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Bank of Baroda's 3QFY11 PAT grew 28% YoY (19% higher than our estimates) due to strong NIl growth (9% higher than
our estimates) and lower provisions (14% lower than our estimates). Asset quality remained impressive with stable
GNPA in absolute terms QoQ. PCR (including technical write offs) was 86% (stable QoQ). Key highlights:

B The bank's domestic margins expanded 20bp QoQ to 3.82% (up 42bp YoY, up 32bp YTD) led by stable cost of
deposits at 5.27%, improvement in yield on loans (up 17bp QoQ) and higher CD ratio (73.6% v/s 71.6% a quarter
earlier). Global margins expanded 18bp QoQ to 3.2% (up 25bp YoY, up 23bp YTD).

B Loans grew 7.4% QoQ and 33% YoY to Rs2.07t and deposits grew 4.4% QoQ and 31% YoY to Rs2.82t. Global CD
ratio improved QoQ to 73.6% Vv/s 71.6% (a quarter earlier). Domestic CD ratio improved180bp QoQ to 70.6%.

m Domestic CASA deposits grew at an impressive 23% YoY and 3% QoQ to Rs756b. Domestic CASA ratio was at
35.2% from 35.9% a quarter earlier.

B 3QFY11 fee income growth moderated to 7% YoY (down 5% Qo0Q). In 9MFY11 fees grew just 12% YoY.

B The bank declared its second pension liability of Rs20.6b and it plans to amortize it over five years. During the quarter
the bank provided Rs1.8b towards pension provisions and gratuity. The bank has been making Rs1b pension provision
every quarter in FY11. In 3QFY11 it provided Rs680m for gratuity out of the liability of Rs920m. The bank made
excess provision of Rs4b for pension in FY10, adjusted for which pension provisions liability is lower at Rs20.6b.

Valuation and view: We expect the bank to post EPS of Rs110 in FY11, Rs127 in FY12 and Rs154 in FY13. BV is

expected to be Rs470in FY11, Rs570in FY12 and Rs692 in FY13. The stock trades at 1.5x FY12E BV and 1.2x FY13E
BV. Neutral.
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Operating Expenzes 575 0523 0959 0545 9474 10/27 11472 12351 38106 43523
Operating Profit 10,099 10,316 12,650 16,288 15279 16,594 18,512 18,212 49,353 68,597
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Provisions/Operating Frofis (%) 35§57 fBF 237 164 112 {64 {55 147 4.5
Tax Rate (%) 47 307 {8 I7E 27 37 38 30 278 .0

£ MOSL Cefimafes

Alpesh Mehta (Alpesh.Mehta@MotilalOswal.com) +9122 3982 5415/ Abhishek Agarwal (Abhishek.Agarwal@motilaloswal.com) +9122 3982 5414



MoTiLAL OSWAL

Results Analysis (Rs m)

Bank of Baroda

JOFY11 JAFY10 YOY GR. % 20FY11 QOO GR. % FY10 FYM11E F¥12E

Interest Income a6 662 41 770 36 a1 614 0 166,953 28726 275 679
Irterest Expense 33,738 25 757 n 205 E 107 589 133,345 176,739
Het Interest Income (HIl} 22,923 16,012 43 20,408 12 59,395 85,380 98,91
Cther Income G 7E2 6,597 3 6,813 i) 28,064 26,84 30,756
- Fees (including forex) 5,299 4 549 17 5,020 & 17,629 201 23,756
- Treasury Income 48 1,393 {a9) 1,10 {23) 7232 4 000 4 250
- Recovery from wioff B15 B55 (&) 92 1) 3,002 2 E50 2750
Het Income 29,684 22,609 37 29,21 9 87,458 112,221 129,697
Total Cperating Costs 11172 9,959 12 10,627 5 38,106 43623 47 111
- Staff Costs 5942 5292 1@ B SE2 & 23,509 26826 25,097
- Cther Opesx 4230 3, EE3 15 4 065 4 14 597 16,797 19013
Operating Profit 18,512 12,650 J6 16,594 12 49,353 68,597 82,586
Provisions 3,041 2,425 25 1,855 Gd garz 10,237 14 456
- MPAs 2064 2430 5] 1,423 45 a.00a7 8332 12,045
- Investments 535 -ME {348) -2 {36E) -3.807 ] a0
- iCthers 442 211 109 633 {30 1773 1,805 1,910
PBT 15,471 10,225 57 14,740 5 42,381 58,360 68,131
Tax 4733 1,900 152 4 520 & 11,797 18,092 a0z

Tax Payout (96 M 19 M 2a iy 3z
PAT 10,689 8,325 28 10,220 5 30,583 40,268 16,329
Deposits 2815119 2151170 37 2,696,602 e 240,443 2.940,740 3,528,888
CASA Ratio % {(domestic) 351 36.9 35.9 35.0 35.0 35.0
Loans 2,072,088 1,561,710 33 1,929,586 7 1,750,353 2470438 2,647,934
Gross HPA (RS B) 277 22.6 226 272 1.9 24.0 28.3 36.0
Grozs MPA 9% 1.3 1.4 1.4 1.4 1.3 13
Het HPA (RS B) 7.4 4.9 52.6 7.3 1.8 6.0 T.4 9.0
Met FPL % 04 03 0.4 03 0.3 03
Yields an Advances J%* =1=3 =1=3 g4 74a g4 9
Cost of deposits w* 45 4.7 45 45 4.7 3
HIM %a* 3.2 3.0 3.0 2.5 3.0 3.0
Tier | CAR %% Tr 93 82 92 9.0 8E
Tier Il CAR 9% 48 53 =R 52 4.2 35

* gz reparted for guarterly numbers and calculated far annual numbers

Business growth strong, CASA ratio over 35%

Overall loans grew 33% YoY and 7.5% QoQ to Rs2.07t and domestic loans grew 31.1%
YoY and 7.3% QoQ to Rs1.52t. On a YoY basis, retail and corporate loans grew by over
33% YoY. Overall deposits grew 31% YoY and 4.4% QoQ to Rs2.82t and domestic deposits
grew 29.6% YoY and 4.6% QoQ to Rs2.15t. Global CASA deposits grew 3% QoQ and
23% YoY. Domestic CASA growth was also on similar lines. Domestic CASA ratio stood
at 35%.

Sequential improvement of margins a positive suprise

On a lower base, global NIMs improved 25bp YoY and domestic NIMs improved 42bp
YoY. A positive surprise came from a 20bp QoQ improvement in domestic margins and an
18bp QoQ improvement in global margins, led by improvement in yield on loans and
investments and stable cost of deposits. Global yield on loans improved 18bp QoQ to
8.58%, yield on investments improved 33bp QoQ to 7.39% and cost of deposits remained
sequentially stable at 4.53%. Domestic yield on loans improved 17bp QoQ to 10.34%,
yield on investment improved 32bp QoQ to 7.56% and cost of deposits was flat at 5.27%.
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Bank of Baroda

Asset quality remains the best

Gross NPAs increased 2% QoQ to Rs27.7b and net NPA increased 2% to Rs7.4b. Slippage
in 3QFY 11 was Rs2.7b (0.63% annualized slippage ratio) and for 9MFY11 it was Rs12.3b
(~0.9% slippage ratio). Reported provision coverage was comfortable at ~73% (stable
QoQ) and including technical write-offs provision coverage ratio was over 85% (stable

QoQ).

The bank made additional restructuring of Rs6.1b in 3QFY11, a large part of which is
towards the airline industry. Total outstanding restructured book was Rs60.5b (2.9% of
the loan book). BoB has the lowest restructured assets among its peers. About 9% of
restructured loans turned into NPA. Of the total number of restructured loans, large corporate
formed ~55%, SME formed ~25%, retail ~9.4% and agriculture loans ~12%.

Fees disappoint again

Fee income (excluding forex) grew just 7% YoY (down 5% QoQ) in 3QFY11 to Rs3.8b.
For 9MFY11, fee income growth was ~12% YoY. The management guided that fee income
would grow in line with loan growth henceforth. 3QFY11 trading profits were Rs848m
v/s Rsl.1b in 2QFY11 and Rs1.4b in 3QFY10. Forex grew 40% YoY and QoQ during the
quarter to Rs1.47b. Strong NIl growth and stable opex YoY boosted core operating profits,
which grew 60% YoY and 15% QoQ to Rs17.1b.

Valuation and view: maintain Neutral

Comfort over core earnings growth and asset quality is one of the highest in the sector for
BoB. The performance in core operating parameters like (1) margins, (2) CASA growth
and (3) asset quality is commendable. Fee income growth was disappointing in FY11 so
far. RoA improved from an average of 0.85% over FY99-08 to 1.1% in FYQ9 and 1.2%
in FY10, led by improvement in key operating parameters.

Due to better-than-expected core operating profitability and lower-than-expected slippages,
we have upgraded our earnings estimates by ~5% for each year from FY11 to FY13. We
expect the bank to post ROA of ~1.3%. RoE from an average of 15% over FY99-08,
improved to 21% in FY09 and 24% in FY10. We expect RoE to be ~25% over FY10-13.

We expect the bank to port EPS of Rs110 in FY11, Rs127 in FY12 and Rs154 in FY13.
BV is expected to be Rs470 in FY11, Rs570 in FY12 and Rs692 in FY13. The stock
trades at 1.5x FY12E BV and 1.2x FY13E BV. Neutral.

29 November 2011



MoTiLAL OSWAL Bank of Baroda

Strong loan growth
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Fee Income growth moderates
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Bank of Baroda: an investment profile

Bank of Baroda is the fourth largest state-owned bank with
the government of India holding 53.8% in it. The bank has
a balance sheet size of Rs3.3t and 3,259 domestic branches,
over 1,500 ATMs and a customer base of over 38m. Its
overseas branch network extends to 25 countries and it
has 82 overseas branches/offices, which help to generate
~25% of the bank's business. All the domestic branches
are on the CBS platform.

Key investment arguments

m BoB has the strong inherent strengths of: 1) large pan
India presence with 3250+ branches 2) huge retail
customer base (38+m) 3) established brand value and
4) strong corporate client reach which helps it grow
faster than the peers.

m BoB is continuing its focus on sustainable and qualitative
growth. While the loan book has expanded ~31% over
FY06-FY10, ROAs improved from 0.8% to 1.2% and
ROEs from 13% to 24% during the same period.

m BoB's asset quality is steady with gross and net NPA
ratios at 1.3% and ~0.4%, respectively and a high
coverage ratio of ~85% (incl. technical write-offs).

Key investment risks

m Lower-than-expected recoveries and higher
delinquencies can significantly affect earnings growth
and balance sheet quality.

Comparative valuations

Bank of Baroda

Recent developments

m Bank of Baroda increased its base rate by 50bp, PLR
and deposit rates by 75bp for various maturities in
December 2010.

m Bank of Baroda sold 51% of its stake in its credit card
company, Bobcards, to a Spanish bank BBVA for 34m
euro, and the value of the deal is Rs2.05b.

Valuation and view

m  We expect the bank to post RoA of ~1.3% and RoE of
~25% over FY10-13.

m The stock trades at 1.5x FY12E BV and 1.2x FY13E
BV. Maintain Neutral.

Sector view

m Loangrowth is strong but rising inflation and increasing
interest rates are near-term headwinds for the sector.

m  Our economist expects the current liquidity tightness to
ease from 4QFY11, allaying the pressure of significant
NIM compression.

m W believe margins will compress gradually. With strong
loan growth and high CD ratio banks have pricing power.

m  Banks with high CASA deposits and a low proportion
of bulk deposits are preferred bets.

EPS: MOSL forecast v/s Consensus (Rs)

BOB BOI PNB MOSL Consensus Variation
P/E () FY11E 7.6 8.5 8.0 Forecast forecast (%)
FY12E 6.6 6.8 6.6 FY11 110.2 103.3 6.7
P/BV (x) FY11E 1.8 1.5 1.8 FY12 126.7 124.1 2.1
FY12E 1.5 1.3 1.4
ROE (%) FY11E 258 195 241 Target Price and Recommendation
FY12E 24.4 20.6 24.2 Current Target Upside Reco.
ROA (%) FY11E 1.3 0.9 13 Price (Rs) Price (Rs) (%)
FY12E 1.3 0.9 1.3 835 - - Neutral
Stock performance (1 year)
Bank of Baroda Sensex - Rebased
1,100
Shareholding Pattern (%) 950
Dec-10 Sep-10 Dec-09
Promoter 53.8 53.8 53.8 800
Domestic Inst 16.6 16.9 19.0 650
Foreign 18.8 18.5 14.8 500
Others 10.9 10.9 124 Jan-10 Apr-10 Jul-10 Oct-10 Jan-11
6
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Financials and valuation

INCOME STATEMENT {Rs Million)
Y/E MARCH 2008 2009 2010 2011E 2012 2013E
Interest Income 118,135 150,916 166,083 218726 275679 342605
Interest Expense 79,017 99632 107589 133346 176739 225573
Net Interest Income 39,118 51,234 59,395 85,380 98,941 116,935
Change (%) 83 3.0 159 437 159 8.2
Man Interest Income 20510 27577 28064 26,841 30,756 35,209
Net Income 59,628 78,811 87,058 112,221 129,697 152,143
Change (%) 202 327 7.0 283 156 7.3
Operating Expenses 30,343 35761 36106 43623 47111 50,625
Pre Provision Profits 29,286 43,050 49,353 68,597 82,586 101,516
Change (%) 213 470 146 380 204 225
Provisions (excl tax) 7.4 9621 B972 10237 14456 17 526
PBT 22,072 33,429 42,381 58,360 68,131 83,990
Tax 76 11457 11797 18092 21 302 27,717
Tax Fafe (%) 350 334 278 3.0 320 3.0
PAT 14,355 22,272 30,583 40,268 46,329 56,273
Change (%) 2.8 557 373 .7 150 215
Equity Dividend (Incl tax) 3,421 3,836 6,393 8,481 9,757 11,851
Core PPP* 20,330 31,018 39,118 61,947 75,586 94,266
Change (%) 08 545 245 59.4 220 247

Corg FRP i (M Fee come-Onax)

BALANCE SHEET {Rs Million)
Y/E MARCH 2008 2009 2010 2011E 2012 2013E
Share Capital 3655 3,655 3555 3,655 3 555 3555
Reserves & Surplus 106,784 125142 147409 179197 215768 260190
Net Worth 110,439 128,797 151,064 182,852 219,424 263,846
Deposits 1,520,351 1,923,970 2,310,443 2,940,740 3,528,888 4,305,243
Change (%) 297 265 753 220 200 220
of which CASA Dep 474,720 569,385 714,675 883,882 1,016,464 1,168,934
Change (%) 145 795 755 237 150 150
Barrowings 93495 127679 133501 151,776 168040 191,524
Cther Liabilties & Prav. 71717 86277 88160 G7,.967 108817 125893
Total Liabilities 1,796,005 2,266,722 2,783,167 3,373,335 4,026,069 4,886,511
Current Assets 223003 240,871 354571 427992 457136 560,369
Investments 438,701 524,459 611,824 703,597 844,317 1,013,180
Change (%) 55 185 16.7 150 200 200
Loans 1,067,013 1,432,514 1,750,353 2,170,438 2,647,934 3,230,479
Change (%) 78 34.3 722 240 220 220
Fixed Assets 24270 23097 22345 23483 24080 24 522
Cther Assets 43018 45781 43472 47319 5260 57 561
Total Assets 1,796,005 2,266,722 2,783,167 3,373,335 4,026,069 4,886,511

ASSET QUALITY

GHPA, (R M) 18514 18423 24007 28,307 35953 44353
MMP A, (R M) 4936 4,490 §023 7,360 §9%5 11,040
GMP&, Ratio 183 1.27 1.36 1.29 1.34 1.36
MNP A, Reatio 0.46 0.3 0.34 0.34 0.34 0.34
PCR (Excl Tech. write off) 736 745 745 74.0 75.0 7510
PCR (Incl Tech. Wite off) £9.1 £5.5 f4.9 B3 6

E: MOSL Estimates
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Financials and valuation

RATIOS

¥/E MARCH 2008 2009 2010 2011E 2012E 2013E
Spreads Analysis (%)

Avq. Yield-Earning Assets 1.9 3.1 741 1.8 8.2 8.4
Avwg Yield on loans o8 9.0 7a 5.4 o8 9.0
Avwg Wield on Investments 64 B9 6.4 73 73 73
Avg. Cost-Int. Bear. Liab. 5.4 5.4 47 47 5.2 5.5
Ay, Cost of Deposits 5.3 5.3 45 47 52 55
Interest Spread 2.4 2.7 2.5 31 3.0 2.9
Het Interest Margin 2.6 2.7 2.5 3.0 3.0 2.9
Profitability Ratios (%)

RoE 158 208 238 258 244 244
Fod, 04 1.1 1.2 1.3 1.3 1.3
Int. Expenseilnt Income GE49 G661 64 .4 61.0 64 .1 BS54
Fee Incomeet Income 16.3 147 18.2 15.9 156 156
Mon Int. Inc. et Income 344 5.0 F32.1 2348 237 2341

Efficiency Ratios (%)

Costincome* 854 a2 4745 405 376 345
Empl. CostiOp. Exps. 627 657 B1.7 B1.5 596 a7 4
Busi. per Empl. (R=m) G35 a0y a5.5 1137 1289 146 6
MP per Empl. (Rz lac) 04 0e 0s 1.0 1.1 1.2

* ex treasury
Asset-Liahility Profile (%)

LoanzDeposit Ratio 702 745 726 738 F= a0
CASA Ratio .2 296 2956 301 2858 272
InvestmentDeposit Ratio 284 273 254 238 238 235
G-Secinvestment Ratio 791 To4 21 g35 835 a4.9
CAR 1248 141 144 13.2 121 1049
Fier 7 78 a5 Bz &g 8.8 8.0
VALUATION

Boak “alue (Rs) 2665 Hav 3531 4701 5702 6917
Chrange (%) - 8.8 207 227 213 213
Price-BY (x) 31 25 22 1.8 15 1.2
Adiusted BY (R=) 2577 oy 3724 4570 554 2 E720
Price-AB% (%) 32 27 22 1.5 15 1.2
EPZ (R=) 393 G049 g3y 110.2 126.7 15349
Change [9a) J8.8 557 373 F1.7 &8 215
Price-Earnings (x) 213 137 100 F= G 54
Dividend Per Share (Rs) g.0 .0 150 195 2258 )
Divicend Yield (%) 1.0 1.1 1.5 2.4 27 3.3

E: MOSL Estimates
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NOTES
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