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Oriental Bank of Commerce (OBC) reported a PAT of INR3.5b for 3QFY12, 11% higher than our estimate. While

operating profit was in-line, lower tax rate (~21% v/s our estimate of 32.5%) led to higher than estimated PAT.

 NIM up 26bp QoQ: Reported NIM improved 26bp QoQ to ~2.9%. In 2QFY12, OBC had reversed INR1.4b of

interest income on account of higher slippages; adjusted for this, NII was largely stable QoQ.

 Net slippages decline sharply - a positive: Gross slippages remained at an elevated INR7b (annualized slippage

ratio of 3.1%). However, as a result of strong recoveries and upgradation of INR5.1b (as against INR2.4b in

2QFY12), net slippages stood at just INR1.8b (net slippage ratio of 80bp v/s 5.8% in 2QFY12).

 Restructured loan of INR22b: In 3QFY12 bank restructured loan of INR22b (~200bp of overall loans) of which

INR9b was towards Uttar Haryana SEB and INR6b towards GTL. Bank took an NPV hit of ~INR1.4b on loan

restructured in 3QFY12. Management expects further restructuring of INR30b of which INR15b is towards

loans which are already pending in CDR and INR15b towards Air India.

 Loan growth remains healthy; CASA ratio declines further: Loans grew 5% QoQ and ~22% YoY to INR1.1t,

whereas deposits grew ~4% QoQ and 21% YoY to ~INR1.6t. CASA ratio declined to 22.3% v/s 22.9% in 2QFY12.

Valuation and view: We expect OBC to report an EPS of INR41.8 for FY12 and INR49.6 for FY13. BV is likely to be

INR382 in FY12 and INR420 in FY13. We expect RoA of 0.7% and RoE of 11.4% and 12.4% over FY12/13. The stock

trades at 0.7x FY12E BV and 0.6x FY13E BV. Maintain Buy.
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Quarterly performance v/s our estimates and reasons for deviation (INR m)
Y/E March 3QFY12A 3QFY12E Var (%) Comments

Net Interest Income 11,399 11,040 3 Margin improve 26bp QoQ

    % Change (YoY) 11 7

Other Income 2,953 3,012 -2 Fee income growth moderates

Net Income 14,352 14,052 2

Operating Expenses 6,081 5,706 7 Opex higher than est. led by higher

employee exp.

Operating Profit 8,271 8,346 -1 In-line with estimates

    % Change (YoY) 7 8

Other Provisions 3,809 3,611 5 Provisions higher than est. led by higher

MTM and provisions towards rest. loans

Profit before Tax 4,462 4,735 -6

Tax Provisions 920 1,539 -40 Tax rate at 21% v/s. est of 32.5%

Net Profit 3,542 3,196 11 Lower tax rate led to higher

    % Change (YoY) -13 -22 than est. PAT

Source: Company/MOSL

Margin up 26bp QoQ: Reported margins improved 26bp QoQ to ~2.9%. In 2QFY12, OBC

had reversed INR1.4b of interest income on account of higher slippages adjusted for

which NII was largely flattish QoQ. CoD increased 22bp QoQ, whereas yield on loan

was up 58bp (aided by lower interest income reversal) leading to margin expansion.

Management has guided for margins of ~2.9% going forward.

Net slippages decline sharply, a positive: Gross slippages remained at an elevated

level of INR7b (annualized slippage ratio of 3.1%), however strong recoveries and

upgradation of INR5.1b (as against INR2.4b in 2QFY12 and INR4.1b in FY11) was a

positive surprise as a result of which net slippages stood at just INR1.8b (net slippage

ratio of 80bp v/s. 5.8% in 2QFY12 and 1.5% in 3QFY11). Management specified that of

the total slippages, INR3.4b emanated from agriculture portfolio and INR1.6b from

retail segment besides slippages from other segments. Write-off during the quarter

stood at INR635m as against INR1.9b in 2QFY12 and INR808m in 3QFY11.

Asset Quality largely stable QoQ: In absolute terms, GNPA and NNPA were up 4%

QoQ. In % terms GNPA stood at ~2.9% (down 3bp QoQ) whereas NNPA stood at 1.90

(flat QoQ). Management has guided to contain GNPA and NNPA below 3% and 2%

respectively. PCR (calc) was stable at 36%, and PCR including technical write-off stood

at 63.2% (largely stable QoQ).

Restructured loan of INR22b in 3QFY12: During the quarter, bank restructured loan of

INR22b (~200bp of overall loans) of which INR9b was towards Uttar Haryana SEB and

INR6b towards GTL. Management mentioned that it had not taken any NPV hit on

restructuring of Uttar Haryana SEB, which is a positive. On the rest of the loan

restructured during the quarter bank took a NPV hit of ~INR1.4b (~11% of fresh

restructuring). Going forward management expects further restructuring of INR30b

of which INR15b is towards loans which are already pending in CDR and INR15b is

towards Air India. Gross restructured loan book stood at INR76b whereas o/s

restructured loan book (net of repayment/settlement) stood at INR61b (5.5% of overall

loan).
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Exposure to power segment: OBC's exposure to power segment stood at INR135.4b

(12.2% of overall loans) of which generation segment stood at INR77b, distribution

INR46b and rest to transmission segment. Exposure to Rajasthan SEB stood at INR22b

(of which INR19b is towards distribution), Haryana at INR15b (of which INR11b towards

distribution) and Uttar Pradesh at ~INR12b (of which INR8.6b is towards distribution).

Credit cost at ~40bp: Lower net slippages led to containment of credit cost which

stood at just 40bp as compared to ~140bp in 2QFY12 and 105bp in FY11. During the

quarter, bank made MTM provision of INR903m as against INR801m in 2QFY12 and nil

in 3QFY11.

Loan growth remains healthy: Loans grew 5% QoQ and ~22% YoY to INR1.1t, whereas

deposits grew ~4% QoQ and 21% YoY to ~INR1.6t. Incremental loan growth was driven

by strong growth in SME (+7.3% QoQ, 23% YoY) and agriculture segment (+7.6% QoQ,

26% YoY). While large corporate grew 4% QoQ (26% YoY), mid-corporate segment was

up 3.5% QoQ (+11% YoY). The only segment to have reported muted loan growth was

retail which was flattish both QoQ and YoY. Management has guided for loan growth

of 18-20% for FY12, implying 4QFY12 loan growth of 4-6% QoQ.

CASA ratio declines further: CASA growth moderated further to 2% QoQ (+7% YoY) led

by lower CA deposits (flattish QoQ and declined 8% YoY). SA deposit grew 3% QoQ

and 13% YoY to INR263b. CASA ratio declined further to 22.3% as against 22.9% a

quarter ago.

Fee income growth moderates: Fee income growth moderated to 12% YoY (down 13%

QoQ). While processing fee and incidental charges grew 40% YoY, it declined 14% QoQ

to INR808m, LCs and BGs related fee income grew 19% YoY and 10% QoQ to INR642m.

Trading profits stood at INR365m as compared to INR183m a quarter ago and INR314m

a year ago. Recoveries from written-off accounts stood at INR299m v/s INR260m in

2QFY12 and INR159m in 3QFY11.

Opex 7% above estimates: Opex grew 25% YoY and 20% QoQ to INR6.1b (v/s est of

INR5.7b). Strong growth in opex was led by 27% QoQ and YoY growth in employee

expense to INR3.5b. In 9MFY12, bank added 1,810 employees which could partially

explain the sharp increase in employee expense.  Cost to core income ratio for the

quarter stood at ~44% v/s 42% a quarter ago and 40% a year ago.

Valuation and view
In 3QFY12, NIM improved 26bp QoQ, a positive surprise, led by higher yield on loan

(partially aided by lower interest income reversal on slippages) and containment of

cost of deposits. On back of higher proportion of deposits at preferential rate, fall in

bulk deposit rates and improvement in asset quality, margins could surprise positively.

For FY12, management has guided for margins of 2.8%+ v/s 3.2% in FY11. We model in

margin decline of ~35bp in FY12 and expect it to improve ~10bp in FY13.
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OBC: One year forward P/E OBC: One year forward P/BV

While slippages during the quarter were at an elevated level of INR7b (annualized

slippage ratio of 3.1%), strong recoveries and upgradation contained NPA. Expected

further restructuring of INR30b over next couple of quarters remains a concern, but is

largely priced in, in our view.

We expect the bank to report EPS of INR41.8 for FY12, INR49.6 for FY13. BV is expected

to be INR382 in FY12 and INR420 in FY13. Bank is expected to report RoA of 0.7% and

RoE of 11.4% and 12.4% over FY12/13. On the back of higher proportion of wholesale

business, bank has one of the lowest cost to income ratios in the industry, which

remains its key strength.The stock trades at 0.7x FY12E BV and 0.6x FY13E BV. Maintain

Buy with a target price of INR420 (1x FY13E BV).

We upgrade our earnings est to factor in lower tax rate for FY12 (INR b)

Old Estimates Revised Est Change (%)

FY12 FY13 FY12 FY13 FY12 FY13

Net Interest Income 42.7 49.4 43.2 52.3 1.1 5.9

Other Income 12.9 14.7 12.4 14.1 -3.5 -4.2

Total Income 55.6 64.1 55.6 66.4 0.1 3.6

Operating Expenses 22.4 25.5 22.6 26.2 0.7 2.4

Operating Profits 33.1 38.6 33.0 40.2 -0.3 4.4

Provisions 15.6 17.2 15.9 18.8 1.8 9.3

PBT 17.5 21.3 17.2 21.4 -2.2 0.4

Tax 5.6 6.9 5.0 7.0 -11.3 0.4

PAT 11.9 14.4 12.2 14.5 2.2 0.4

Margins (%) 2.7 2.6 2.7 2.8

Credit Cost (%) 0.8 0.9 0.7 1.0

RoA (%) 0.7 0.7 0.7 0.7

RoE (%) 11.2 12.3 11.4 12.4



Oriental Bank of Commerce

31 January 2012
 5

Quarterly Snapshot

FY11                FY12 Variation (%) Cumulative Numbers

1Q 2Q 3Q 4Q 1Q 2Q 3Q QoQ YoY 9M 9M YoY

FY11 FY12  Gr (%)

Profit and Loss (INR m)

Net Interest Income 10,572 10,771 10,299 10,134 10,185 9,895 11,399 15 11 31,642 31,478 -1

Other Income 2,147 2,141 2,314 2,998 3,238 2,774 2,953 6 28 6,602 8,965 36

Trading profits 170 8 314 262 717 183 365 100 16 492 1,265 157

Forex Income 249 272 335 378 479 392 481 23 44 855 1,352 58

Recoveries 160 183 159 574 390 260 299 15 88 502 949 69

Fee income 1,406 1,650 1,494 1,800 1,470 1,921 1,675 -13 12 4,549 5,065 11

Others 162 29 12 -15 183 18 133 N.A. N.A. 203 334 65

Total Income 12,720 12,912 12,613 13,132 13,423 12,669 14,352 13 14 38,245 40,443 6

Operating Expenses 4,497 4,853 4,873 4,702 5,408 5,087 6,081 20 25 14,223 16,575 17

      Employee 2,531 2,764 2,771 2,418 3,196 2,783 3,532 27 27 8,066 9,511 18

      Others 1,966 2,089 2,103 2,284 2,212 2,304 2,549 11 21 6,157 7,064 15

Operating Profits 8,223 8,060 7,739 8,430 8,016 7,582 8,271 9 7 24,022 23,869 -1

Provisions 2,280 2,263 1,918 5,605 3,143 4,853 3,809 -22 99 6,460 11,805 83

PBT 5,943 5,796 5,822 2,825 4,873 2,729 4,462 64 -23 17,561 12,064 -31

Taxes 2,310 1,820 1,739 -512 1,324 1,051 920 -12 -47 5,869 3,295 -44

PAT 3,633 3,977 4,083 3,337 3,549 1,677 3,542 111 -13 11,692 8,769 -25

Asset Quality

GNPA 14,951 14,569 17,641 19,205 20,348 31,111 32,322 4 83

NNPA 6,159 6,066 8,161 9,382 10,592 19,783 20,616 4 153

GNPA (%) 1.7 1.7 1.9 2.0 2.1 3.0 2.9 -3 98

NNPA (%) 0.7 0.7 0.9 0.9 1.1 1.9 1.9 -1 98

PCR (Calculated, %) 59 58 54 51 48 36 36

Sl ippages 1,144 3,188 4,738 6,490 3,780 15,033 6,988 -54 48 9,070 25,802 184

       Slippage Ratio (%) 0.6 1.7 2.4 3.1 1.8 6.9 3.1 -379 67

Prov. for NPA in qtr 1,436 2,196 1,781 3,931 1,354 3,422 1,011 -70 -43 5,413 5,787 7

        Credit Cost (%) 0.7 1.0 0.8 1.7 0.6 1.4 0.4 -98 -42

Gr. restructured loans 53,184 52,575 51,331 52,698 48,366 53,919 75,983 41 48

         % to Loans 6.2 6.0 5.7 5.4 5 5.1 6.9 176 121

Ratios (%)

Fees to Total Income 12.3 13.0 11.9 13.6 12.3 15.3 12.6 12.4 13.4

Cost to Core Income 37.0 39.0 41.3 39.5 45.7 43.0 46.0 39.1 44.9

Tax Rate 38.9 31.4 29.9 -18.1 27.2 38.5 20.6 33.4 27.3

CASA Reported 24.3 25.4 25.2 24.6 23.4 22.9 0.0

Loan/Deposit 70.0 69.6 70.2 69.6 67.9 70.7 70.9

CAR 12.4 12.8 12.4 14.2 13.6 12.6 12.1

Margins Reported (%)

Yield on loans 10.0 10.3 10.3 10.6 11.4 11.7 12.2 58 192

Yield On Investments 7.2 7.3 7.3 7.1 7.4 7.5 7.6 11 26

Cost of Deposits 5.6 5.9 6.1 6.5 7.2 7.6 7.9 22 177

Spreads 3.0 3.0 2.8 2.7 2.5 2.4 2.6 23 -21

NIM Quarterly 3.3 3.3 3.1 3.0 2.9 2.6 2.9 26 -20

Balance sheet (INR b)

Deposits 1,231 1,258 1,293 1,391 1,446 1,496 1,562 4 21

of which CASA Deposits 300 319 326 341 338 342 348 2 7

    Current Deposits 92 93 93 94 89 86 85 -1 -8

    Savings Deposits 208 227 233 248 249 256 263 3 13

Gross Advances 861 875 908 968 982 1,057 1,107 5 22

Source: Company/MOSL, For %age change QoQ and YoY is bp



Oriental Bank of Commerce

31 January 2012
 6

Quaterly trends

CASA ratio declines QoQ (%)

Fee income growth moderates - a disappointment (%)

Asset quality remains healthy

 Fee income growth moderated to 12% YoY (down 13% QoQ)

Loan and deposit growth remains healthy

 Management guided for loan and deposit growth of

18-20% for FY12

Annualized slippage ratio at 3.1%

 Net slippages stood at just INR1.8b led by strong recoveries

and up gradation of INR5.1b

Margins improve 26bp QoQ - a positive surprise (%)

 Increase in yield on loan by 58bp aided by lower interest

income reversal led to margin expansion

 CASA growth moderated to 2% QoQ (+7% YoY) led by lower

CA deposits (flattish QoQ and declined 8% YoY)

 GNPA and NNPA up 4% QoQ
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MOSL Consensus Variation

Forecast Forecast (%)

FY12 41.8 42.6 -1.9

FY13 49.6 55.0 -10.9

Shareholding pattern (%)

Dec-11 Sep-11 Dec-10

Promoter 58.0 58.0 51.1

Domestic Inst 25.0 25.4 25.5

Foreign 9.9 9.9 16.8

Others 7.1 6.7 6.7
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