative impact on NIMs. The management reiterated its guidance of sustaining NIMs at ~3% for FY11.

 Loans grew 3.8% QoQ and 16% YoY and deposits were up 2.8% QoQ and 17% YoY. Moderation in loan growth was

led by repayment of some short-term loans. The management guided for 18%+ loan growth for FY11.

 CASA deposits grew 20% YoY (2% QoQ) and CASA mix was stable at ~25%. Growth in savings deposits outpaced

overall deposit growth at 28% YoY (up 3% QoQ).

 3QFY11 asset quality deteriorated sharply with GNPAs in absolute terms increasing 21% QoQ to Rs17.6b and

NNPAs increased by 35% to Rs8.2b. In percentage terms GNPAs were 1.94% against 1.67% in 2QFY11 and

NNPAs were 0.9% against 0.7% in 2QFY11. Calculated PCR was 54% (v/s 58% a quarter earlier) and 77% including

a technical write off (v/s 81% a quarter earlier).

 Slippages in 3QFY11 were high at Rs4.7b v/s Rs3.2b in 2QFY11. Slippage ratio for the quarter was high at 2.25%.

Of the total slippages during the quarter, Rs2.2b was from restructured accounts and part (~40%) was technical in

nature. The management expects strong recoveries and upgrades from these accounts over two quarters. OBC's

restructured loans were Rs51.3b (~5.7% of loan book).

 While sustaining operating parameters will be challenging, current valuation of 0.8x FY12E BV offers comfort. Buy.
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Other highlights

 Core fee income was up marginally by 3% YoY and down 9% QoQ. 3QFY11 trading
gains were Rs314m against Rs8m in 2QFY11 and Rs212m in 3QFY10. Overall non-
interest income was flat YoY but up 8% QoQ due to higher trading gains.

 Operating expenses were flat on a YoY and QoQ basis at Rs4.9b (5% lower than
estimates). OBC provided Rs500m towards increase in the gratuity limit (9MFY11
Rs1.5b, total liability Rs2b). Besides, it estimated the final liability towards the second
pension option at ~Rs11b and is carrying cumulative provisions of Rs4.1b (including
ad hoc provisions of Rs3.6b being excess provisions made for wage arrears).

 Total investment book at the end of 3QFY11 was ~Rs370b and of this ~25% is in the
AFS category. Modified duration of AFS proportion is comparatively high at 4.3 years.
In a rising rate scenario, this could result in MTM losses. The management stated that
the AFS book was cushioned until the 8% benchmark yield.
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Valuation and view: cutting estimates ~5%

 In the current rising rate scenario, the sustenance of NIMs at the current level will be
a key challenge for OBC given relatively lower proportion of CASA mix and a high
proportion of bulk deposits. Although the management is guiding for lower slippages
going ahead, we believe CBS recognition of NPAs could throw up a negative surprise.

 We are cutting our earnings estimates by ~5% to factor in lower margins and higher
credit costs. We estimate OBC will report PAT CAGR of 15% over FY11-13. EPS is
expected to be Rs60 in FY11 and Rs68 in FY12. BV will be Rs340 and Rs393,
respectively. RoAs will be 0.9-1% and RoEs will be ~18.5% over FY11-13.

 While sustaining operating parameters would be challenging, the current valuation of
0.8x FY12E BV offers comfort. Maintain Buy with a target price of Rs470 (1.2x
PBV FY12E).

Business growth
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NIM (%)

Cost of deposits (%)

Trend in asset quality (%)

Provision (Rs m)

Source: Company/MOSL
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Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 51.1 51.1 51.1

Domestic Inst 25.5 26.0 26.9

Foreign 16.8 16.8 13.6

Others 6.7 6.2 8.4

Oriental Bank of Commerce: an investment profile

EPS: MOSL forecast v/s Consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 59.9 60.4 -0.9

FY12 68.1 72.8 -6.5

Target Price and Recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

322 470 46.0 Buy

Recent developments

 Mr. Nagesh Pydah was appointed chairman and
managing director of Oriental Bank of Commerce.

 The bank increased its base rate by 50bp to 9 %, and
BPLR by 75bp to 13.25%.

Valuation and view

 We expect OBC to report PAT CAGR of 15% over
FY11-13. EPS is expected to be Rs60 for FY11, Rs68
for FY12. BV will be Rs340 and Rs393, respectively.
RoAs will be 0.9-1% and RoEs will be ~18.5% over
FY11-13.

 While sustaining operating parameters would be
challenging, current valuation of 0.8x FY12E BV offer
comfort. Maintain Buy with a target price of Rs470
(1.2x PBV FY12E).

Sector view

 Loan growth is strong but rising inflation and increasing
interest rates are near-term headwinds for the sector.

 Our economist expects the current tightness in liquidity
to begin to ease in 4QFY11, allaying the pressure of a
significant NIM compression.

 We believe margins will compress gradually. With strong
loan growth and a high CD ratio, banks have strong
pricing power.

 Banks with high CASA deposits and a lower proportion
of bulk deposits will be preferred bets.

Stock performance (1 year)

Comparative valuations
OBC Canara Bank Andhra Bank

P/E (x) FY11E 5.4 6.5 5.2

FY12E 4.7 5.7 4.3

P/BV (x) FY11E 0.9 1.5 1.2

FY12E 0.8 1.2 1.0

RoE (%) FY11E 19.0 25.3 25.6

FY12E 18.6 23.7 25.3

RoA (%) FY11E 1.0 1.2 1.3

FY12E 1.0 1.1 1.3

Company description

OBC is a state-owned bank with a business of Rs2t. The
bank has a strong presence in northern India with ~60% of
its total branches (1,573 branches) in the region, constituting
~50% of OBC's business. In August 2004, OBC merged
with GTB, a small private-sector bank to strengthen its
presence in southern India.

Key investment arguments

 Strong operating performance and relatively lower credit
costs drove OBC's ROEs to 16.5% in FY10 from
14.8% in FY09. We have built in higher credit costs of
~0.8% in FY11/12. Despite this we expect RoE to
remain healthy at ~19% over FY11 to FY13.

 CASA ratio improved from 22.7% in 1QFY10 to 25.2%
in 3QFY11. The management targets CASA ratio of
over 27% in FY11.

 While sustaining operating parameters will be
challenging, the current valuation of 0.8x FY12E BV
offers comfort.

Key investment risks

 Asset quality risk persists for OBC with its overseas
restructured assets of 6% as at the end of September
2010. Higher slippages could increase the credit cost,
impacting profitability.

 Although showing improvement, a low CASA base will
have a negative impact on NII growth in a rising rate
scenario.
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Financials and Valuation
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Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
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