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Bank of Baroda (BOB.BO) 
 Buy: Lower Growth, But Value Intact 
  

 Tougher environment hurts growth; profits remain on course — The higher interest 
rate scenario in the Indian banking sector will likely be a drag on growth, lead to 
higher provisioning on loans and bonds. However, it should be supportive of margins 
and profitability, with asset quality declining but not significantly. The stock price 
has corrected 10% in the last 3 months and our target price offers 44% upside 
potential. We maintain our Buy (1M) rating. 

 Loan growth should ease, margins hold —BoB's Loan growth has been running high 
at 35%+ and NIMs, though slightly volatile, have been around 300bps. While growth 
should moderate to 20-25% levels, margins should remain at around 300bps. BoB's 
international business (19% of advances) is seeing strong momentum (60%+ 
growth) and broadens and hedges the bank's business, although it does moderate 
the leverage to the domestic opportunity.  

 Asset quality improving, provisioning moderate — BoB has made among the most 
consistent and impressive improvements on the asset quality front; net NPLs are at 
0.6%. While asset provisioning could increase, the underlying asset environment 
should be stable. On the bond portfolio, while rising interest rates would require 
additional provisioning relative to peer banks, BoB is one of the better protected 
from an accounting perspective. 

 Valuations look attractive — We continue to see value in BoB and raise FY07-09 
estimates 9-5% on account of higher growth and fees. Growth and margins are likely 
to be in line with industry average, asset quality is fine, and, with the technology 
rollout on schedule. Valuations look attractive to us at 0.9x FY08E book. 
 

Statistical Abstract           
                

Year to Net Profit Diluted EPS EPS growth P/E P/B ROE Yield 

31 Mar (RsM) (Rs) (%) (x) (x) (%) (%) 

2005A 6,768 22.98 -30.1 10.0 1.2 12.6 2.2 

2006A 8,270 25.06 9.0 9.2 1.1 12.3 2.2 

2007E 10,469 28.64 14.3 8.0 1.0 12.7 2.4 

2008E 12,460 34.09 19.0 6.7 0.9 13.6 2.6 

2009E 15,606 42.69 25.3 5.4 0.8 15.2 2.6 

Source: Powered by dataCentral           

Buy/Medium Risk 1M
Price (20 Apr 07) Rs229.85
Target price Rs326.00
Expected share price return 41.8%
Expected dividend yield 2.4%
Expected total return 44.2%
Market Cap Rs83,727M
  US$2,013M
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Fiscal year end 31-Mar 2005 2006 2007E 2008E 2009E

Valuation Ratios
P/E adjusted (x) 10.0 9.2 8.0 6.7 5.4
P/E reported (x) 10.0 9.2 8.0 6.7 5.4
P/BV (x) 1.2 1.1 1.0 0.9 0.8
P/Adjusted BV diluted (x) 1.3 1.1 1.0 0.9 0.8
Dividend yield (%) 2.2 2.2 2.4 2.6 2.6
Per Share Data (Rs)
EPS adjusted 22.98 25.06 28.64 34.09 42.69
EPS reported 22.98 25.06 28.64 34.09 42.69
BVPS 191.08 214.61 236.95 264.25 297.41
Tangible BVPS 191.08 214.61 236.95 264.25 297.41
Adjusted BVPS diluted 182.22 207.47 229.81 257.11 290.27
DPS 5.00 5.00 5.50 6.00 6.00

Profit & Loss (RsM)  
Net interest income 29,793 32,249 37,549 42,842 48,905
Fees and commissions 3,426 3,610 4,332 4,938 5,630
Other operating Income 9,622 8,307 8,291 9,222 10,371
Total operating income 42,841 44,166 50,171 57,002 64,906
Total operating expenses -19,822 -23,848 -25,303 -27,898 -30,761
Oper. profit bef. provisions 23,019 20,318 24,868 29,104 34,145
Bad debt provisions -4,562 -3,400 -3,243 -5,547 -6,851
Non-operating/exceptionals -9,826 -5,772 -6,000 -5,500 -5,000
Pre-tax profit 8,631 11,146 15,625 18,057 22,294
Tax -1,863 -2,876 -5,156 -5,598 -6,688
Extraord./Min. Int./Pref. Div. 0 0 0 0 0
Attributable profit 6,768 8,270 10,469 12,460 15,606
Adjusted earnings 6,768 8,270 10,469 12,460 15,606
Growth Rates (%)
EPS adjusted -30.1 9.0 14.3 19.0 25.3
Oper. profit bef. prov. -7.2 -11.7 22.4 17.0 17.3

Balance Sheet (RsM)
Total assets 946,642 1,133,925 1,361,983 1,580,520 1,837,520
Avg interest earning assets 879,725 1,010,934 1,212,050 1,434,200 1,672,047
Customer loans 462,112 620,237 799,837 967,155 1,151,185
Gross NPLs 33,220 23,903 25,925 29,586 39,239
Liab. & shar. funds 946,642 1,133,925 1,361,983 1,580,520 1,837,520
Total customer deposits 813,335 936,620 1,153,005 1,356,282 1,595,423
Reserve for loan losses 28,108 21,119 23,326 27,576 33,086
Shareholders' equity 56,278 78,444 86,613 96,589 108,712

Profitability/Solvency Ratios (%)
ROE adjusted 12.6 12.3 12.7 13.6 15.2
Net interest margin 3.39 3.19 3.10 2.99 2.92
Cost/income ratio 46.3 54.0 50.4 48.9 47.4
Cash cost/average assets 2.2 2.3 2.0 1.9 1.8
NPLs/customer loans 7.2 3.9 3.2 3.1 3.4
Reserve for loan losses/NPLs 84.6 88.4 90.0 93.2 84.3
Bad debt prov./avg. cust. loans 1.1 0.6 0.5 0.6 0.6
Loans/deposit ratio 56.8 66.2 69.4 71.3 72.2
Tier 1 capital ratio 7.5 10.3 9.0 8.4 8.0
Total capital ratio 13.3 13.7 11.7 10.7 10.0

For further data queries on Citigroup's full coverage 
universe please contact CIR Data Services Asia Pacific 
at CitiResearchDataServices@citigroup.com
or +852-2501-2791
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Bank of Baroda 

Figure 1. Earnings revision table 

 Net Profit EPS DPS 
  Old New % change Old New % change Old New 
2007E 9,565 10,469 9.45% 26.17 28.64 9.45% 5.5 5.5 
2008E 12,281 12,460 1.46% 33.60 34.09 1.46% 6 6 
2009E 14,830 15,606 5.23% 40.57 42.69 5.23% 6 6 

Source: Citigroup Investment Research estimates 

 

Company description 
Bank of Baroda (BoB) was incorporated in 1908 as a private institution, and 
subsequently nationalized in 1969. The bank is headquartered in Baroda, 
Gujarat. The government holds 66% of the bank's equity. BoB is among the top-
five banks in the country, with a nearly 5% share of the deposits and advances 
of the banking system. BoB has a large nationwide branch network of 2,730 
branches, and has 38 branches in 10 countries. 

Investment thesis 
We rate BoB Buy (1M) with a target price of Rs326. BoB has made visible 
improvements in key operating parameters. However, it has lagged behind the 
sector: loan growth, until recently, has been well below the industry levels and 
its technology plan has been slow to take off. Management's aggressive interest-
rate positioning on the bank's bond portfolio led to losses in the portfolio when 
interest rates reversed. This aspect of its balance sheet has meant that BoB has 
been viewed largely as an interest-rate cyclical stock, with falling/rising rates 
increasing/decreasing the value of its bond portfolio. Structurally, we believe 
BoB will continue to trade at a discount to its larger peers due to lower fee 
incomes, a higher proportion of international businesses, a modest lending 
franchise, and a slight geographic concentration. BoB will also likely remain the 
most interest-rate cyclical bank among its larger peers. However, the focus on 
bond yields has camouflaged changes in what the market formerly perceived as 
other weakness. We believe positive changes have come about, and the market 
appears to have failed to fully appreciate them. 

Valuation 
Our target price of Rs326 is based on CIR's EVA model, which we believe 
captures the long-term value of the business and is a standard valuation 
measure for our India banking coverage. We are factoring in a risk-free rate of 
8%. We maintain industry-average margin (230bps) and higher-than-industry 
capital ratio (6%).We are also benchmarking our target price on a 1.3x one-year 
forward P/BV. Our target multiple factors in the healthy asset pricing and 
operating environment. Our target multiple continues to be at discounts to those 
for SBI and PNB. We believe a valuation discount to some peer banks is still 
justified due to the quality and structure of the businesses. BoB generates 
relatively low fee income, has a higher proportion of international businesses 
that we believe adds less value to the business, and its business has a modest 
geographic concentration.  
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Risks 
We rate BoB Medium Risk based on our quantitative risk-rating system, which 
tracks 260-day share price volatility. The following downside risks could impede 
the stock from reaching our target price: (1) sharp rises in interest rates, which 
could undermine the performance of the bond portfolio; (2) BoB's inability to 
sustain loan growth; and (3) further delays in management's technology plans. 
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Analyst Certification 
We, Aditya Narain, CFA and Manish Chowdhary, CFA, research analysts and the authors of this report, hereby certify that all of the views 
expressed in this research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also 
certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this 
report. 
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Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Bank of Baroda. 

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking services from Bank 
of Baroda. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Bank of Baroda in the past 12 
months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): Bank of Baroda. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: Bank of Baroda. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, non-securities-related: Bank of Baroda. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citigroup Investment Research product ("the 
Product"), please contact Citigroup Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same 
important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at 
www.citigroupgeo.com. Private Client Division clients should refer to www.smithbarney.com/research.  Valuation and Risk assessments can be found in the text of the most 
recent research note/report regarding the subject company.  Historical disclosures (for up to the past three years) will be provided upon request. 

Citigroup Investment Research Ratings Distribution    
Data current as of 31 March 2007 Buy Hold Sell
Citigroup Investment Research Global Fundamental Coverage (3215) 45% 40% 15%

% of companies in each rating category that are investment banking clients 45% 42% 32%
India -- Asia Pacific (130) 58% 14% 28%

% of companies in each rating category that are investment banking clients 42% 50% 42%
Guide to Fundamental Research Investment Ratings: 
Citigroup Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citigroup Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) 
and risk rating. 
For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 
10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
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Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
 

Guide to Corporate Bond Research Credit Opinions and Investment Ratings: 
Citigroup Investment Research's corporate bond research issuer publications include a fundamental credit opinion of Improving, Stable or Deteriorating and a 
complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the company featured in the report. The fundamental credit 
opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to securities market vagaries. The fundamental credit opinion 
is not geared to, but should be viewed in the context of debt ratings issued by major public debt ratings companies such as Moody's Investors Service, Standard and Poor's, 
and Fitch Ratings. 
 
CBR risk ratings are approximately equivalent to the following matrix: 
 
Low Risk -- Triple A to Low Double A 
Low to Medium Risk -- High Single A through High Triple B 
Medium to High Risk -- Mid Triple B through High Double B 
High to Speculative Risk -- Mid Double B and Below 
 
The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed-income security issued by a company is held to maturity, 
based upon both fundamental and market risk factors. Certain reports published by Citigroup Investment Research will also include investment ratings on specific issues 
of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citigroup Investment 
Research's expectations for total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are: 
Buy/Overweight -- the bond is expected to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), 
performances of which are updated monthly and can be viewed at http://www.sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight -- the bond is expected to 
perform in line with the relevant Citigroup bond market sector index; or Sell/Underweight -- the bond is expected to underperform the relevant sector of the Citigroup 
indexes. 

OTHER DISCLOSURES 
The subject company's share price set out on the front page of this Product is quoted as at 19 April 2007 04:00 PM on the issuer's primary market. 

Citigroup Global Markets Inc. or its affiliates holds a long position in any class of common equity securities of Bank of Baroda. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities transactions in a manner 
inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies.  However, it should 
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication.  All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice.  Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product.  Although Citigroup Investment Research does not set 
a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citigroup Investment Research to provide research coverage 
of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.  
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is made 
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through 
Citigroup Wealth Advisors Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments 
Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty 
Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through 
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hyperlink (including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site does 
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