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Capital infusion: concerns on capital constraints
01 December 2010

recede but infusion EPS and ROE dilutive - ALERT

e Large capital infusion by the government: According to CNBC Banks
reports, the Indian government has |r_1fU%d ~Rs100bn in PSU_banks with Adarsh Parasrampuria”®
stakes of <57-58%. BOB has received Rs35bn and assuming current (91-22) 6157-3576
market prl ces, the infusion would lead to ~10% dilution and would take adarsh.x.parasrampuria@jpmorgan.com
the government’s stake in BOB from 54% to 58% and lead to ~175bps J.P. Morgan India Private Limited

increasein BOB's Tier 1. Seshadri K Sen, CFA

e Positives - No constraints on capital now: The capital infusion (91-22) 6157-3575
addresses concerns about capital constraints not only in the near term but seshadri.k.sen@jpmorgan.com
also longer term, as the increase in the government’ s stake to 58% leaves J.P. Morgan India Private Limited
leeway for further capital issuance without government help in the Sunil Garg

future. (852) 2800-8518
sunil.garg@jpmorgan.com

e Negatives: EPS and ROE dilutive, capital marginally higher than

J.P. Morgan Securities (Asia Pacific) Limited

required: Assuming current prices, EPS dilution would be ~6% over
FY 11-12E and ROEs would be brought down by ~250bps to ~20-20.5%
for FY 12-13. Given strong internal capital generation, we estimate that it
would take more than three years for BOB to leverage up again, leading
to lower ROEs over that period.

e Prefer PNB now vs. BOB: Though we currently have no officia
confirmation of the same, we assume the infusion to be 100% equity.
Given very low dilution for PNB, we would prefer PNB vs. BOB as the
capital infusion would widen ROE differentials for BOB vs. PNB from
200bps earlier to 500bps now and valuations would be on par on a post
diluted book basis.

e Maintain Overweight: Though the news is positive for PSU banks in
genera as it addresses their capital issues, we believe for BOB the large
dilution is at best neutral, given the large EPS and ROE dilution. We
continue with our Overweight on BOB, given superior asset quality but
would prefer PNB for return ratio differentials post the capital infusion.
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Figure 1: BOB: Possible impact on EPS, BPS and Return ratios

J.PMorgan

FY11E FY12E FY13E
EPS
Revised 91 112 135
Earlier 97 119 144
Change (%) -6.9% -5.9% -6.5%
BPS
Revised 505 600 716
Earlier 459 562 688
Change (%) 10.0% 6.8% 4.1%
ROE
Revised 21.4% 20.3% 20.4%
Earlier 23.3% 23.4% 23.0%
Change (%) -1.91% -3.06% -2.57%
Source: J.P.Morgan estimates.
Figure 2: BOB : Change in estimates in case of 100% Equity infusion

FY11E FY12E FY13E
PPOP
Revised 64,800 81,787 98,547
Earlier 63,504 79,470 96,232
Change (%) 2.0% 2.9% 2.4%
Net Profit
Revised 36,455 45,202 54,130
Earlier 35,600 43,673 52,602
Change (%) 2.4% 3.5% 2.9%
EPS
Revised 91 112 135
Earlier 97 119 144
Change (%) -6.9% -5.9% -6.5%
BPS
Revised 505 600 716
Earlier 459 562 688
Change (%) 10.0% 6.8% 4.1%
ROA
Revised 1.20% 1.22% 1.21%
Earlier 1.17% 1.17% 1.17%
Change (%) 0.03% 0.05% 0.04%
ROE
Revised 21.4% 20.3% 20.4%
Earlier 23.3% 23.4% 23.0%
Change (%) -1.91% -3.06% -2.57%

Source: J.P.Morgan estimates.
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respect to each security or issuer that the research analyst coversin this research) that: (1) all of the views expressed in this report
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research
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Important Disclosures

e Client of the Firm: Bank of Barodais or was in the past 12 months a client of JPM; during the past 12 months, JPM provided to the
company non-investment banking securities-related service and non-securities-related services. Punjab National Bank is or wasin
the past 12 months a client of JPM; during the past 12 months, JPM provided to the company non-investment banking securities-
related service and non-securities-related services.

¢ Non-Investment Banking Compensation: JPMS has received compensation in the past 12 months for products or services other
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Source: Bloomberg and J.P. Morgan; price data adjusted for stock splits and dividends.

Break in coverage Feb 26, 2004 - Oct 25, 2004, and Jan 12, 2010 - Mar 09, 2010. This chart shows J.P. Morgan's
continuing coverage of this stock; the current analyst may or may not have covered it over the entire period.
J.P. Morgan ratings: OW = Overweight, N = Neutral, UW = Underweight.
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Source: Bloomberg and J.P. Morgan; price data adjusted for stock splits and dividends.

Break in coverage Feb 26, 2004 - Oct 25, 2004, and Jan 12, 2010 - Mar 08, 2010. This chart shows J.P. Morgan's
continuing coverage of this stock; the current analyst may or may not have covered it over the entire period.
J.P. Morgan ratings: OW = Overweight, N = Neutral, UW = Underweight.

Explanation of Equity Research Ratings and Analyst(s) Coverage Univer se:

J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the
average totd return of the stocks in the analyst’s (or the analyst’ steam’s) coverage universe.] Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return of the stocksin the analyst’s (or the analyst’s team’s)
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of
the stocks in the analyst’s (or the analyst’ s team’s) coverage universe.] J.P. Morgan Cazenove' s UK Small/Mid-Cap dedicated research
analysts use the same rating categories; however, each stock’ s expected total return is compared to the expected total return of the FTSE
All Share Index, not to those analysts' coverage universe. A list of these analysts is available on request. The analyst or analyst’ steam’s
coverage universe is the sector and/or country shown on the cover of each publication. See below for the specific stocks in the certifying
analyst(s) coverage universe.

Coverage Universe: Adar sh Parasrampuria: Bank of Baroda (BOB.BO), Bank of India (BOI.BO), Punjab National Bank
(PNBK.BO)

J.P. Morgan Equity Research Ratings Distribution, as of September 30, 2010
Overweight Neutral  Underweight

(buy) (hold) (sdll)
J.P. Morgan Global Equity Research 46% 43% 12%
Coverage
IB clients* 49% 45% 33%
JPMS Equity Research Coverage 43% 48% 8%
IB clients* 69% 60% 50%

*Percentage of investment banking clientsin each rating category.
For purposes only of FINRA/NY SE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating fallsinto ahold
rating category; and our Underweight rating fallsinto a sell rating category.

Valuation and Risks: Please see the most recent company-specific research report for an analysis of valuation methodology and risks on
any securities recommended herein. Research is available at http://www.morganmarkets.com , or you can contact the analyst named on
the front of this note or your J.P. Morgan representative.

Analysts Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which
include revenues from, among other business units, Institutional Equities and Investment Banking.
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