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QUARTERLY PERFORMANCE (RS MILLION)

F Y 0 5 F Y 0 6

1Q 2 Q 3 Q 4 Q 1Q 2 Q 3 Q 4 Q

Interest Income 4,962 5,094 5,429 5,459 5,550 5,715 5,953 5,900 20,943 23,118
Interest Expense 2,624 2,656 2,923 2,894 3,178 3,386 3,362 3,464 11,098 13,390
Net Interest Income 2,337 2,437 2,506 2,565 2,372 2,329 2,591 2,436 9,845 9,728
    % Change (Y-o-Y) 39.0 28.4 6.4 5.0 1.5 -4.5 3.4 -5.0 17.5 -1.2
Other Income 1,144 834 688 870 1,027 941 731 992 3,538 3,690
Net Incom e 3,481 3,271 3,194 3,435 3,399 3,269 3,322 3,428 13,383 13,418
    % Change (Y-o-Y) 7.1 -6.4 -7.9 0.3 -2.3 -0.1 4.0 -0.2 -1.8 0.3
Operating Expenses 1,308 1,389 1,352 1,443 1,376 1,634 1,612 1,613 5,492 6,235
Operating Profit 2,173 1,883 1,842 1,992 2,023 1,635 1,710 1,815 7,891 7,182
Other Provisions 737 1,449 1,076 900 1,944 536 731 2,177 4,162 5,388
Tax Provisions 460 -279 209 -468 -196 348 390 -17 -78 526
Net Profit 976 714 556 1,559 275 751 588 -345 3,807 1,269
    % Change (Y-o-Y) 20.6 -25.6 -49.5 25.3 -71.8 5.2 5.7 -122.1 -7.4 -66.7
Cost to Income Ratio (%) 37.6 42.4 42.3 42.0 40.5 50.0 48.5 47.1 41.0 46.5
Interest Expense/Interest Income (%) 52.9 52.1 53.8 53.0 57.3 59.3 56.5 58.7 53.0 57.9
Other Income/Net Income (%) 32.9 25.5 21.5 25.3 30.2 28.8 22.0 28.9 26.4 27.5

E: MOSt Estimates

F Y 0 5 F Y 0 6

Equity Shares (m) 433.5

52-Week Range 72/49

1,6,12 Rel.Perf.(%) -10/-52/-105

M.Cap. (Rs b) 23.5

M.Cap. (US$ b) 0.5

YEAR NET INCOME PAT EPS EPS P/ E P/BV C A R ROE ROA P/ABV

END (RS M ) ( R S  M ) (RS) GROWTH (%) ( X ) ( X ) (%) (%) ( %) ( X )

3/06A 13,418 1,269 2.9 -66.7 18.5 1.4 12.4 7.8 0.4 1.4

3/07E 14,173 2,477 5.7 95.2 9.5 1.3 11.9 14.1 0.7 1.3

3/08E 16,009 3,113 7.2 25.7 7.5 1.2 11.9 16.1 0.8 1.2

Vijaya Bank reported disappointing results for 4QFY06. NII declined 5% and provisions relating to NPAs and investment
depreciation were significantly higher. The bank reported a loss of Rs345m against a net profit of Rs1.6b in 4QFY05.
Asset quality deteriorated QoQ, with gross NPAs moving up from Rs49b to Rs54b (2.98% in 3QFY06 to 3.17% in
4QFY06). Net NPAs, however, declined from 0.97% in 3QFY06 to 0.85% in 4QFY06.

? Business growth lower than industry
? NII declines; margins contract
? Asset quality worsens – gross NPAs increase to 3.2%

Following the disappointing 4QFY06 results, we have downgraded our earnings estimates for FY07 and FY08, significantly.
At 1.3x FY07E book value, the stock trades in line with other state-owned banks that offer sustainable earnings growth.
We are downgrading our recommendation to Neutral. We would be monitoring the bank’s performance over the next
couple of quarters closely for any signs of a turnaround.
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Vijaya Bank reported disappointing results for 4QFY06.
NII declined 5% and provisions relating to NPAs and
investment depreciation were significantly higher. The bank
reported a loss of Rs345m against a net profit of Rs1.6b in
4QFY05. Asset quality deteriorated QoQ, with gross NPAs
moving up from Rs49b to Rs54b (2.98% in 3QFY06 to
3.17% in 4QFY06). Net NPAs, however, declined from
0.97% in 3QFY06 to 0.85% in 4QFY06.

Business growth lower than industry
Vijaya Bank’s business growth has been much lower than
the industry. Gross loans have grown just 16% in FY06 to
Rs171b. Growth in retail loans has also been in line with
the overall loan book growth; the proportion of retail loans
has been maintained at 34%. However, priority sector credit
and agriculture credit have grown faster at 24% and 34%,
respectively.

Deposits have grown at 8% during FY06 to Rs277b. Low
cost deposits have grown faster and form 35.3% of total
deposits in FY06 as against 32.6% in FY05. Loan-deposit
ratio has expanded from 57% in FY05 to 62% in FY06.
With a stronger thrust on growing the loan book, we expect
this ratio to improve further, going forward.

NII declines; margins contract
NII declined by 5% YoY to Rs2.4b in 4QFY06. For FY06,
NII declined by 1% to Rs9.7b. Net interest margins declined
sharply in FY06 to 3.22% from 3.56% in FY05. We believe
that the management has recognized few accounts as non-
performing during 4QFY06, which has resulted in no
earnings from these accounts and in interest reversals during
4QFY06. Lower yield on loans (8.85% against 9.3% in
FY05) coupled with lower investment yields (8bp) and rising
cost of deposits (16bp) has resulted in margin compression
in FY06. To improve margins from here, we believe that
the management will have to build a strong loan book
pipeline and shed its excess treasury book.

Source: Company/Motilal Oswal Securities

Higher provisions result in a loss for the quarter
The bank has made very high NPA provisions of Rs1b
during 4QFY06, as asset quality worsened. It also took a
hit of Rs690m during the quarter towards depreciation of
the investment book. Higher provisions resulted in the bank
posting a Rs345m loss during 4QFY06.

For FY06, the bank has made provisions of Rs1.3b towards
NPAs and Rs2.6b towards the investment book. We believe
that provisions are likely to decline during FY07, as a large
part of treasury losses have already been taken care of in
FY06. However, the bank is likely to transfer securities to
HTM during 1QFY07 and accordingly take a hit in 1QFY07.

Treasury income is still significant
Vijaya Bank’s treasury profits for FY06 have remained flat
at Rs1.48b and constitute 82% of its pre-tax profit. We
expect income from treasury to decline significantly in FY07.
Growth in non-interest income other than treasury was also
modest at 7% in FY06 at Rs2.2b.

Asset quality worsens; gross NPAs increase to
3.2%
While net NPAs have declined by 12bp on QoQ basis to
0.85%, gross NPAs have increased from 2.98% in 3QFY06
to 3.17% in 4QFY06. We believe that the management has
recognized few accounts as non-performing during 4QFY06,
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which has resulted in no earnings from these accounts during
the quarter, worsened asset quality and higher provisions.

DETERIORATING ASSET QUALITY
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Downgrade to Neutral
Following the disappointing 4QFY06 results, we have
downgraded our earnings estimates for FY07 and FY08,
significantly. At 1.3x FY07E book value, the stock trades
in line with other state-owned banks that offer sustainable
earnings growth. We are downgrading our recommendation
to Neutral. We would be monitoring the bank’s performance
over the next couple of quarters closely for any signs of a
turnaround.
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Company description
Vijaya Bank, established in 1932, is a mid-sized Bangalore-
based state-owned bank having a balance sheet size of
Rs240b+. The bank has made public offerings in 2001 and
2003, after which the government’s stake has reduced to
54%. It has a network of 923 branches, with approximately
309 branches under CBS covering almost 65% of bank’s
business.

Key investment arguments
? Consistently grown its loan book with greater thrust on

retail advances
? Asset quality is one of the best in the sector with net

NPAs at 0.85%
? Sufficient capital adequacy ratio of 12.2%

Key investment risks
? Since the government’s stake is 54%, there is not much

room for further dilution

Recent developments
? Mr PP Mallya, formerly Executive Director, Syndicate

Bank has taken over as Chairman & Managing Director
effective 1 April 2006

? Mr T Valliappan was recently appointed Executive
Director of Vijaya Bank

Valuation and view
? Healthy loan growth, clean asset portfolio makes Vijaya

Bank an efficient bank
? The stock trades at 9.5x FY07E EPS and 1.3x FY07E

BV.

Sector view
? Loan growth of 30% in FY06; likely to remain strong in

FY07
? Volatility in interest rates would impact treasury income
? Benefits of significant improvement in asset quality not

yet factored in earnings, valuations
? We maintain an overweight stance on the sector

COMPARATIVE VALUATIONS
VIJAYA BANK PNB CANARA

P/E (x) FY07E 9.5 7.6 7.1
FY08E 7.5 6.4 6.2

P/ABV (x) FY07E 1.3 1.3 1.3
FY08E 1.2 1.1 1.2

RoE (%) FY07E 14.1 18.5 19.3
FY08E 16.1 18.6 18.8

RoA (%) FY07E 0.7 1.3 1.1
FY08E 0.8 1.3 1.1

SHAREHOLDING PATTERN (%)
MAR.06 DEC.05 MAR.05

Promoters 53.9 53.9 53.9

Domestic Institutions 6.5 7.2 7.9

FIIs/FDIs 16.6 16.9 14.7

Others 23.0 22.0 23.5

Vijaya Bank: an investment profile

STOCK PERFORMANCE (1 YEAR)

EPS: MOST FORECAST VS CONSENSUS (RS)
MOST CONSENSUS VARIATION

FORECAST FORECAST (%)
FY07 5.7 8.5 -32.8
FY08 7.2 11.2 -35.7

TARGET PRICE AND RECOMMENDATION
CURRENT TARGET  UPSIDE RECO.
PRICE (RS) PRICE (RS)  (%)

54 55 - Neutral
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INCOME STATEM ENT (Rs Mi l l ion)

Y / E  M A R C H 2 0 0 4 2 0 0 5 2 0 0 6 E 2 0 0 7 E 2 0 0 8 E

Interest Income 19,401 20,943 23,118 26,761 31,945

Interest Expended 11,023 11,098 13,390 15,688 19,137

Net Interest Income 8,378 9,845 9,728 11,073 12,809

Change (%) 30.2 17.5 -1.2 13.8 15.7

Other Income 5,257 3,538 3,690 3,100 3,200

Net Income 13,635 13,383 13,418 14,173 16,009

Change (%) 37.8 -1.8 0.3 5.6 13.0

Operating Expenses 4,978 5,492 6,235 6,933 7,685

Operating Income 8,656 7,891 7,182 7,240 8,324

Change (%) 100.2 -8.8 -9.0 0.8 15.0

Other Provisions 3,128 4,162 5,388 3,800 4,000

P B T 5,529 3,729 1,795 3,440 4,324

Tax 1,415 -78 526 963 1,211

Tax Rate (%) 25.6 -2.1 29.3 28.0 28.0

P A T 4,113 3,807 1,269 2,477 3,113

Change (%) 109.3 -7.4 -66.7 95.2 25.7

Proposed Dividend 1,223 1,225 434 867 1,084

BALANCE SHEET (Rs Mi l l ion)

Y / E  M A R C H 2 0 0 4 2 0 0 5 2 0 0 6 E 2 0 0 7 E 2 0 0 8 E

Capital 4,335 4,335 4,335 4,335 4,335

Reserves & Surplus 9,020 11,557 12,392 14,002 16,031

Net Worth 13,355 15,892 16,727 18,337 20,366

Deposits 210,151 256,180 277,093 324,199 379,312

Change (%) 23.5 21.9 8.2 17.0 17.0

Borrowings 3,366 6,408 7,690 8,459 9,305

Other Liabilities & Prov. 13,838 14,875 17,106 19,672 22,623

Total Liabilities 240,710 293,355 318,616 370,667 431,607

Current Assets 11,186 16,146 13,938 16,233 18,133

Investments 108,370 120,687 124,308 136,739 150,413

Change (%) 22.3 11.4 3.0 10.0 10.0

Advances 110,453 143,358 166,582 203,230 247,940

Change (%) 40.1 29.8 16.2 22.0 22.0

Net Fixed Assets 1,913 2,176 2,251 2,351 2,401

Other Assets 8,789 10,988 11,537 12,114 12,720

Tota l  Asse ts 240,710 293,355 318,616 370,667 431,607

ASSUMPTIONS (%)

Deposit Growth 23.5 21.9 8.2 17.0 17.0

Advances Growth 40.1 29.8 16.2 22.0 22.0

Investments Growth 22.3 11.4 3.0 10.0 10.0

Average PLR 10.0 10.0 10.0 10.0 10.0

Dividend 28.2 28.3 10.0 20.0 25.0

CRR 4.5 5.0 5.0 5.0 5.0

E: M OSt Estimates

RATIOS

Y / E  M A R C H 2 0 0 4 2 0 0 5 2 0 0 6 E 2 0 0 7 E 2 0 0 8 E

Spreads Analysis (%)

Avg. Yield - Earning Assets 9.4 8.2 7.9 8.0 8.2

Avg. Cost-Int. Bear. Liab. 5.7 4.7 4.9 5.1 5.3

Interest Spread 3.7 3.6 3.0 2.9 2.9

Net Interest M argin 4.1 3.9 3.3 3.3 3.3

P rofitabil i ty Ratios (%)

RoE 38.3 26.0 7.8 14.1 16.1

RoA 1.9 1.4 0.4 0.7 0.8

Int. Expended/Int.Earned 56.8 53.0 57.9 58.6 59.9

Other Inc./Net Income 38.6 26.4 27.5 21.9 20.0

Efficiency Ratios (%)

Op. Exps./Net Income 36.5 41.0 46.5 48.9 48.0

Empl. Cost/Op. Exps. 66.6 58.1 60.8 60.7 61.4

Busi. per Empl. (Rs m) 24.5 31.3 36.4 41.5 49.0

NP per Empl. (Rs lac) 0.4 0.3 0.1 0.2 0.3

Asset-Liabil i ty Profi le (%)

Adv./Deposit Ratio 52.6 56.0 60.1 62.7 65.4

Invest./Deposit Ratio 51.6 47.1 44.9 42.2 39.7

G-Sec/Invest. Ratio 83.9 87.5 93.4 93.4 93.4

Gross NPAs to Adv. 3.4 2.9 2.7 2.5 2.3

Net NPAs to Adv. 0.9 0.6 0.4 0.4 0.4

CAR 14.1 12.9 12.4 11.9 11.9

Tier 1 8.4 7.6 7.2 6.8 6.8

VALUATION

Book Value (Rs) 30.8 36.7 38.6 42.3 47.0

Price-BV (x) 1.8 1.5 1.4 1.3 1.2

Adjusted BV (Rs) 29.3 35.4 37.6 41.2 45.5

Price-ABV (x) 1.8 1.5 1.4 1.3 1.2

EPS (Rs) 9.5 8.8 2.9 5.7 7.2

EPS Growth (%) 61.0 -7.4 -66.7 95.2 25.7

Price-Earnings (x) 5.7 6.2 18.5 9.5 7.5

OPS (Rs) 20.0 18.2 16.6 16.7 19.2

OPS Growth (%) 54.0 -8.8 -9.0 0.8 15.0

Price-OP (x) 2.7 3.0 3.3 3.2 2.8

E: M OSt Estimates
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
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
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Vijaya Bank
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No

MOSt is not engaged in providing investment-banking services.

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

For more copies or other information, contact
Institutional:  Navin Agarwal.   Retail:  Manish Shah, Mihir Kothari

Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: inquire@motilaloswal.com
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