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Playing catch up...

CORPORATION BANK

Q2 FY 2007 update

S U M M A R Y

Corporation Bank posted a topline growth of 20%
to Rs 9.4 bn for Q2FY07. This was driven by 29%
rise in interest income to Rs 8.3 bn. However non
interest income exhibited YoY decline of 18% to
Rs 1.1 bn.

Growth in topline was led by 45% YoY
improvement in interest on advances to Rs 5.7 bn.
While interest on balances with RBI and others
declined by 16% to Rs 288 mn, interest on
investments exhibited growth of 6% to Rs   2.3 bn.

Total expenditure increased 36% to Rs 7 bn, as
employee costs and interest expenses spiked by
3% and 49% to Rs 912 mn and Rs 4.7 bn
respectively.  Accordingly,  OPM dipped 868 bps
YoY to 24.92%, restricting the growth in o p. profit
at Rs 2.3 bn.

 Total advances and deposits registered growth of
35% and 28 % respectively. While home loans at
Rs 39 bn posted a 32% YoY growth, retail advances
grew 21% YoY to Rs 69 bn and now constitutes
25% of its total advances. Increasing  cost of funds
in Q2FY07 due to surging cost of deposits and
rapid increase in term deposits led to 36 bps QoQ
decline in Net Interest Margin (NIM) to 3.2%.

Provisions and contingencies declined 60% to Rs
387 mn, due to write backs of provisions. As a
result, net profit grew by 20% to Rs 1.2 bn in
Q2FY07.

The bank has a strong balance sheet, consistent
track record and is set to reap  benefits of its
alliance with two other  banks. However, there is
distinct  margin pressure due to inability to garner
low cost deposits and  ramp up presence in retail.
It is also lagging in strengthening its fee based
income stream. In view of the above, its valuation
i.e.  P/E  14x and P/BV of 1.7x,  its  FY07E  numbers  is
not cheap as compared to its peers.  Hence,  we
recommend a ‘HOLD’  and plan to revisit the same
in case of  changes on the aforementioned fronts.

SHAREHOLDING PATTERN (%)

Qtr. Ended Mar-06 Jun-06 Sep-06
Promoter 57.2 57.2 57.17
MF & UTI 2.08 1.78 1.75
Banks/FIs 27.68 27.68 27.61
FIIs 10.07 10.16 10.88
PCB 0.25 0.27 0.22
NRIs/OCBs/Others 0.18 0.22 0.22
Indian Public 2.59 2.72 2.14

Eq. shares (mn nos.) 143.4 143.4 143.4

EPS B.V. RONW P/E P/BV
(Rs.) (Rs.) (%) (x)  (x)

2005 28.0 213 13.2 14.9 2.0
2006 31.0 235 13.2 13.5 1.8
2007E 29.7 248 12.0 14.0 1.7

Year Ended
(March)

Mar-06 Jun-06 Sep-06 2005 2006 2007E

Op. Income 8,628 9,176 9,454 16,939 17,983 19,075
YoY Gr (%) 19.4 19.7 20.4 8.9 6.2 6.1
Op profits 2,691 3,241 2,357 10,569 10,516 10,764
Op Marg (%) 31.2 35.3 24.9 37.6 32.9 29.6
Net profits 1,002 1,443 1,270 4,021 4,445 4,264
Eq Capital 1,434 1,434 1,434 1,434 1,434 1,434

Rs Mn
  Year Ended (March)Quarter Ended

KEY FINANCIALS (STANDALONE)

KEY RATIOS

Analyst - Chandana Jha
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OUR VIEW CORPORATION  BANK

Business growth

The banks balance sheet size has exhibited growth of
25% YoY and stands at Rs 463 bn as on Sep ‘06. It
recorded a 32% YoY growth in total business to Rs 660
bn and has maintained a fine balance  between credit
offtake & deposit mobilization by posting growth of
35% and 28% to Rs 280 bn and Rs 380 bn resp. This is
a marked divergence as compared to its peers where
the credit offtake growth has outpaced deposit growth.

Advances growth has been largely driven by corporate
loans which posted a 45% YoY  growth and constituted
75% of its total advance portfolio in H1FY07.

Retail and  housing loans disbursements were up 21%
and 32% to Rs 70 bn and Rs 39 bn respectively.  Its
lending to agri sector has also grown satisfactorily by
38% to Rs 24 bn.  This growth has resulted in credit-
deposit ratio currently being 74%, as against 68% in
the corresponding quarter last year.

On the deposit front, the  share of demand deposits in
total deposits has declined 333 bps to 29.8% , resulting
in incremental credit being funded by high cost term

Scrip performance vis-a-vis BSE Sensex

deposit. The bank maintains that these were garnered
to cater to the maturity of some big ticket low yielding
advances in Q3FY07. However, term deposits maturing
in the coming  two months would be replaced by low
cost, high yielding deposits , thereby relieving pressure
on its margins.

We expect the share of demand deposits in total
deposits to be ~34% and NIM to be ~3% by the end
of FY07.

With strong growth in the balance sheet size,
Corporation bank has  witnessed a 3.3% YoY growth in
Net Interest Income to Rs 3.1 bn in Q2FY07. However,
the impact of its  inability to push  growth in fee income
over consecutive quarters is  being visible.

Non interest income declined 18% YoY  to Rs 1.1 bn in
Q2FY07. This was due to decline in trading profit by Rs
70 mn and profit on exchange transactions dipping to
Rs 156 mn. The share of non interest income to total
income currently stands at 16.13%. Fee income
constituted a mere 7 % of total income in Q2FY07 and
has remained major concern for the bank.
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OUR VIEW CORPORATION BANK

Cost - Income Matrix

Interest expenditure of the  bank increased 51% to Rs
5.2 bn in Q2FY07, on the back of cost of funds rising 61
bps to 4.59 % for H1FY07. Further, cost of deposits have
inched up to 5.02%, rising 48 bps YoY.  However, salaries
and other expenses, together  posted a sedate growth
of 12% YoY to Rs 1.9 bn in H1FY07. Therefore, despite
promising upside in revenues from multiple avenues,
cost - income ratio of the bank stands at 40.59% for
H1FY07. While this has moved up from 39.56% on a
YoY basis, we expect cost-income ratio of Corporation
bank to hover around 43% for FY07E.

Asset quality & provisioning requirements

The Gross and Net NPA declined to 2.16% and 0.48%
from 3.33% and 0.98% last year. With cash recovery
and upgradations being Rs 1.3 bn as against Rs 930
mn in the previous year , provision coverage currently
stands at 78.20%. Asset quality has shown
improvement with rate of delinquency declining to
0.90% as on Sep ‘06 from 1.63 % in Sep ‘05. Write off
during Q2FY07 has been Rs 32 mn as against Rs 346
mn in Q2FY06. The initiative to set up centralized credit
appraisal cells should result in improved retail asset
quality.

Corporation bank is well capitalised with capital
adequacy ratio (CAR) being 13.32% as at  the end of
Q2FY07. This has been achieved despite considerable
growth in risk weighted assets of the bank. However it
declined by 60 bps from Q1FY07.

Concerns & future prospects

The NPAs in the retail book and mortgage loans
stands at 3.1% and 3.8% respectively. This is higher
than the industry average and remains one of the
concern for the bank .

Corporation bank has an impressive track record and
clean balance sheet among its peers. Currently it has
782 branches with 504 branches under core banking
solution. This constitutes around 83% of its business.
They have about 814 AMTs spread across cities in
different geographical areas. It has entered into
agreement with LIC  for offering cash management
services and Oriental bank of commerce and
Karnataka bank for ATM sharing.

Corporation bank entered into strategic alliance with
OBC and Indian bank in Q2FY07. This should enable
it to leverage  delivery channel of the two banks and
get access to their customers in the northern region. It
also would give the much needed impetus to the fee
income of the bank. However, the impact will be visible
only after 2-3 quarters and get reflected in FY08.

Considering the current trend in operations, the bank
is  likely  to  witness an OPM contraction of ~302 bps
in the near term to 29.6% on the back of rising operating
expenses in the previous two quarters. Thus operating
profits would be able to eke a  meagre YoY growth of
2.4% to Rs 10.8 bn. Accordingly, net profits should be
Rs 4.3 bn,  translating into an EPS of Rs 30 in FY07.

The bank has a strong balance sheet, consistent track
record and is now set to reap  benefits of alliance with
two other  banks. However, there is a distinct  margin
pressure due to inability to garner  low cost deposits
and  ramp up presence in retail. It is also lagging in
strengthening its fee based income stream.

At the CMP of 417, the stock is trading at a P/E  14x and
P/BV of 1.7x, discounting its FY07E numbers. The
valuations are on a higher side, when compared to its
peers.  Hence,  we recommend a ‘HOLD’  and plan to
revisit the same in case of material changes on the
aforementioned fronts.

Corporation Bank’s qrtly NPA trend
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RESULTS TABLE CORPORATION BANK

Quarter Ended Half Year Ended
Particulars (Rs mn)

Financial results for the quarter and half year ended Sep’30, 2006 (Standalone)
Yr Ended

30/09/06 30/09/05 Gr % 30/09/06 30/09/05 Gr % 31/03/06

Interest on Advances 5,736 3,955 45.0 10,798 7,621 41.7 16,491

Interest on Investments 2,301 2,173 5.9 4,288 4,235 1.2 8,535

Interest on balances/others 288 345 (16.4) 539 584 (7.7) 1,239

Interest Income 8,325 6,473 28.6 15,625 12,440 25.6 26,265

Other Income 1,131 1,380 (18.1) 3,005 3,076 (2.3) 5,715

Operating Income 9,455 7,853 20.4 18,630 15,516 20.1 31,980

Interest expended 5,158 3,407 51.4 9,211 6,566 40.3 13,997

Employee cost 912 887 2.9 1,810 1,726 4.8 3,635

Other operating expense 1,028 920 11.8 2,013 1,815 10.9 3,832

Expenditure 7,099 5,214 36.2 13,034 10,107 29.0 21,464

Operating profit 2,357 2,639 (10.7) 5,596 5,409 3.5 10,516

Provisions and contingencies 387 960 (59.7) 1,449 1,774 (18.3) 3,770

PBT 1,970 1,679 17.4 4,147 3,635 14.1 6,746

Provision for current tax 700 623 12.4 1,435 1,344 6.8 2,300

Net Profit 1,270 1,056 20.3 2,712 2,291 18.4 4,445

Equity capital 1,434 1,434 1,434 1,434 1,434

EPS for the period(Rs) 8.9 7.4 18.9 16.0 31.0

OPM (%) 24.92 33.60 30.04 34.86 32.9

NPM (%) 13.43 13.44 14.56 14.77 13.9

NIM 2.90 3.40 3.02 3.50 3.01

PE BandMedian PE v/s Daily PE
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T e a mT e a mT e a mT e a mT e a m

Equity Desk
R. Baskar Babu - Head - Equity Broking baskarb@pinc.co.in 91-22-66186400

Research
Bhavin Chheda - Metals & Mining bhavinc@pinc.co.in 91-22-66186375
(Head of Research)

Sameer Ranade - Capital Goods / Utilities sameerr@pinc.co.in 91-22-66186381
Nirjhar Handa - FMCG / Pharma nirjharh@pinc.co.in 91-22-66186400
Sujit Jain - Fertilisers / Agro products sujitj@pinc.co.in 91-22-66186379
Amol Rao - Hospitality / Pipes amolr@pinc.co.in 91-22-66186378
Nirav Shah - Sugar niravs@pinc.co.in 91-22-66186383
Nakul Dharmawat - Cement nakuld@pinc.co.in 91-22-66186382
Kalpesh Makwana - Specialty Chemicals / Pharma kalpeshm@pinc.co.in 91-22-66186377
Rishabh Bagaria - Auto / Auto Ancilliary rishabhb@pinc.co.in 91-22-66186391
Ruchir Desai - Technology ruchird@pinc.co.in 91-22-66186372
Syed Sagheer - Logistics / Light Engineering syeds@pinc.co.in 91-22-66186390
Chandana Jha - Associate - Banking chandanaj@pinc.co.in 91-22-66186398
Dipti Solanki - Associate - Media diptis@pinc.co.in 91-22-66186392
Rahhul Aggarwal - Associate - Steel rahhula@pinc.co.in 91-22-66186388
Faisal Memon - Associate - Logistics faisalm@pinc.co.in 91-22-66186389
Abhishek Gangwani - Associate abhishekg@pinc.co.in 91-22-66186385

Institutional Sales:
Jaykrishna Gandhi jaykrishnag@pinc.co.in 91-22-66186327
Rajesh Khanna rajeshk@pinc.co.in 91-22-66186328

Dealing
Bhavik Broker / Chetan Trivedi equity@pinc.co.in 91-22-66186306
Manoj Parmar / Raju Bhavsar equity@pinc.co.in 91-22-66186323

Business Development / New initiatives:
Sachin Kasera sachink@pinc.co.in 91-22-66186384

Derivative Desk
Sailav Kaji - Strategy sailavk@pinc.co.in 91-22-66186341
Anand Kuchelan - Analyst anandk@pinc.co.in 91-22-66186349
Nilesh G. Inamdar - Dealer nileshg@pinc.co.in 91-22-66186347

PMS Desk
Vivek Agrawal viveka@pinc.co.in 91-22-66186373
Hormasd Sumariwalla hormasds@pinc.co.in 91-22-66186389

Directors
Gaurang Gandhi gaurangg@pinc.co.in 91-22-66186400
Girish Bakre girishb@pinc.co.in 91-22-66186400
Hemang Gandhi hemangg@pinc.co.in 91-22-66186400
Ketan Gandhi ketang@pinc.co.in 91-22-66186400
Rakesh Bhatia - Head Compliance rakeshb@pinc.co.in 91-22-66186400



6PIONEER INTERMEDIARIES PVT. LTD.

Disclaimer:  This document has been prepared by the Research Desk of M/s Pioneer Intermediaries P. Ltd. (PINC) and is meant for use of the recipient only and is not
for public circulation. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment
in the securities of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors
The information  contained herein is obtained and collated  from sources believed reliable and Pioneer has not independently verified all the information given in this
document. Accordingly, no representation or warranty, express or implied, is made as to the accuracy, completeness or fairness of the information and opinions
contained in this document.
The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the
views expressed in the report.The opinion expressed or estimates made are as per the  best judgement as applicable at that point of time and Pioneer reserves the right
to make modifications and alternations to this statement as may be required from time to time without any prior approval
Pioneer, its affiliates, their directors, employees and their dependant family members may from time to time, effect or have effected an own account transaction in,
or deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or solicit
investment banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent of each other.
The recipient should take this into account before interpreting the document
This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of Pioneer. The views
expressed are those of analyst and the Pioneer may or may not subscribe to all the views expressed therein
This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or
published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to U.S.Persons),
Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. The distribution
of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves about, and observe,
any such restrictions
Neither Pioneer, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential
including lost revenue or lost profits that may arise from or in connection with the use of the information.
Copyright in this document vests exclusively with Pioneer and this document is not to be reported or circulated  or copied or made available to others.

Tel.: 91-22-66186633/6400        Fax : 91-22-22049195
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