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Key valuation metrics
Year to 31 March 2004 2005 2006 2007E 2008E
Net profit (Rs m) 13,944 11,095 13,432 17,177 19,644
yoy growth 36.9 (20.4) 21.1 27.9 14.4
Shares in issue (m) 410 410 410 410 410
EPS (Rs) 34.0 27.1 32.8 41.9 47.9
EPS growth (%) 36.9 (20.4) 21.1 27.9 14.4
PE (x) 7.7 9.7 8.0 6.2 5.5
Book value (Rs/share) 128.1 149.0 175.2 210.1 251.0
Adj. Book value (Rs/share) 117.4 138.9 166.8 209.2 256.0
P/ Adj. Book (x) 2.2 1.9 16 1.2 1.0
RONW (%) 29.7 19.5 20.2 21.8 20.8

Canara bank has reported net profit of Rs4.94bn for Q4 FY06 — 382% yoy growth — which is significantly better
than our estimates of 243% yoy growth. Although the operating performance of the bank in terms of NIl growth
and fee income growth is in line with expectations and operating profit and PBT numbers are also in line with
estimates, the higher than expected net profit has been the result of tax write-back related to deferred tax assets.
In a rising interest rate scenario, the bank has largely been able to protect its margins while its asset quality has
improved significantly over the year. We maintain our earning estimates and expect the bank to report 21% CAGR
in earnings growth over FY05-08 with average RoE of 21%. The stock trades at attractive valuation of 1.2 x FY07
adjusted book. Maintain Outperformer with 12-month target price of Rs330, which is 1.6 x FYO7E adjusted book.

Q NII growth driven by loan growth and improving CD ratio

Canara Bank has reported 13.7% yoy growth in net interest income for FY06 (7.1% yoy growth for Q4FY06), which is
broadly in line with our expectations. The NII for Q4FY06 at Rs9.83bn was marginally short of our estimate of
Rs10.38bn. Loan book of Canara bank has grown by 31% yoy driven by housing, other retail loans, agriculture and
SME segments. CD ratio of the bank has improved from 62.3% as on Mar-05 to 68.0% as on Mar-06

Outstanding as on Mar-06 (Rs bn) Yoy growth (%)

Retail loans 145.52 29.0
Out of which housing 56.0 33.5
Agriculture 120.3 37.0
SME 124.2 20.7
Total loan book 794.3 31.0

Source: Company
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Q Rising deposit costs have led to 10 bps sequential NIM in margins

Deposit costs of Canara bank increased by about 13 bps during the quarter to 4.98%. Deposit growth which was
hovering at 13-14% till Q2 and Q3FY06 has gone up to 20.3% yoy during Q4FYO06 leading to decline in CASA ratio
(from 34.9% as on Dec-05 to 33.3% as on Mar-06). To tide over difficult liquidity situation in Q4, the bank had
affected two rounds of 25-50 bps hike in retail deposit rates during Feb and Mar-06. As a result, bank’s NIM has come
down to 2.96% during Q4FY06 compared to 3.06% during Q3 FY06. For the full year, NIM has averaged at 2.95%
(compared to 3.00% during FY05).

For the quarter ended Mar-2005 Dec-2005 Mar-2006
Yield on advances (%) 8.35 8.41 8.26
Yield on investments 7.64 7.76 7.78
Cost of deposits 4.58 4.85 4.98
NIM 3.40 3.06 2.96

Source: SSKI research

O Operating expenses increasing with wage revision and technology spend

Although overall employee expenses of the bank has just grown by ~10% for FY06, if VRS expenses for the previous
year are excluded then the growth is as high as 27% mainly due to payment of wage arrears during first nine months of
FY06. Going forward, we expect employee expenses to grow at 10-13% for next two years. Other operating expenses are
likely to go up in FYQ7 as bank aggressively rolls out CBS platform. Canara bank aims at networking about 1,000 of its
2,532 branches on CBS by the end of FY07.

A Decline in provisioning leads to sharp jump in PBT

Profit before tax of Canara bank has witnessed 678% yoy growth for Q4FYO06, which is largely in line with
expectations. During Q4FY05, the bank had provided almost Rs5.50bn towards NPA provisioning as a part of clean-up
exercise. However, net profit for the quarter under consideration at Rs4.94bn is significantly higher than our
expectation of Rs3.50bn — mainly due to tax write-back of Rs400m related to deferred tax assets. The break-up of
provisions for FYQ6 is as follows.

Provision towards For FY06 (Rs bn)
NPAs 6.35
Provision for depreciation (including HTM transfer) 3.17

Out of which amortization 0.62
Provision for standard assets 1.48
Other provisions (0.32)
Total provisions 10.68

Source: company

O Continued improvement in Asset Quality

Canara Bank’s Net NPAs have come down to 1.12% as of Mar-06 from 1.88% as on Mar-05. The bank has affected
cash recoveries of Rs9.72bn during FY06 (compared to Rs8.69bn for FY05).

Q Capital adequacy comfortable

Canara Bank’s overall Capital Adequacy Ratio stands at 11.22%. Its Tier-1 CAR has improved to 7.81% as on Mar-06
compared to 6.83% as on Dec-05 mainly because of treatment of investment fluctuation reserve of Rs12.08bn as part of
Tier-I capital. Considering the strong growth momentum in its core business and increased capital requirement due to
Basel 11 norms, there is a possibility that bank may go for capital raising during FY06-07.

Q Management guidance for FY0607

Canara bank management has indicated that it would aim at deposit growth of about 18% and loan growth of 19.6%
for FY06-07. Outstanding loans and deposits are expected to go up to Rs950bn and Rs1.38tn by FY06-07.
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O Maintain earning estimates, reiterate Outperformer

Canara bank has delivered healthy operating performance, which is broadly in line with our expectations. We maintain
our earning estimates for FYO7 and FY08 and expect EPS of Rs41.9 and Rs47.9 for FY06-07 and FYQ7-08 respectively.
With average RoE over FY06-08 of ~21%, the stock trades at attractive valuations of 1.2 x FY07 and 1.0 x FY08
adjusted book. Maintain Outperformer with 12-month price target of Rs330.

Earnings model

(Rs m) Q4FY05 FYO5  QIFY06 Q2FY06 Q3FY06 | Q4FY06 FY06 FYO7E FYO8E
Total intt income 20,329 75,720 19,795 21,013 22,401 23,906 | 87,115 102,294 119,945
Interest expense 11,142 44,215 11,467 12,946 12,818 14,069 | 51,300 62,194 73,289
Net interest income 9,187 31,505 8,328 8,067 9,582 9,838 | 35,815 40,100 46,656
yoy growth 8.2 15.0 11.6 10.6 26.6 7.1 13.7 12.0 16.3
Other income 4,604 15,438 2,591 3,928 3,115 4,145 | 13,775 14,891 16,318
yoy growth 27.7 (25.5) (29.3) 7.2 (11.1) (10.0) (10.8) 8.1 9.6
Fee income 3,454 9,574 2,291 3,848 2,715 3,755 | 11,614 13,102 14,757
yoy growth 39.5 16.7 18.3 42.3 16.8 8.7 21.3 12.8 12.6
Profit on sale of investments 1150 5,002 300 80 399.8 390 1,170 650 250
Net revenue 13,790 46,943 10,919 11,995 12,697 13,982 | 49,590 54,992 62,974
Operating expenses 6,232 21,090 5,316 6,184 5,702 6,269 | 23,471 27,115 30,771
Operating profit 7,558 25,853 5,603 5,811 6,995 7,713 | 26,119 27,877 32,203
yoy growth 11.5 (11.3) (13.1) 1.1 14.7 21 1.0 6.7 15.5
Provisions 6,975 13,058 3,034 2,026 2,449 3,178 | 10,687 6,405 6,184
Prov for NPA 5499.8 8068.9 1145.2 1650.7 492.6 3063.4 6,352 3,695 4,315
PBT 583 12,795 2,569 3,785 4,546 4,535 | 15,432 21,471 26,019
Tax (440) 1,700 700 720 980 (400) 2,000 4,294 6,375
PAT 1,023 11,095 1,869 3,065 3,566 4,935 | 13,432 17,177 19,644
yoy growth (73.4) (20.4) (44.4) (22.8) 30.2 382.4 21.1 27.9 14.4
Ratios

Net interest margin/Average assets 3.4 3.0 3.0 2.8 3.1 3.0 2.9 2.8 2.9
Non fund revenues/Avg assets 1.7 14 0.9 1.4 1.0 1.3 1.0 1.0 0.9
Core fee inc/Avg assets 1.3 0.4 0.8 1.3 0.9 1.2 0.5 0.4 0.4
Operating expenses/avg assets 2.3 2.0 1.9 2.2 1.9 2.0 1.9 1.9 1.9
Cost/Net revenue 45.2 44.9 48.7 51.6 44.9 44.8 47.3 49.3 48.9
NPA Prov/avg assets 2.0 0.8 0.4 0.6 0.2 1.0 0.5 0.3 0.3
Tot prov/avg assets 0.6 1.2 0.3 0.2 0.2 0.3 0.9 0.4 0.4
PBT/avg assets 0.2 12 0.9 13 15 1.4 13 15 1.6
RoA 0.4 1.1 0.7 11 1.2 1.6 11 1.2 1.2
Tax/PBT (75.5) 13.3 27.2 19.0 21.6 (8.8) 13.0 20.0 24.5




SSKI INDIA

Analyst Sector/Industry/Coverage E-mail Tel. +91-22-5638 3300
Pathik Gandotra Head of Research: Banking, Strategy pathik@sski.co.in Ext: 304
Shirish Rane Cement, Construction, Power shirish@sski.co.in Ext: 313
Nikhil Vora FMCG, Media, Retailing, Mid Caps nikhilvora@sski.co.in Ext: 308
Surendra Goyal, CFA IT Services, Telecom surendra@sski.co.in Ext: 307
Ramnath S Automobiles, Auto ancillaries ramnaths@sski.co.in Ext: 380
Nitin Agarwal Pharmaceuticals nitinagarwal @sski.co.in Ext: 395
Harshad Katkar Oil & Gas, Engineering harshad@sski.co.in Ext: 358
Chirag Shah Textiles, Metals chiragshah@sski.co.in Ext: 306
Bhoomika Nair Construction, Power bhoomika@sski.co.in Ext: 337
Shiladitya Dasgupta Mid Caps shiladitya@sski.co.in Ext: 365
Avishek Datta Oil & Gas, Engineering avishek@sski.co.in Ext: 217
Bhushan Gajaria FMCG, Retailing, Media bhushangajaria@sski.co.in Ext: 367
Shreyash Devalkar IT Services, Telecom shreyashdevalkar@sski.co.in Ext: 311
Hiren Dasani Banking hiren@sski.co.in Ext: 325
Ashish Shah Automobiles, Auto ancillaries ashishshah@sski.co.in Ext: 371
Salil Desali Cement salil@sski.co.in Ext: 373
Sadanand Raje Technical Analyst sadanand@sski.co.in Ext: 392

Equity Sales/Dealing Designation E-mail Tel. +91-22-5638 3300
Naishadh Paleja CEO naishadh@sski.co.in Ext: 211

GV Alankara Head of Dealing alankara@sski.co.in Ext: 201-210

Vishal Purohit VP - Sales vishalp@sski.co.in Ext: 212

Nikhil Gholani VP - Sales nikhilgholani@sski.co.in Ext: 363

Sanjay Panicker VP - Sales sanjaypanicker@sski.co.in Ext: 368

V Navin Roy AVP - Sales navin@sski.co.in Ext: 370

Rohan Soares AVP - Sales rohan@sski.co.in Ext: 310

Rishi Kohli VP - Derivatives rishikohli@sski.co.in Ext: 201-210

Sachin Kochhar AVP - Derivatives sachinkochhar@sski.co.in Ext: 201-210

Disclaimer

This document has been prepared by S S Kantilal Ishwarlal Securities Private Limited (SSKI). SSK1 and its subsidiaries and associated companies are full-service, integrated
investment banking, investment management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities.

This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction.

The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on
reasonable basis, SSKI, its subsidiaries and associated companies, their directors and employees ("SSKI and affiliates") are under no obligation to update or keep the
information current. Also, there may be regulatory, compliance, or other reasons that may prevent SSK1 and affiliates from doing so.

We do not represent that information contained herein is accurate or complete and it should not be relied upon as such. This document is prepared for assistance only and
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referred to in this document (including the merits and risks involved). The investment discussed or views expressed may not be suitable for all investors.

Affiliates of SSKI may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject SSKI and affiliates to any registration or
licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors.
Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.

Reports based on technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and
as such, may not match with a report on a company's fundamentals.

SSKI & affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell or may be materially
interested in any of the securities mentioned or related securities. SSKI may from time to time solicit from, or perform investment banking, or other services for, any
company mentioned herein. Without limiting any of the foregoing, in no event shall SSKI, any of its affiliates or any third party involved in, or related to, computing or
compiling the information have any liability for any damages of any kind. Any comments or statements made herein are those of the analyst and do not necessarily reflect
those of SSKI.

This document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed to and may contain confidential and/or
privileged material and is not for any type of circulation. Any review, retransmission, or any other use is prohibited.

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. SSKI will not treat recipients as customers by virtue
of their receiving this report.
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