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Bank of Baroda's 3QFY11 PAT grew 28% YoY (19% higher than our estimates) due to strong NII 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:

 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).

 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% v/s 71.6% (a quarter earlier). Domestic CD ratio improved180bp QoQ to 70.6%.

 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.

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

 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 Rs470 in FY11, Rs570 in FY12 and Rs692 in FY13. The stock trades at 1.5x FY12E BV and 1.2x FY13E

BV. Neutral.
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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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Asset quality remains the best

Gross NPAs increased 2% QoQ to Rs27.7b and net NPA increased 2% to Rs7.4b. Slippage
in 3QFY11 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 Rs1.1b in 2QFY11 and Rs1.4b in 3QFY10. Forex grew 40% YoY and QoQ during the
quarter to Rs1.47b. Strong NII 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 FY09 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.
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Strong loan growth

Overall loans grew at

33% YoY and 7.5% QoQ,

retail and corporate loans

grew 33%+ YoY
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Trend in Deposits Growth

Deposit growth

tracks loan growth

Traction in CASA was

strong with CASA growing

23% YoY and 3% QoQ
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Net NPA trend

Source: Company/MOSL

Asset quality comfort

is the best (slippage ratio

of 0.6% in 3QFY11)
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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

 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.

 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.

 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

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

Recent developments

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

 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

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

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

Sector view

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

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

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

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

Comparative valuations

BOB BOI         PNB

P/E (x) FY11E 7.6 8.5 8.0

FY12E 6.6 6.8 6.6

P/BV (x) FY11E 1.8 1.5 1.8

FY12E 1.5 1.3 1.4

RoE (%) FY11E 25.8 19.5 24.1

FY12E 24.4 20.6 24.2

RoA (%) FY11E 1.3 0.9 1.3

FY12E 1.3 0.9 1.3

Shareholding Pattern (%)

Dec-10 Sep-10 Dec-09

Promoter 53.8 53.8 53.8

Domestic Inst 16.6 16.9 19.0

Foreign 18.8 18.5 14.8

Others 10.9 10.9 12.4

Bank of Baroda: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s Consensus (Rs)

MOSL Consensus Variation

Forecast forecast (%)

FY11 110.2 103.3 6.7

FY12 126.7 124.1 2.1

Target Price and Recommendation

Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

835 - - Neutral
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Financials and valuation
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Financials and valuation
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N O T E S
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
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