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High CASA ratio coupled with wide branch network to  drive growth 

Punjab National Bank (PNB) reported 15.7% yoy increase in net profit to 

Rs. 4 .3 bn for the quarter ended June 2007. Net interest income 

increased only 7.4% yoy to Rs. 13.8 bn primarily due to high cost term 

deposits. This was reflected in NIM which decreased 27bps yoy and 

sequentially to 3.8%. Total net income, excluding the loss incurred on 

transfer of securities to HTM portfolio, increased 47.5% yoy to Rs. 4.3 bn 

primarily on account of increase in trading profits. During the quarter, the 

Bank booked a one time loss of Rs. 5 bn by transfer of securities from 

AFS to HTM and hence mitigated interest rate risk. The Bank advances 

and deposits grew by 23.3% and 21.7% yoy respectively. In July 2007, 

the Bank raised Rs. 5 bn through the issue of Tier-1 perpetual bonds. 

Despite soft numbers in 1Q’08, we recommend a Buy with a FY09E 

target price of Rs. 664 based on strong fundamentals, high CASA ratio, 

wide branch network, and stable NIM. 

 

Result Highlights  

Net interest income registered a growth of 7.4% yoy to Rs. 13.8 bn 

primarily on account of increase in return on advances by 147bps. 

However, this increase in return has been mitigated by rise in cost of 

funds by 108bps to 5.46%. This was reflected in NIM which decreased 

27bps yoy to 3.8%. However, we expect the margins to improve going 

Key Figures (Standalone)
Year to March 1Q'07 1Q'08 YoY % FY06 FY07 YoY %
(Figures in Rs mn, except per share data)

Net Interest Income 12,829    13,782    7.4% 46,668    55,146    18.2%
Total Net Income 11,888    13,124    10.4% 59,403    65,569    10.4%
Pre-Prov Operating Profit 4,920      4,354      -11.5% 29,171    32,306    10.7%

Net Profit 3,675      4,251      15.7% 14,393    15,401    7.0%

Cost / Net Interest Income (%) 58.6% 66.8% - 50.9% 50.7% -
Net Interest Margin 4.07% 3.80% - 4.00% 4.07% -
NPA ratio 0.35% 0.98% - 0.29% 0.76% -

Per Share Data (Rs.)
PPP per share 15.6 13.8 -11.5% 92.5 102.5 10.7%
EPS 11.7 13.5 15.7% 45.6 48.8 7.0%
Adj. Book value per share 309.0 344.4 11.5% 287.8 321.6 11.8%

PER (x) - - - 11.3x 10.6x -
P/ABV (x) - - - 1.8x 1.6x -  

Punjab National Bank BuyRESULTS REVIEW

Share Data

Market Cap Rs. 162.6 bn

Price Rs. 515.65

BSE Sensex 16,322.75

Reuters PNBK.BO

Bloomberg PNB IN

Avg. Volume (52 Week) 0.1 mn

52-Week High/Low Rs. 593.95 / 400

Shares Outstanding 315.3 mn

Valuation Ratios

Year to 31 March 2008E 2009E

EPS (Rs.) 56.5 64.7

+/- (%) 15.6% 14.7%

PER (x) 9.1x 8.0x

P / PPP (x) 4.3x 3.4x

P / ABV (x) 1.4x 1.2x

Shareholding Pattern (%)

Promoter 58

FIIs 20

Institutions 16

Public & Others 6

Relative Performance
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forward on account of initiatives taken by the Bank to reduce high cost of 

deposits. 

Other income, excluding the impact of one time transfer of security loss, 

has increased by 47.5% yoy to Rs. 4.3 bn primarily on account of 

increase in treasury profits. During the quarter, the Bank booked a loss of 

Rs. 5 bn on account of transfer of securities from AFS to HTM and hence 

mitigated the interest rate risk. 

 

                            

Profit on 
Exchange 

Transactions
11%

Commission, 
Exchange & 
Brokerage

54%

Trading Profit
26%

Recovery In 
written Off A/C

5%
Others

4%

 

 

Source: Company data, indiabulls research 

*Excluding amortization and the loss incurred on Transfer of securities to HTM portfolio 

 
Operating expense increased 25.8% yoy to Rs. 8.8 bn on account of rise 

in provisions made during the quarter for pension and gratuity in 

accordance with revised Accounting Standard -15. As a result, the Bank’s 

net profit increased by 15.7% to Rs. 4.3 bn. 

 

PNB reported a robust growth of 22.4% in total business with advances 

growing by 23.3% yoy to Rs. 956.4 bn. The Bank’s credit mix remains 

healthy with retail contributing 23%, agriculture 19%, and SME 16%. On 

the liability side deposits grew by 21.7% yoy to Rs. 1,426.1 bn. The 

Bank’s CASA ratio at 44.2% is amongst the highest in the industry. We 

expect CASA ratio to improve going forward on account of the 

management’s renewed focus to increase CASA. 

 

One of the highest CASA 
ratio in the industry 

Non interest income is 
expected to increase going 
forward 

Break up of other income
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PNB is facing pressure in its asset quality with net NPA ratio increasing 

63bps yoy and 22bps sequentially to 0.98%. However, with expectation of 

stronger recoveries in the future we expect asset quality to improve. 

 

Key Events 

Technology initiatives  

PNB has taken number of initiatives during the quarter. It has added 60 

branches taking the total number to 4,178. The Bank has 2,557 branches 

under CBS covering 83% the Bank’s business and it became first public 

sector bank to offer RTGS through internet banking. 

 

Increasing international presence 

PNB is focusing to increase its international presence. Recently, the Bank 

has converted its London office into a wholly owned subsidiary and is 

planning to open offices at Singapore (Offshore Banking Unit), Hong 

Kong (Branch) and Canada (Subsidiary). The opening of these overseas 

offices will provide significant opportunities to finance cross-border trade 

activities, in addition to remittance and other business from the NRI 

community. 

 

Outlook 

PNB is the second largest state owned bank in India, with a wide network 

of branches. We expect the Bank to improve its operating peformance on 

the back of high CASA ratio and huge branch network. Wide presence in 

rural areas and implementation of CBS would facilitate the Bank to further 

improve business and earnings. PNB is expanding its international 

presence by opening new branches outside India. The Bank is all set to 

comply with AS-15 requirements and has mitigated interest rate risk by 

transferring investments to HTM category. 

At the current price of Rs. 515.65, PNB is trading at a forward P/AB of 

1.4x FY08E and 1.2x FY09E. 

Based on a target P/BV multiple of 1.5x for FY09E, we value the Bank at 

Rs. 664 per share. Therefore, we recommend a Buy rating on the stock. 

                                                                             Key risks to our rating are increasing NPA ratio and decreasing NIM. 

83% of the Bank’s business 
is carried on CBS 

Trading at the forward P/BV 
of 1.2x for FY09E 

Expanding globally 
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Income Statement Key Ratios

(Rs mn, Yr. ending March 31) FY06 FY07 FY08E FY09E FY06 FY07 FY08E FY09E

Interest Income 95,842       115,375     139,855     178,871     Per share data (Rs.)

Interest Expense 49,174       60,229       81,959       109,750     Shares outstanding (mn) 315.3 315.3 315.3 315.3

Net Interest Income 46,668       55,146       57,895       69,121       Basic EPS 45.6 48.8 56.5 64.7

YoY Growth (%) 16.5% 18.2% 5.0% 19.4% Diluted EPS 45.6 48.8 56.5 64.7

Other Income 12,735       10,423       15,635       23,452       Book value per share 297.4 331.0 387.4 452.2

Total Net Income 59,403       65,569       73,530       92,573       Adj. book value per share 287.8 321.6 378.1 442.8

YoY Growth (%) 4.5% 10.4% 12.1% 25.9%

Operating Expense 30,232       33,262       36,030       44,898       Valuation ratios (x)

Pre-Provisioning Profit 29,171       32,306       37,500       47,675       P/PPP 5.6x 5.0x 4.3x 3.4x

Provisions and Contingencies 8,823         10,615       12,430       18,517       P/E 11.3x 10.6x 9.1x 8.0x

Profit Before Tax 20,348       21,691       25,071       29,158       P/B 1.7x 1.6x 1.3x 1.1x

Tax 5,955         6,291         7,271         8,748         P/ABV 1.8x 1.6x 1.4x 1.2x

Net Profit 14,393       15,401       17,800       20,411       

YoY Growth (%) 2.1% 7.0% 15.6% 14.7% Performance ratio (%)

Return on avg. assets 1.1% 1.0% 1.0% 0.9%

Balance Sheet Return on avg. net worth 16.4% 15.5% 15.7% 15.4%

(Rs mn, as on March 31) FY06 FY07 FY08E FY09E

Cash and balances with RBI 247,917     156,455     304,961     360,097     Balance Sheet ratios (%)

Investments 410,553     451,898     468,250     655,550     Advances to deposits 62.4% 69.1% 68.0% 65.3%

YoY Growth (%) -19.0% 10.1% 3.6% 40.0% Borrowings to advances 8.9% 2.0% 2.3% 2.5%

Advances 746,274     965,965     1,178,478  1,425,958  Investments to assets 28.3% 27.8% 23.4% 26.2%

YoY Growth (%) 23.5% 29.4% 22.0% 21.0% Investments to deposits 34.3% 32.3% 27.0% 30.0%

Fixed Assets (Net) 10,302       10,098       10,108       9,933         Net Worth to assets 6.5% 6.4% 6.1% 5.7%

Other Assets 37,628       39,808       43,356       48,074       

Total Assets 1,452,674  1,624,225  2,005,153  2,499,611  Productivity ratio (Rs. mn)

Opt. expense per employee 0.5 0.6 0.6 0.7

Deposits 1,196,849  1,398,597  1,734,260  2,185,168  Net profit per employee 0.2 0.3 0.3 0.3

YoY Growth (%) 16.0% 16.9% 24.0% 26.0% Asset per employee 25.0 28.3 34.0 41.5

Borrowings 66,649       19,489       27,105       35,649       

YoY Growth (%) 145.2% -70.8% 39.1% 31.5% Operating ratios (%)

Other Liabilities & Provisions 95,412       101,785     121,633     136,229     Operating cost to net income 50.9% 50.7% 49.0% 48.5%

Total Liabilities 1,358,910  1,519,870  1,882,998  2,357,046  Operating cost to avg. assets 2.2% 2.2% 2.0% 2.0%

Share Capital 3,153         3,153         3,153         3,153         Source: Bank data, Indiabulls research

Reserves & Surplus 90,611       101,202     119,002     139,413     Note: Some ratios are as per Indiabulls definitions and may not match figures 

Total Equity & Liabilities 1,452,674  1,624,225  2,005,153  2,499,611  declared by the Bank



Indiabulls (H.O.), Plot No- 448-451, Udyog Vihar, Phase - V, Gurgaon - 122 001, Haryana. Ph: (0124) 3989555, 3989666 
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Disclaimer 
 
This report is not for public distribution and is only for private circulation and use. The Report should not be reproduced or 
redistributed to any other person or person(s) in any form. No action is solicited on the basis of the contents of this report. 
 
This material is for the general information of the authorized recipient, and we are not soliciting any action based upon it. 
This report is not to be considered as an offer to sell or the solicitation of an offer to buy any stock or derivative in any 
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Indiabulls 
Securities Limited. It does not constitute a personal recommendation or take into account the particular investment 
objectives, financial situations, or needs of individual clients. You are advised to independently evaluate the investments 
and strategies discussed herein and also seek the advice of your financial adviser. 
 
Past performance is not a guide for future performance. The value of, and income from investments may vary because of 
changes in the macro and micro economic conditions. Past performance is not necessarily a guide to future performance. 
 
This report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, 
and it should not be relied upon as such. Any opinions expressed here in reflect judgments at this date and are subject to 
change without notice. Indiabulls Securities Limited (ISL) and any/all of its group companies or directors or employees 
reserves its right to suspend the publication of this Report and are not under any obligation to tell you when opinions or 
information in this report change. In addition, ISL has no obligation to continue to publish reports on all the stocks 
currently under its coverage or to notify you in the event it terminates its coverage. Neither Indiabulls Securities Limited 
nor any of its affiliates, associates, directors or employees shall in any way be responsible for any loss or damage that 
may arise to any person from any error in the information contained in this report. 
 
The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views 
about the subject stock and no part of his or her compensation was, is or will be, directly or indirectly related to specific 
recommendations or views expressed in this report. No part of this material may be duplicated in any form and/or 
redistributed without Indiabulls Securities Limited prior written consent.  
 
The information given herein should be treated as only factor, while making investment decision. The report does not 
provide individually tailor-made investment advice. Indiabulls Securities Limited recommends that investors independently 
evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser. 
Indiabulls Securities Limited shall not be responsible for any transaction conducted based on the information given in this 
report, which is in violation of rules and regulations of National Stock Exchange or Bombay Stock Exchange. 
 


