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Summary of Rated Instrument:

Instrument Rated Amount (Rs. crore) Rating Outstanding
Lower Tier Il Bonds Programme 200.00 [ICRA]JAA- (negative)
Certificate of Deposit Programme 30,000.00 [ICRA]JAL+

Total 30,200.00

Material Event
Corporation Bank (CorpBank) announced its Q4 FY2018 results on May 26, 2018.

Advances: CorpBank’s net advances declined 14.6% YoY in FY2018 to Rs. 119,869 crore as on March 31, 2018. The bank
witnessed a decline in its exposures across key segments. While the corporate and MSME segment exposures witnessed a
steep contraction of about 24.2% and 14.7%, respectively, during the year, the exposure to other sectors such as retail and
agriculture declined marginally by 2.5% and 3.9%, respectively. ICRA expects the bank’s loan book to moderate further in
the next one or two quarters considering its stretched capital position.

NIMs & NII: The yield on advances declined to 8.8% during FY2018 (9.5% in FY2017) while the cost of funds reduced to
5.9% during FY2018 (6.8% during FY2017). Net interest margins (NIMs), as a percentage of average total assets (ATA),
stood at 2.1% for FY2018 (1.9% in FY2017), supported by a reduction in the cost of funds. Consequently, the net interest
income (NII) improved 8.7% during FY2018 despite a decline in the loan book. Going forward, with systemic interest rates
hardening and the loan book moderating, the bank’s NIM and NIl is expected to be under pressure.

Asset Quality: The bank’s asset quality deteriorated sharply during FY2018 with gross and net NPAs increasing to 17.4%
and 11.7%, respectively, as on March 31, 2018, from 11.70% and 8.33%, respectively, as on March 31, 2017. The fresh NPA
generation rate increased steeply to 11.3% in FY2018 from 5.9% in FY2017 on account of higher fresh slippages from large
corporate accounts. The large slippages (annualised fresh NPA generation rate of 17%) during Q4 FY2018 were partly on
account of the implementation of the RBI’s revised framework on stressed assets. Despite the improvement in the
provision coverage ratio® to 36.6% in March 2018 (31.4% in March 2017), the bank’s solvency ratio? deteriorated to 138%
in March 2018 (97% in March 2017). As the elevated levels of NPA will exert pressure on CorpBank’s solvency profile, it is
critical for the bank to control incremental slippages and undertake effective recoveries.

Profitability: With an elevated provisioning requirement because of the divergence in asset classification, and the revised
stressed assets framework, the bank’s credit cost increased to 4.7% (of ATA) during FY2018 (1.5% during FY2017).
Consequently, the bank reported a net loss of Rs. 4,055 crore in FY2018 (-1.7% of ATA) as against a net profit of Rs. 561
crore in FY2017 (0.2% of ATA). The bank’s profitability is expected to be under pressure in FY2019 as it has taken RBI
dispensation for deferring NCLT-related provision of about Rs. 540.8 crore, a mark-to-market loss provision of Rs. 281.8
crore, and an increased gratuity provision of Rs. 58.5 crore, which would impact overall profitability, in the near term, at
least. Further, increased provisions on account of NPA ageing and for improving its provision cover would exert pressure
on profitability in the medium term. Hence, it remains crucial for the bank to improve recoveries and contain credit costs,
going forward.

1 (Gross NPA-Net NPA)/Gross NPA
2 Net NPA/net worth (net off revaluation reserves)
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Capitalisation: CorpBank’s capitalisation profile remains stretched as its CET-I, Tier-l and CRAR (as a percentage of risk-
weighted assets) ratio stood at 5.7%, 7.3% and 9.2%, respectively, as on March 31, 2018, notwithstanding a Rs. 2,187-
crore equity infusion by the Gol in March 2018. Post the recall of AT-1 bonds of Rs. 1,800 crore in April 2018, the bank’s
capital profile is expected to have weakened further. With CorpBank’s internal accrual estimated to be impacted by the
incremental provisions (Rs. 654.2 crore) during Q1 FY2019, the bank is expected to witness further weakening in its
capital profile unless the Gol infuses commensurate capital. ICRA notes that the bank serviced its Upper Tier-1l bonds in
April and May 2018 by taking approval from the RBI, as its CRAR ratio dipped below 9%. ICRA notes that the coupon
payments on Upper Tier-Il bonds and IPDIs are due in July and September 2018. The bank would have to secure capital
from the Gol to improve its capital profile or take approval from the RBI in case of any shortfall in its capital adequacy
for servicing its coupons. ICRA does not have any rating outstanding on the bank’s Upper Tier-ll bonds or IPDIs. Given
the stretched capital levels, securing external equity would be critical in the backdrop of weak internal generation and
increased capital requirements under Basel Il regulations. As per ICRA’s estimates, assuming a stable RWA3, the bank
would require about Rs. 2,100-2,300 crore of Tier-I capital to have the minimum Tier-I capital ratio of 7% by June 2018.

Impact of the Material Event

The ratings remain unchanged, at [ICRA]JAA-(Negative)/[ICRA]A1+, as ICRA expects the GOI to support the bank in terms of
infusing required capital. In an event CorpBank’s losses are sizeable in relation to the capital infusion, thereby keeping its
capital profile stretched, the rating may be further revised downwards. Any sizeable deterioration in the asset quality or
the profitability profile, going forward, would also be a key rating sensitivity.

The previous detailed rating rationale is available on the following link: Click here

Key Financial Indicators (audited):

Instrument FY2017 FY2018 Q4FY2017 Q4FY2018
Net Interest Income 4,451 4,838 934 1,301
Profit before tax 836 (6,681) 107 (3,034)
Profit after tax 561 (4,054) 160 (1,839)
Net advances 140,357 119,869 140,357 119,869
Total assets (net of revaluation reserve) 247,228 221,224 247,228 221,224
%CET 1 8.0% 5.7% 8.0% 5.7%
%Tier 1 8.9% 7.3% 8.9% 7.3%
%CRAR 11.3% 9.2% 11.3% 9.2%
%Net Interest Margin 1.9% 2.1% 1.5% 2.3%
%Net Profit / ATA 0.2% -1.7% 0.3% -3.2%
%Return on Net Worth 4.9% -36.5% 5.4% -73.5%
% Gross NPAs 11.7% 17.4% 11.7% 17.4%

% Net NPAs 8.3% 11.7% 8.3% 11.7%
% Provision coverage excl. technical write off 31.4% 36.6% 31.4% 36.6%
% Net NPA/ Net worth 97.0% 138.0% 97.0% 138.0%

Note: ATA is computed on year-end/quarter-end basis; Amounts in Rs. crore
Source: CorpBank

3 Risk-weighted assets
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