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Rating Action
Revised to [ICRA]AA from [ICRA]AA+;
outlook Stable

ICRA has revised the rating outstanding on the Rs.1,000.00 crore Lower Tier-II Bonds Programme of
Corporation Bank (Corpbank/”the bank”) from [ICRA]AA+ (Pronounced ICRA double A plus) to
[ICRA]AA (Pronounced ICRA double A). Outlook on the rating is stable.
The rating revision takes note of the decline in the asset quality and the earning profile of the bank in
Q3FY2016. The gross NPAs of the bank, post the Asset quality review by RBI during Q3FY2016, has
increased sharply to 7.3% in Dec-15 from 5.3% in Sep-15. Corpbank’s reported Gross NPAs% is
expected to worsen further in Q4, FY2016. The bank’s total stressed advances* are high at around
13% as in Dec-15. ICRA takes note the bank’s exposure to the power and iron and steel sector, which
stood at 11-12%, which are vulnerable given the weak demand and other structural challenges; this is
likely to keep the fresh NPA generation rate at elevated levels and make recoveries more challenging
over next 1-2 years. Corpbank’s ability to control its fresh NPA generation and timely recovery from
stressed advances would be important for asset quality profile going forward and would be a key rating
sensitivity.
The decline in the asset quality profile has impacted the bank’s earnings in relation to the risk
(Corpbank’s annualized operating profits† in relation to net NPAs have dropped to 37% in Q3, FY2016
vs. 63% in Q2, FY2016). The bank’s core operating profitability‡ was moderate at 1.3% in 9M,
FY2016, however its high credit cost (credit provisions in relation to ATA§ of around 1.9% in 9M,
FY2016) impacted the post provision profits adversely; the bank’s net profits for 9M FY2016 was
supported by sizeable tax reversals. Corpbank’s profitability is expected to remain under pressure over
next 2-3 years due to the sizeable Net NPAs (4.8% as on December 31, 2015) and other weak assets
(standard restructured advances of around 7% and some other weak standard assets) which is likely
to keep credit costs at elevated levels, leading to pressure on earnings and therefore internal capital
generation.
Corpbank’s Tier-I capital and CRAR was 8.27% (CET-1 at 7.54%) and 11.49% respectively as on
December 31, 2015 as against regulatory minimum requirement of 7.625% and 9.625% respectively
as on March 31, 2016**. Further, Corpbank’s Net NPAs in relation to net-worth have increased to 57%
as of Dec-15 from 43% as of Mar-15, weakening the ability of the bank to withstand unexpected
losses.
As for minimum regulatory requirement, while current capitalization level is adequate as of now, the
bank would need to raise sizeable capital to meet increasing regulatory minimum requirements as well
as for growth. In ICRA’s estimate, corpbank’s common equity requirement is equivalent to 1.0-1.4
times†† of its current market capitalization and about Rs. 2,500-3,000 crore of additional tier I capital
(AT-1). In case of lack of adequate investor appetite for AT1 capital raising, the gap would need to be
met through further core capital raising, thereby increasing core capital raising requirements further to
about 1.7-2.3 times of its current market capitalization. As for capital raising in current fiscal,
Government of India (GoI) infused equity capital of Rs 857 crore in corpbank and the bank secured
equity infusion of about Rs 143 crore from LIC. The rating continue to draw comfort from corpbank’s
majority sovereign ownership (67.2% equity shares are held by GoI as on December 31, 2015), which
*

Gross NPAs % + Standard Restructured Advance (excluding restructured exposure of SEBs and Air India); estimated
Excluding profit on sale of investments
‡
Operating profit before credit provisions and profit on sale of investments in relation to ATA
§
Average Total Assets
**
Including capital conservation buffer of 0.625%
††
Assuming buffer of 0.5% over and above the regulatory minimum requirement and annualized growth of 7-10% in risk
weighted assets during FY17-FY19
†

provides a strong likelihood of sovereign support to the bank coupled with the bank’s systemic
importance and its established franchise in South India
Bank Profile:
Corporation Bank, established in 1906, is a public sector bank with 67% of the share capital held by
the Government of India. As on December 31, 2015, Corpbank had 2,399 branches across 28 states
and 3 UTs and 2 representative offices in Dubai & Hong Kong. In FY2015, Corpbank reported profit
after tax (PAT) of Rs.584 crore on an asset base of Rs.2,25,993 crore as against corresponding
figures of Rs.562 crore and Rs.2,22,048 crore for the previous financial year.
During the nine months ended December 31, 2015 the bank reported a profit of Rs. 4 crore against a
profit of Rs. 539 crore during the corresponding period in the previous financial year. As on December
31, 2015, the bank’s reported capital adequacy (as per Basel III) was 11.49% and the Gross NPA%
and Net NPA stood at 7.3% and 4.8% respectively.
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