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Bank of Baroda’s 3QFY12 PAT grew 21% YoY to INR12.9b. While provisions at INR8.4b were significantly higher

than our estimate of INR4.8b, strong growth in treasury (INR3.9b v/s INR848m in 3QFY11) and forex income

(INR2.4b v/s ~INR1.5b in 2QFY12 and 3QFY11) led to higher than estimated PAT.

 Slippages at INR9.5b: Slippages during the quarter stood at INR9.5b (annualized slippage ratio of 1.8% v/s

1.2% in 2QFY12), of which INR3b was on account of the aviation sector. Gross NPAs increased 14% QoQ to

INR39b, whereas net NPAs increased 18% QoQ to INR13.2b.

 Restructured loans of INR21.2b during the quarter: In 3QFY12, bank restructured loans  of INR21.2b (~120bp of

domestic loans), led by the large corporate segment. Total outstanding domestic restructured book stands at

~INR99.5b (5.5% of domestic loans),  of which ~12.7% has turned into NPAs.

 Domestic margins decline 16bp QoQ: Reported domestic margins were 3.51% v/s 3.67% a quarter ago. While

cost of deposits increased 6bp QoQ, yield on loans declined 13bp QoQ, leading to margin decline.

 Business growth improved; domestic CASA ratio at 34% - flat QoQ: Overall loans grew ~9% QoQ and 26% YoY

to INR2.6t. Global deposits grew 24% YoY and 6% QoQ. Global  and domestic CASA deposit grew at ~16% YoY.

Valuation and view:  We expect the bank to report an EPS of INR122 for FY12 and INR133 for FY13. BV is expected

to be INR606 in FY12 and INR713 in FY13. The stock trades at 1.3x FY12E BV and 1.1x FY13E BV. We believe credit

cost is at its best and room for positive surprise is limited. Maintain Neutral.
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Quarterly performance v/s our estimates and reasons for deviation (INR m)
Y/E March 3QFY12A 3QFY12E Variation (%) Comments

Net Interest Income 26,555 27,011 -2 Domestic margin decline 16bp QoQ - a negative surprise

% Change (Y-o-Y) 16 18

Other Income 11,493 8,103 42 Strong trading gains and forrex leading to +ve surprise

Net Income 38,048 35,114 8

Operating Expenses 12,097 12,220 -1

Operating Profit 25,952 22,894 13 Higher non-interest income led to higher than est.

% Change (Y-o-Y) 40 24 operating profit

Other Provisions 8,367 4,728 77 Higher slippages, provisions towards restructured loan and

MTM losses led to -ve surprise

Profit before Tax 17,585 18,165 -3

Tax Provisions 4,686 5,904 -21 Tax rate lower at 27% v/s est. 33%

Net Profit 12,899 12,262 5 Strong non-interest income growth partially off-set by

% Change (Y-o-Y) 21 15 higher provisions

Source: Company/MOSL

Slippages at INR9.5b v/s 5.8b a quarter ago: Gross Slippages during the quarter stood

at INR9.5b (annualized slippage ratio stood at ~1.8% v/s 1.2% a quarter ago) – of which

aviation segment accounted for INR3b. Management mentioned that slippages were

broad based and it does not expect significant pressure to arise from the same.

Recoveries and up-gradation improved QoQ and stood at INR3b v/s INR1.9b in 2QFY12.

During the quarter bank wrote off INR1.5b as against INR4.2b. Credit cost (including

provisions on restructured loans) during the quarter stood at 81bp v/s 51bp a quarter

ago. PCR (cal) declined marginally to 66% v/s 67% a quarter ago, however, PCR including

technical write-off stood at ~80.5%.

GNPAs up 14% QoQ: Gross NPAs absolute terms increased 14% QoQ to INR39b, whereas

net NPA increased 18% QoQ to INR13.2b. In % terms GNPAs increased 7bp QoQ to

~1.5%, while NNPA was up 4bp QoQ to 51bp. In % terms GNPA ratio declined across

segment except SME which reported a marginal increase (3.09% as against 3.06% a

quarter ago). Agri. GNPA declined to 4% as against 4.6% a quarter ago.  Large and mid

corporate segment and retail segment reported a marginal decline of 2-3bp QoQ.

Restructured loan of INR21.2b during the quarter: Additional restructuring of INR21.2b

(~120bp of domestic loans) was done during the quarter, led by large corporate (o/s

restructured loan to large corporate increased to INR64.7b as against INR45.5b in

2QFY12). Total outstanding domestic restructured book stands at ~INR99.5b (5.5% of

domestic loan).  Cumulative ~12.7% of the restructured loans has turned into NPA. Of

the overall restructured loans, large corporate formed ~65% (52% in 2QFY12), SME

formed ~20%, Retail ~6% and Agriculture loans ~9%. During the quarter bank provided

INR1.5 towards restructured loan.

Domestic margins decline 16bp QoQ: Reported domestic margins stood at 3.51% v/s

3.67% a quarter ago. While cost of deposits increased 6bp QoQ, yield on loans declined

13bp QoQ leading to margin decline. Overseas NIM improved 22bp QoQ to 1.64% and

resultantly, the global NIMs declined by 9bp QoQ to ~3%. Management re-iterated its

guidance of maintaining margins at ~3%.
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Trading gains and forex drives non-interest income: Overall non-interest income grew

57% QoQ and 70% YoY to INR11.5b (significantly above est. of INR8.1) led by strong

gains in trading and forex related income. Trading gains stood at INR3.9b v/s INR102m

a quarter ago and INR850m a year ago driving profitability. Management mentioned

that booking of gains of ~INR3b on account of sale of liquid MF led to higher trading

profits. Forex income stood at INR2.4b v/s INR1.5b a quarter and year ago. Core fee

income grew 18% YoY, however was flat sequentially – a disappointment. Recoveries

from written off account stood at INR711m as against INR1.2b a quarter ago and INR615m

a year ago.   

Business growth improved led by strong growth in overseas loans: Overall loans grew

~9% QoQ and 26% YoY to INR2.6t. However, of this, the domestic loans grew by ~7%

QoQ and 19% YoY. On the other hand the overseas loan portfolio grew by 15% QoQ

and 46% YoY, forming 48% of incremental loans. Strong growth in overseas loans was

on account of sharp currency depreciation. Adjusting for which, the overseas loan

growth came in at ~26% YoY. Global deposits grew by 24% YoY and 6% QoQ, of which

domestic deposits grew by 18.4% YoY and ~4% QoQ, while overseas deposits grew

43% YoY and ~12% QoQ. Global CD ratio improved to 74.6% v/s 72.6% in 2QFY12.

Meanwhile, Domestic CD ratio stood at 70.7% v/s 69% a quarter ago.

Domestic CASA ratio remains flat sequentially: Global CASA deposit growth was

moderate at 15.6% YoY, in line with the similar 15% YoY growth seen in the domestic

CASA deposits. Domestic SA deposits grew 5% QoQ and 17% YoY, domestic CA deposits

grew 7% YoY and 3% QoQ. Domestic CASA ratio was stable QoQ at 34%.

Valuation and view
We expect the bank to report EPS of INR122 for FY12, INR133 for FY13. BV is expected

to be INR606 in FY12 and INR713 in FY13. Stock trades at 1.3x FY12E BV and 1.1x FY13E

BV. We believe credit cost is at its best and room for positive surprise is limited.

Maintain Neutral with a target price of INR1,000 (1.4x FY13E BV).

Analysts meet highlights
 Strong presence in industrial growth areas is leading to healthy loan demand.

Bank consciously moderated its retail loan book (+4% YoY) in adverse

environment, however growth in housing segment remains healthy (+3% QoQ

and 15% YoY).

 While contribution of global business has increased to 28.6% led by sharp currency

depreciation, management expects it to be in the range of 24-26%.

 In 3QFY12, it provided INR2.2b towards depreciation on investment, largely on

equity. Break-even yield for investment portfolio stood at 8.55%, thereby no

MTM impact on bond portfolio.

 CAR (excluding 9M profit stood at) 13.45% of which Tier I was at 9.3% (up 50bp

QoQ). Management mentioned that improved efficiency (increasing number of

rated customers), and liquidation of investment in MF has helped release of

capital leading to higher Tier I. Including 9M profit Tier I ratio would have been

higher by further 70bp.

 Management expects to receive capital of INR6.8b from the government in FY12,

however it is not currently factored in our estimates.
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We upgrade our earnings estimates to account for strong non-interest income growth (INR b)
Old Estimates Rev. Estimates Change (%)

FY12 FY13 FY12 FY13 FY12 FY13

Net Interest Income 103.9 121.5 103.5 125.3 -0.4 3.1

Other Income 30.9 35.4 35.4 37.8 14.7 6.9

Total Income 134.8 156.9 138.9 163.1 3.1 4.0

Operating Expenses 48.4 53.1 48.4 54.7 0.0 3.2

Operating Profits 86.4 103.8 90.6 108.4 4.8 4.4

Provisions 22.0 29.9 23.4 30.9 6.3 3.4

PBT 64.5 73.9 67.2 77.5 4.2 4.8

Tax 21.0 24.0 19.2 25.2 -8.6 4.8

PAT 43.5 49.9 48.0 52.3 10.4 4.8

Margins (%) 2.8 2.8 2.8 2.8

Credit Cost (%) 0.5 0.8 0.6 0.8

RoA (%) 1.1 1.0 1.2 1.1

RoE (%) 20.0 19.6 21.9 20.2

Source: MOSL

Bank of Baroda: One year forward P/E Bank of Baroda: One year forward P/BV
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Quaterly trends
...so does deposit growth

Domestic CD ratio improves QoQ (%)

Overseas loans forms 31% of total loans and 48% of incr. loans

 Domestic deposits grew 4% QoQ whereas international

deposits grew ~12% QoQ

 Overall CD ratio stood at 74.6%asset growth of 28% YoY and

7% QoQ

 Overseas loan portfolio grew by 15% QoQ and 46% YoY led

by sharp currency depreciation

Loan growth improves…

 Domestic loans grew by ~7% QoQ whereas overseas loan

portfolio grew by 15% QoQ

Share of overseas and agri. segment increase QoQ

 Of the domestic loans, Agriculture segment was major

growth driver sequentially (+ 14.7% QoQ)

Domestic CASA ratio remains flat sequentially

 Domestic SA deposits grew 5% QoQ and 17% YoY, domestic

CA deposits grew 7% YoY and 3% QoQ
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Quarterly trends (continued)
Domestic margin declines 16bp QoQ

Sharp improvement in trading gains (INR b)

INR21.2b restructured in 3QFY12 (INR b)

 Management maintains its guidance to maintain global

NIM at 3%

Global yield on loans declined 19bp QoQ (%)

 While yield on loan declined 13bp QoQ, cost of deposits

were up 6bp QoQ

Core fee income growth flattish QoQ

 Core fee income grew 18% YoY, however was flat

sequentially - a disappointment

Slippages increase QoQ

 Trading gains stood at INR3.9b v/s INR102m in 2QFY12 and

INR850m in 3QFY11 driving profitability

 Annualized slippage ratio stood at ~1.8% v/s 1.2% a quarter

ago

 Additional restructuring in 3QFY12 constituted ~120bp of

domestic loans led by large corporates
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Quarterly Snapshot
FY11                FY12 Variation (%) Cumulative Numbers

1Q 2Q 3Q 4Q 1Q 2Q 3Q QoQ YoY 9M 9M YoY

FY11 FY12  Gr (%)

Profit and Loss (INR m)

Net Interest Income 18,580 20,381 22,923 26,139 22,972 25,669 26,555 3 16 61,884 75,196 22

Other Income 6,172 6,813 6,762 8,345 6,409 7,343 11,493 57 70 19,747 25,245 28

    Trading profits 1,279 1,101 848 1,209 740 102 3,855 N.A. N.A. 3,228 4,697 45

    Forex Income 1,216 1,000 1,471 1,461 1,400 1,473 2,407 63 64 3,687 5,281 43

     Recoveries 561 692 615 859 288 1,220 711 -42 16 1,868 2,219 19

Others (Non core) 3,116 4,020 3,828 4,817 3,981 4,549 4,520 -1 18 10,964 13,049 19

Total Income 24,752 27,194 29,684 34,484 29,380 33,013 38,048 15 28 81,631 100,441 23

Operating Expenses 9,474 10,627 11,172 15,026 11,198 11,743 12,097 3 8 31,273 35,037 12

      Employee 5,767 6,562 6,942 9,897 6,454 6,466 6,740 4 -3 19,271 19,660 2

      Others 3,706 4,065 4,230 5,129 4,744 5,277 5,356 2 27 12,002 15,377 28

Operating Profits 15,279 16,567 18,512 19,458 18,183 21,270 25,952 22 40 50,358 65,404 30

Provisions 2,513 1,855 3,041 5,904 3,911 4,834 8,367 73 175 7,409 17,111 131

      NPA provisions 2,775 1,423 2,064 4,244 1,320 2,981 5,089 71 147 6,262 9,390 50

      Provisions on Invst. -589 -201 535 346 1,385 1,651 2,241 36 319 -256 5,278 N.A.

      Others 327 633 442 1,314 1,206 201 1,037 N.A. 135 1,402 2,444 74

PBT 12,765 14,713 15,471 13,554 14,272 16,436 17,585 7 14 42,949 48,293 12

Taxes 4,174 4,520 4,783 611 3,944 4,775 4,686 -2 -2 13,476 13,405 -1

PAT 8,592 10,193 10,689 12,944 10,328 11,661 12,899 11 21 29,473 34,888 18

Ratios (%)

Fees to Total Income 12.6 14.8 12.9 14.0 13.5 13.8 11.9 13.4 13.0

Cost to Core Income 43.7 43.6 41.8 48.5 41.5 38.9 38.9 42.9 39.7

Tax Rate 32.7 30.7 30.9 4.5 27.6 29.1 26.6 31.4 27.8

CASA Reported 35.2 35.9 35.1 34.4 33.9 34.0 34.1

Loan/Deposit 72.9 71.6 73.6 74.9 74.2 72.6 74.6

Domestic Loan/ Deposit 69.2 68.8 70.6 72.6 71.3 69.1 70.7

CAR 13.3 13.2 12.5 14.5 13.1 12.7 13.5

          Tier I 8.2 8.2 7.7 10.0 9.1 8.8 9.3

Margins Global (%)

Yield on loans 8.2 8.4 8.6 8.7 9.1 9.6 9.5 -19 87 8.4 9.4 12

Yield On Investments 6.7 7.1 7.4 7.5 7.5 7.6 7.7 9 28 7.0 7.6 8

Cost of Deposits 4.4 4.5 4.5 4.8 5.4 5.6 5.7 4 112 4.5 5.5 24

Margins 2.9 3.0 3.2 3.1 2.9 3.1 3.0 -8 -21 3.0 3.0 -2

Margins - Domestic (%)

Yield on loans 9.8 10.2 10.3 10.7 11.2 12.1 12.0 -13 167 10.1 11.8 169

Yield On Investments 6.8 7.2 7.6 7.6 7.6 7.7 7.8 7 23 7.2 7.7 49

Cost of Deposits 5.1 5.3 5.3 5.6 6.4 6.8 6.9 6 163 5.2 6.7 151

Margins 3.4 3.6 3.8 3.7 3.4 3.7 3.5 -16 -31 3.6 3.5 -10

Margins - Overseas (%)

Yield on loans 3.7 3.8 3.7 3.5 3.4 3.4 3.6 23 -10 3.7 3.5 -26

Yield On Investments 3.7 3.7 3.9 4.3 4.9 4.2 4.9 66 105 3.8 4.7 91

Cost of Deposits 2.0 2.0 1.9 1.8 1.8 1.8 2.0 14 2 2.0 1.9 -11

Margins 1.3 1.3 1.4 1.4 1.4 1.4 1.6 22 24 1.3 1.5 13

Franchise

Branches 3,106 3,202 3,259 3,364 3,409 3,492 3,691 199 432

ATM 1,372 1,443 1,512 1,561 1,657 1,800 1,838 38 326

Source: Company/MOSL, For %age change QoQ and YoY is bps
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Quarterly Snapshot (Contd..)
                        FY11 FY12               Variation (%)

INR b 1Q 2Q 3Q 4Q 1Q 2Q 3Q QoQ YoY

Balance sheet

Deposits 2,547 2,697 2,815 3,054 3,129 3,292 3,492 6 24

Domestic 1,962 2,060 2,154 2,333 2,365 2,447 2,550 4 18

Overseas 585 637 661 721 764 845 942 12 42

Loans 1,856 1,930 2,072 2,287 2,323 2,391 2,607 9 26

Domestic 1,357 1,417 1,520 1,694 1,686 1,690 1,802 7 19

Overseas 499 512 552 593 637 701 804 15 46

CASA 748 798 820 876 872 902 948 5 16

Domestic 691 739 756 802 802 833 868 4 15

Overseas 57 59 64 74 70 69 80 15 26

Savings Deposits 561 593 615 645 657 685 718 5 17

Domestic 548 580 601 630 642 670 702 5 17

Overseas 13 14 14 15 15 15 17 9 16

Current Deposits 187 205 205 231 216 216 230 6 12

Domestic 143 160 155 172 161 162 167 3 7

Overseas 44 45 49 59 55 54 63 17 28

Loan Break Up

Retail Loans 250 272 296 324 309 299 310 4 5

of which Housing 108 113 119 125 129 133 137 3 15

Agriculture 211 216 231 245 232 226 259 15 12

SME 216 235 253 274 284 301 321 7 27

Others 1,179 1,207 1,292 1,443 1,498 1,565 1,716 10 33

Asset Quality

GNPA 26.6 27.2 27.7 31.5 34.3 34.0 39.0 14 41

NNPA 7.2 7.3 7.4 7.9 10.2 11.2 13.3 18 78

GNPA (%) 1.4 1.4 1.3 1.4 1.5 1.4 1.5 7 16

NNPA (%) 0.4 0.4 0.4 0.4 0.4 0.5 0.5 4 15

PCR (Calculated, %) 73.0 73.1 73.1 74.9 70.1 67.1 66.0 -115 -716

PCR (Reported, %) 85.7 85.6 85.5 85.0 82.5 82.0 80.5 -146 -494

Movement in NPA

Opening 24.0 26.6 27.2 27.6 31.4 34.1 33.9

Additions 6.7 2.9 2.8 6.7 5.8 5.8 9.5 64 245

Deductions 4.1 2.3 2.4 2.8 3.1 6.1 4.6 -24 93

Of Which: Due to write Off 1.6 0.9 1.2 1.3 1.1 4.2 1.6 -63 28

Due to Upgradtion 1.1 0.4 0.1 0.5 0.7 0.4 1.7 293 N.A.

Due to Recoveries 1.4 1.0 1.1 1.1 1.3 1.5 1.4 -4 30

Closing 26.6 27.2 27.6 31.4 34.1 33.9 38.8 15 41

Slippage Ratio (%) 1.9 0.8 0.7 1.5 1.3 1.2 1.8 63 113

Credit Cost (%) 0.6 0.3 0.4 0.8 0.2 0.5 0.8 31 40

Restructured loans 52.8 54.3 60.5 67.1 71.7 78.3 99.5 27 64

% to Loans 2.8 2.8 2.9 2.9 3.1 3.3 3.8 54 90

Source: Company/MOSL
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EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 122.3 119.6 2.3

FY13 133.1 138.6 -4.0

Shareholding pattern (%)
Dec-11 Sep-11 Dec-10

Promoter 57.0 57.0 53.8

Domestic Inst 17.2 16.8 16.6

Foreign 14.1 14.9 18.8

Others 11.7 11.4 10.9

1-year Sensex rebased
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Financials and valuation
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