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Corporation Bank (CRBK.BO)
Sell: 4009 Results — Quantity, Not Quality

Profits up 26%, above estimates; but qualitatively not so sound — Prima facie
Corp Bank's results were good — up 26%yoy, 37% ahead of estimates — driven
by bond gains, core fee momentum and moderation in costs. However, beneath
the surface there are clear signs of pressure - declining margins, sharp rise in
restructured loans and lower loan loss charges, despite the large trading gains.

Asset quality: Restructuring stress — Reported NPLs still look good (1.15%
NPLs, 75% coverage); however, it masks underlying stress - 2% of loans
restructured, another 3% pending. This is ahead of peers and management
has missed an opportunity to provide more (utilizing the large bond gains). We
expect higher lapses to NPLs given its mid-scale and mid-market franchise.

Growth: Accelerating but appears unsustainable — 4Q09 has seen growth
accelerating (8% QoQ loan growth; 20% deposits), but comes at a cost (NIMs
down 40bps QoQ). Sharp improvement in CASA ratio (31% vs. 25% in 3Q09)
results from 100% QoQ rise in current account balances, suggesting it could
be temporary; and possible unwind will pressure growth.

P&L: Trading boost and fee momentum; but margins disappoint — Bond gains,
(5x rise, likely profit taking on HTM book), cost moderation (-20% QoQ) and
healthy rise in core fees (+28% YoY) were key profit drivers. Core operating
profits were up a more modest 7% YoY. NIMs were the key disappointment
(down 40bps QoQ) and are now among the lowest in the industry.

Risks remain high, maintain sell — We adjust earnings (+3-4% for FY10-11E)
to factor in above estimates FYQ9 earnings; retain Sell (3H) due to Corp Bank's
rising profile with our EVA-based Rs175 target price.
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Year to Net Profit Diluted EPS  EPS growth P/E P/B ROE Yield
31 Mar (RsM) (Rs) (%) (x) (x) (%) (%)
2008A 7,350 51.24 37.1 4.4 0.8 18.4 4.6
2009A 8,928 62.24 215 3.6 0.7 19.6 35
2010E 8,809 61.42 -1.3 3.7 0.6 16.7 3.5
2011E 9,018 62.87 2.4 3.6 0.5 14.9 3.7
2012E 10,710 74.67 18.8 3.0 0.4 15.5 4.0

Source: Powered by dataCentral
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Fiscal year end 31-Mar 2008 2009 2010E 2011E 2012E
Valuation Ratios
P/E adjusted (x) 4.4 3.6 3.7 3.6 3.0
P/E reported (x) 4.4 3.6 3.7 3.6 3.0
P/BV (x) 0.8 0.7 0.6 0.5 0.4
P/Adjusted BV diluted (x) 0.8 0.7 0.6 0.5 0.4
Dividend yield (%) 4.6 35 35 3.7 4.0
Per Share Data (Rs)
EPS adjusted 51.24 62.24 61.42 62.87 74.67
EPS reported 51.24 62.24 61.42 62.87 74.67
BVPS 294.80 341.37 394.78 449.15 514.82
Tangible BVPS 294.80 341.37 394.78 449.15 514.82
Adjusted BVPS diluted 294.80 341.37 394.78 449.15 514.82
DPS 10.50 8.00 8.00 8.50 9.00
Profit & Loss (RsM)
Net interest income 14,433 16,910 20,596 23,570 26,806
Fees and commissions 2,160 2,333 2,589 2,874 3,190
Other operating Income 5,588 8,740 6,963 7,665 8,437
Total operating income 22,181 21,982 30,149 34,108 38,432
Total operating expenses -8,920 -10,016 -11,466 -12,774 -14,055
Oper. profit hef. provisions 13,261 17,966 18,683 21,335 24,371
Bad debt provisions -1,857 -1,790 -4,785 7,125 -7,642
Non-operating/exceptionals -750 -2,314 -750 -750 -750
Pre-tax profit 10,654 13,863 13,148 13,460 15,986
Tax -3,304 -4,935 -4,339 -4,442 -5,275
Extraord./Min. Int./Pref. Div. 0 0 0 0 0
Attributable profit 1,350 8,928 8,809 9,018 10,710
Adjusted earnings 7,350 8,928 8,809 9,018 10,710
Growth Rates (%)
EPS adjusted 37.1 21.5 -1.3 2.4 18.8
Oper. profit bef. prov. 9.2 355 4.0 14.2 14.3
Balance Sheet (RsM)
Total assets 665,977 869,058 988,016 1,125,649 1,277,135
Avg interest earning assets 585,249 751,477 910,936 1,043,531 1,193,720
Customer loans 398,803 495,094 582,349 680,288 786,691
Gross NPLs 5,844 9,702 17,028 26,336 34,073
Liah. & shar. funds 665,977 869,058 988,016 1,125,649 1,277,135
Total customer deposits 554,244 739,839 847,171 972,758 1,110,267
Reserve for loan losses 6,948 9,972 14,757 21,881 29,523
Shareholders' equity 42,285 48,965 56,627 64,426 13,845
Profitability/Solvency Ratios (%)
ROE adjusted 18.4 19.6 16.7 14.9 15.5
For further data queries on Citi's full coverage universe Net interest margin 247 2.25 2.26 226 2.25
lease contact CIR Data Services Asia Pacific at . :
F)IRDataServicesAsiaPacific@citi.com or +852-2501- Cost/income ratio 40.2 358 38.0 375 36.6
2791 Cash cost/average assets L5 1.3 1.2 1.2 1.2
NPLs/customer loans 1.5 2.0 2.9 3.9 43
Reserve for loan losses/NPLs 118.9 102.8 86.7 83.1 86.6
‘ Bad debt prov./avg. cust. loans 0.5 0.4 0.9 1.1 1.0
@ Powered by: Loans/deposit ratio 72.0 66.9 68.7 69.9 70.9
dataCentral Tier 1 capital ratio 9.4 8.8 8.6 8.5 8.5
Total capital ratio 10.4 9.8 9.7 9.5 9.4
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Figure 1. Corporation Bank: 4Q09 Financial Highlights (Rupees Million, Percent)

4009 4008 YoY % 3009 000% CIRA Comments
Interest Income 17,064 12,248 39.3 16,235 5.1  Strong loan growth during the quarter accompanied by slight decline in loan yields
Interest Expense (12,781) (8,510) 50.2  (11,455) 116
Net Interest Income 4,283 3,739 14.6 4,780 -10.4 High growth during the quarter seems to have effected NIMs - ability to grow
profitably will be the key
Fee-Based Income 2,024 1,936 45 1,586 27.6  Core fee (ex-recovery of written off assets) growth still healthy at around 28% YoY.
Overall dragged down by recoveries (-55% YoY)
Other Non-Interest Income 2,909 463 528.0 1,234 135.7 Sharp jump in bond gains - appears to have booked a significant ChIEIJTnI\l;I fromftlh_e
portfolio
Non Interest Income 4933 2,399 105.6 2,820 74.9
Operating Income 9,216 6,138 50.1 1,600 21.3
Operating Expenses (2,468) (2,103) 174 (3,106) -20.5 Better than expected quarter - expense growth remains moderate at 17% YoY
Pre-Provision Profit 6,747 4,035 67.2 4,494 50.1 Boosted by large trading gains during 4Q09
Pre-Provision Profit (ex-trading 3,838 3,572 15 3,260 17.7 Core profitability growth remains moderate - though some signs of acceleration over
gains) the previous quarter
Charges for Bad Debts (400) (750) -46.7 (540) -25.9  Key disappointment - has reduced provisioning despite having large treasury gains
and a relative high restructuring portfolio
Other Operating Items (1,538) (146) 955.7 355 NM MTM losses on the bond portfolio - a sharp reversal of the gains booked in 3Q
Pre-Tax Profit 4,809 3,139 53.2 4,309 11.6
Tax (2,204) (1,083) 103.5 (1,744) 26.4
Net Profit 2,605 2,056 26.7 2,565 1.6 37% higher than estimates - but low on quality seen by a decline in margins, high
portfolio restructuring and lower loan loss charges despite high bond gains
EPS 18.16 14.33 26.7 17.88 16
Customer Loans 485,122 391,856 23.8 449370 8.0 Accelerating pace of growth during the quarter
Customer Deposits 739,839 554,244 335 618,945 19.5  Sharp growth but appears unsustainable - driven by a doubling of current account
balances QoQ; CASA up 50%+ QoQ with CASA ratio improving to 31% (25% in 3Q09)
AIEA 708,261 583,732 213 680,974 4.0
AIBL 704,675 542,875 298 636,683 10.7
Total Assets 895,584 665,977 345 752,592 19.0
Avg Assets 824,088 625,200 318 735,025 12.1
Non-Performing Loans (NPL) 5,592 5,844 -4.3 5,600 -0.1 Reduction in absolute NPLs - however, loan restructuring are significantly higher
than estimates - about 5% loans (2% done, 3% pending approval)
Loan Loss Reserves (LLR) (4,209) (4,575) -8.0 (4,102) 2.6
Shareholders’ Funds 48,970 42,290 15.8 48,613 0.7
Book Value Per Share 341 295 15.8 339 0.7
Key Ratios (%) 4009 4008 Bps A YoY 3009 Bps A QoQ
ROAA (annualized) 13 13 -5 14 -13
ROAE (annualized) 213 194 183 211 17
Net Interest Margin (bps) 242 256 -14 281 -39 Acasualty of trying to grow too fast - has a relatively larger reliance on bulk deposits
Fee Inc/Operating Income 22.0 315 -958 20.9 108 Core fee growth continues to be healthy and is probably the only silver lining here
QOther Non-Interest Inc/Op Inc 53.5 39.1 1443 37.1 1641
Op. Cost/ Operating Income 26.8 343 -748 40.9 -1409 Cost ratios under control with moderate expense growth
Loan-to-Deposit Ratio (LDR) 65.6 70.7 -513 726 -703
NPL/Loan Ratio 1.2 15 -34 1.2 -9 Reported NPL ratio continues to improve - though masks the sharp jump in
restructured assets
LLR/NPL Ratio 75 78 -301 13 203  Amongst the relatively better coverage levels relative to peers - but appears to have

missed an opportunity to increase this further

Source: Company Reports, Citi Investment Research and Analysis

Figure 2. Earnings Revision Summary

Net Profit EPS DPS
0ld New % change 0ld New % change 0ld New
2010E 8,551 8,809 3.0% 59.6 61.4 3.0% 12.5 8.0
2011E 8,646 9,018 4.3% 60.3 62.9 4.3% 13.5 8.5
2012E NA 10,710 NA NA 74.7 NA NA 9.0

Source: Citi Investment Research and Analysis
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Figure 3. Restructuring Applications — 5% of Loan Book Figure 4. Restructuring Assets — Value (Rsm) and Number
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Corporation Bank

Company description

Corporation Bank is a small government bank based in the southern city of
Mangalore, where most of its branches are located. The bank has 981
branches and extension counters, 957 ATMs and around 11,900 employees.
The government has a 57.17% stake in the bank. Around 60% of the bank's
business is in metropolitan locations. Corporation Bank has a strategic alliance
with LIC, India's largest life-insurance company. LIC has a 26% stake in the
bank. The obvious synergies of this alliance are in insurance distribution and
treasury. The bank has high credit standards. Gross NPAs have been are about
1.5% as at March 2008, below the average for government banks. Loan loss
reserve ratios have been high, at 65-85% over the past 10 years.

Investment strategy

We rate Corporation Bank shares Sell/High Risk (3H). Corporation Bank has
historically traded at a premium to peers, on account of higher profitability in
the past. However, its earlier better than industry profile — higher net interest
margins, better than industry asset quality and coverage, and higher
profitability and capital support have continued to decline steadily. Corporation
Bank's NIMs are now lower than industry and are under pressure in the current
environment. The bank, however, has a relatively modest scale, and regional
concentration that moderates its funding franchise. We believe this will be a
competitive challenge, as banks compete more aggressively for liabilities.
Additionally, its asset quality will be under stress due to more mid-market and
relatively concentrated asset book; and should structurally support valuations
that are in-line/ at a discount to peers, tending more towards discounts in a
challenging economic environment.
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Valuation

Our target price of Rs175 is based on our EVA model, which captures the long-
term value of the business, and is a standard valuation measure for our India
banking coverage. Our EVA-based target price is premised on a risk-free rate of
6.0% (in-line with peers), lower than industry average margins of 180bps as we
expect margins to remain under pressure on account of higher than industry
loan growth; and higher than industry long-term capital ratio of 6.5% vs. 6%
average. We are also benchmarking our target price on a 0.5x 1-year-forward
P/BV, which is at a significant discount to larger public sector banks due to its
modest scale, regional funding franchise and relatively concentrated asset
exposures. This translates into a fair value of Rs195. We use EVA to derive our
target price as this is our preferred valuation measure for our India banks
sector, and reflects our more optimistic outlook on the government banking
sector.

Risks

We rate Corporation Bank shares High Risk based on our quantitative risk-
rating system, which tracks the 260-day share price volatility of the stock. The
key upside risks which could drive the shares above our target price include: a)
reversal in the tight interest rate and liquidity environment; b) an easing in the
asset quality outlook; and c) increase in corporation bank's net interest
margins and profitability.
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Analyst Certification

Each research analyst(s) principally responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with
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Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Corporation Bank.
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Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Corporation Bank in the past 12
months.
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Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, securities-
related: Corporation Bank.
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securities-related: Corporation Bank.
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Private Client Division, Institutional Sales and Trading, and Investment Banking.
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same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at
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Data current as of 31 Mar 2009 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage 43% 37% 20%
% of companies in each rating category that are investment banking clients 47% 43% 36%

Guide to Fundamental Research Investment Ratings:

Citi Investment Research's stock recommendations include a risk rating and an investment rating.

Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S).

Investment ratings are a function of Citi Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and
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company featured in the report. The fundamental credit opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to
securities market vagaries. The fundamental credit opinion is not geared to, but should be viewed in the context of debt ratings issued by major public debt ratings
companies such as Moody's Investors Service, Standard and Poor's, and Fitch Ratings. CBR risk ratings are approximately equivalent to the following matrix: Low Risk
Triple A to Low Double A; Low to Medium Risk High Single A through High Triple B; Medium to High Risk Mid Triple B through High Double B; High to Speculative Risk Mid
Double B and Below. The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued by a company
is held to maturity, based upon both fundamental and market risk factors. Certain reports published by Citi Investment Research will also include investment ratings on
specific issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citi Investment
Research's expectations for total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are:
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