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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 NIl 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:

m  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.

B 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.

B 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).

B 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).

B 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).

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

QUARTERLY PERFORMANCE {Rs Million)
Y/E MARCH FY10 FY11 FY10 FY11E
10 20 30 40 10 20 30 40QE

Interest Income 24042 24955 25716 26555 28308 29949 30328 32865 102571 121 420
Interest Expense 19201 19,347 17987 16961 17736 19445 20,029 23035 73497 79,951
Het Interest Income 4842 5611 8729 9894 10,572 10,771 10,299 9,827 29,074 41,469

% Change [¥o-Y) a4 X 5.7 {{4E 7184  B2p 8.0 07 458 428
Cther Income 3019 3051 2377 2554 2447 2441 2314 2375 12,000 5,350
Het Income 8,760 8,662 11,106 12,548 12720 12,912 12,613 12204 41,075 50,449
Operating Expenzes 350 32 4578 4779 4497 4553 4573 5349 16850 19,571
Operating Profit 5169 5049 6228 1,769 8,223 8,060 7,739 6,856 24215 30,877

% Change [¥o-Y) 481 24q £.7 44.3 i SE 243 i@ 4327 275
Cther Provisions 1,514 551 19821 4174 2280 2263 1918 2187 8176 5547
Profit before Tax 3,656 4,498 4307 3,595 5943 5796 5822 4,660 16,039 22,230
Tax Provisions 1082 1789 1413 425 230 1520 1738 1356 4,532 7,225
Het Profit 2,574 2,709 2,894 3,470 3,633 3,977 4,083 3,33 11,347 15005

% Change [¥o-Y) 157 {43 4.8 £1.5 41 468 451 45 253 322
inferest Cxpnterest income (%) Y £3.2 827 640 E6.0 EeY 77 658
Offver fmcomedisf fcome (5%) 447 352 M4 FHZ 168 {68 8.3 25 2oz 173
Costincome Ratio (%) 4.0 47 43p 381 354 FE 328 438 4.0 388
Frovisions Operating Frofits (%) 283 0B 0.7 537 277 284 247 3.9 377 280
Tax Rafe (%) 258  36g 27 17.8 e 34 FZmE 2og 203 325

* HTM Armmortization and losses on accourt of transfer of securities from AFS to HTM conisdered as part of other income
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Results analysis (Rs m)

Oriental Bank of Commerce

JAFY11 JAFY10  YOY GR.%  20FY11 Q00 GHR. % FY10 FY11E FY12E

Interest Income 30,325 26,716 14 29919 1 102,571 121,420 144,630
Interest Expense 20,029 17 987 11 19,145 = 735,497 79951 102,565
Het Interest Income (HIl) 10,299 8,729 18 10,771 (4} 29,074 41,469 47,065
Cker Incotme 2,314 2377 (31 214 g 12,000 8,930 10,691
- Fees 1,494 1,445 3 1,650 =)} 5,759 B,19 7274
- Treasury Income 314 505 (387 g M., 4 236 Foa 900

- Cthers 06 424 19 453 = 2,006 2,039 2517
Het Income 12,613 11,106 14 12,912 (2) 4,075 50,449 57,756
Tatal Operating Costs 4573 4 575 ()} 4 553 0 16,560 19,571 22770
- Staff Costs 27N 2,59 (41 2 764 0 9713 11,151 12,799
- Other Opex 2103 1,936 = 2039 1 7147 5420 9971
Operating Profit 7,739 6,228 24 §,060 (4} 24,215 30,877 34,985
Provisions 1918 1,92 ()} 2,263 (153 8176 8647 9,705
-MPAs 1,781 457 289 2196 19y 5,316 7297 8,162
- Cthers 137 1,463 a1 BY 103 2 560 1,350 1543
PBT 5,822 4,307 35 5,796 0 16,039 22,230 25,281
Tax 1,739 1413 23 1,520 (41 4 G692 7,225 8,216

Tax rate % 30 33 1 51 29 33 33

PAT 4,083 2,894 4 3977 3 11,347 15,005 17,065
Deposits 1,293,346 1,107,447 1T 1,257,862 3 1,202,576 1,443,091 1,731,709
CASA Ratio %* 25 24 25 25 24 24
Advances 908,011 785,546 16 875,005 4 834,893 959,348 1,187,218
Grozs MPA (Rs B) 1T.6 12.9 3T 14.6 21 14.7 18.1 20.2
Gross NPA % 1.9 1.6 1.7 1.7 1.8 1.7
et MPA (R B) 8.2 5.8 40 6.1 15 1.2 g1 9.1
Het HPA % 0.9 0.8 0.7 0.9 0.8 0.8
Yields on Advances %* 103 103 103 10.0 99 103
Cost of Deposits %* .1 5.2 5.4 .4 5.5 5.2
HIM %* 31 3.0 3.3 2.5 3.0 2.9

* az reparted for guarterly numbers and calculated far annual numbers

Other highlights
m 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%

m 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.

m e 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.

m  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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Trend in asset quality (%)
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Oriental Bank of Commerce

Oriental Bank of Commerce: an investment profile

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

m  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.

m CASA ratio improved from 22.7% in 1QFY 10 to 25.2%
in 3QFY11. The management targets CASA ratio of
over 27% in FY11.

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

Key investment risks

m  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.

m Although showing improvement, a low CASA base will
have a negative impact on NII growth in a rising rate
scenario.

Comparative valuations

Recent developments

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

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

Valuation and view

m  \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.

m  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

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

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

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

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

EPS: MOSL forecast v/s Consensus (Rs)

OBC Canara Bank Andhra Bank MOSL CONSENSIUE VErEieNn
P/E (x) FY11E 5.4 6.5 5.2 Forecast Forecast (%)
FY12E 4.7 57 4.3 FY11 59.9 60.4 0.9
P/BV (X) FY11E 0.9 1.5 1.2 Fy12 68.1 72.8 65
FY12E 0.8 1.2 1.0
ROE (%) FY11E 19.0 25.3 25.6 Target Price and Recommendation
FY12E 18.6 23.7 25.3 Current Target Upside Reco.
RoA (%) FY11E 1.0 12 13 Price (Rs) Price (Rs) (%)
FY12E 1.0 11 13 322 470 46.0 Buy
Stock performance (1 year)
Oriental Bank of Commerce Sensex - Rebased
_ 560
Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09 470
Promoter 51.1 51.1 51.1 380
Domestic Inst 25.5 26.0 26.9 290
Foreign 16.8 16.8 13.6 200
Jan-10 Apr-10 Jul-10 Oct-10 Jan-11
Others 6.7 6.2 8.4
5
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Financials and Valuation

INCOME STATEMENT {Rs Million)
Y/E MARCH 2008 2009 2010  2011E 2012E 2013E
Interest Income BB 272 @8565 102571 121420 149630 181,710
Interest Expense 51562  BBG500 73497 79851 102565 126,992
Net Interest Income 16,710 19,965 29,074 41,469 47,065 54,718
Change (%) .7 185 456 426 135 6.3
Man Interest Income 6277 10,713 12,000 8880 10,691 12 638
Net Income 22,987 30,678 41,075 50,449 57,756 67,355
Change (%) 0.z 335 339 228 4.5 16.6
Operating Expenses 10796 13,528 16860 19571 22770 26,447
Pre Provision Profits 12,190 16,850 24,215 30,877 34,985 40,909
Change (%) £ 8.2 437 275 3.3 6.9
Provizions (excl tax) -429 5,255 BATE 8547 9705 11,494
PET 12,619 11,595 16,039 22,230 25,281 29,114
Tax 4,210 2,540 4592 7225 8,216 9,560
Tax Rafe (%) 334 298 287 325 325 325
PAT 8,409 9,054 11,347 15005 17,065 19,855
Change (%) 1.7 77 253 322 13.7 16.4
Equity Dividend (Incl tax) 1,178 1,829 2,280 2,156 3132 3,758
Core PPP* 10,654 12,036 19,979 30,177 34,085 39,809
Change (%) R¥ 13.0 6.0 51.0 13.0 16.8

org FRR 2 (ARFee ncoma-Ooax)

BALANCE SHEET {Rs Million)
Y/E MARCH 2008 2009 2010  2011E 2012E 2013E
Share Capital 2,505 2,505 2505 2505 2,505 2,505
Reserves & Surplus 55254 71,520 79574 91655 105055 120,513
Net Worth 57,759 74,034 82,379 94,161 107,561 123,019
Deposits 778,567 983,688 1,202,576 1,443,091 1,731,709 2,078,051
Change (%) 2.7 287 223 200 200 200
of which CASA Dep 217,235 233,562 300,229 350,058 408,830 490,596
Change (%) 2.0 75 285 16.6 16.8 200
Barrawings 35653 27,220 48,570 G450 B2428 76,295
Cther Liabilties & Prav. 35074 40,583 40454 42590 47178 52,414
Total Liabilities 907,053 1,125,826 1,374,310 1,634,498 1,948,876 2,329,778
Current Assets 102147 122251 145999 168662 1925676 239,794
Investments 239,507 284,890 357,853 436,581 523,897 615,579
Change (%) 208 185 258 220 200 175
Loans 545,659 685004 834,893 089,348 1,187,218 1,424,661
Change (%) 236 255 299 18.5 200 200
Fixed Assets 3575 13,539 13,940 13008 13,046 13,934
Cther Assets 15866 19,543 21524 25849 31139 35310
Total Assets 907,053 1,125,826 1,374,310 1,634,498 1,948,876 2,329,778
ASSET QUALITY (%)
GMPA (Rs M) 12801 10581 14558 18,081 20,179 23,554
MMP (R M) 5,354 4,424 7238 8137 9,081 10,658
GMPA, Ratio 232 1.53 1.74 1.51 1 58 165
MNP Ratio 0.99 0.65 0.87 0.52 0.76 0.75
PCR (Excl Tech. write off) 56.3 562 495 55.0 55.0 55.0
PCR (Incl Tech. Wiite off) 0.0 0.0 767 778 765 747
£ MOSE Estimafes
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Financials and Valuation

RATIOS

¥/E MARCH 2008 2009 2010 2011E 2012E 2013E
Spreads Analysis (%)

Avq. Yield-Earning Assets 9.3 9.6 9.0 8.8 91 9.3
Ayvg, Yield on loans 95 106 10.0 99 103 105
Ay Yield on Investments ) g2 7.7 r.a 7.3 T3
Avg. Cost-Int. Bear. Liab. 7.0 1.5 6.5 5.8 6.2 6.4
Ay Cost of Deposits 64 74 E.4 5.8 E.2 G4
Interest Spread 2.3 241 2.5 3.0 2.9 2.9
Het Interest Margin 2.3 2.2 2.5 3.0 2.9 2.5
Profitability Ratios (%)

RoE 145 14.5 16.5 19.0 186 187
Rod, 1.0 0o 04 1.0 1.0 na
Irt. Expensednt Income 755 Fr= M. E5.8 E58.5 699
Fee Incomeitlet Income 206 19.2 18.9 16.4 17.0 171
Mon Int. Inc.Met Income 23 3449 292 178 185 188

Efficiency Ratios (%)

Costincome* a0.3 535 455 3935 40.0 394
Empl. Costiop. Exps. S0.9 247 7.6 ar.a 56.2 293
Busi. per Empl. (Rs m) a1.2 1024 1207 1363 1528 1733
MNP per Empl. (R lac) 0E 06 0.7 0a 1.0 14

*ex tressury
Asset-Liability Profile (%)

LoanszDeposit Ratio 701 G965 £9.4 G5 6 656 G5 6
CASA Ratio 2ra 237 250 243 236 236
InvestmentDeposit Ratio 305 290 295 303 305 2956
G-Zecinvestment Ratio g6.7 g5.0 1.4 G548 g2 g7 g
CAR 124 13.0 125 12.4 120 11 .4
Fier ¥ a3 a1 03 a5 a3 Fi:]
VALUATION

Boak “alue (R 2305 2575 2822 3382 3827 454 4
Change (%) 38 7 i35 - 58 787
Price-B% (%) 1.4 1.3 1.1 04 0.5 0y
Adjusted BY (Rs) 2165 2461 2734 a1 3691 4267
Price-ABY (%) 15 1.3 1.2 1.0 04 04
EP= (R=) 336 361 453 949 BS A a2
Chrange (%) 1.7 Ty 253 322 137 16.4
Price-Earnings (x) 9k &4 T 5.4 4.7 4.1
Dividend Per Share (R=) 47 7.3 9.1 11.0 125 15.0
Dividend Yield (%) 1.5 23 25 3.4 34 47
£ MOSL Cefimafes
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