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Bank of India's net profit for 1QFY12 was significantly (25%) below our estimate, led by disappointing performance on

the asset quality front. Sharp increase in slippages (INR16.8b, annualized slippage ratio of 3.1%) not only led to high
credit cost (70bp+ annualized) but also impacted margins (~25bp) due to interest income reversal (INR1.8b).
Key highlights

 Sharp QoQ contraction in margins: Global margins declined sharply by 75bp QoQ to 2.14%, led by sharp drop in
domestic margins by 95bp QoQ to 2.43%. Domestic cost of deposits increased 80bp QoQ and yield on loans
improved 17bp QoQ. BoI also had other interest income of INR1.75b.

 Muted QoQ business growth; liquidity remains high: Loans were flat QoQ and grew 22% YoY to INR2.2t.
Deposits declined ~2% QoQ and grew 25% YoY to INR2.93t. Global CD ratio improved QoQ to 73.3% v/s 72.3%.

 Domestic CASA ratio improves QoQ: Domestic CASA deposits grew 14.3% YoY and were flat QoQ. Savings

deposits were flat QoQ and grew 16% YoY. CA deposits grew 6% QoQ and 8% YoY.
 Asset quality deteriorates sharply QoQ: Gross NPAs increased 20% QoQ to INR57.8b whereas net NPAs increased

~40% QoQ to INR26.9b. Slippages during the quarter were INR16.8b (annualized slippage ratio of 3.2% v/s 1.73% for
FY11). The bank has already shifted its entire portfolio above INR0.5m to CBS for NPA recognition.

Valuation and view
Stress on asset quality is hurting margins, leading to sharp downgrade in our earnings estimate by ~18% each for FY12/
13. Volatile asset quality performance remains a biggest concern. In the past on several occasions, bank has disappointed

on asset quality performance v/s guidance. The stock trades at 1.2x FY12E and 1.1x FY13E BV. Maintain Neutral, with
a target price of INR460 (1.2x FY13E BV).
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Quarterly performance v/s our estimates and reasons for deviation (INR m)
Y/E MARCH 1QFY12A 1QFY12E Variation (%) Comments

Net Interest Income 18,410 20,727 -11 Int. income reversal of INR1.75b on the a/cs slipped. NIM

    % Change (Y-o-Y) 6 19 contracted sharply ~75bp QoQ

Other Income 6,601 6,034 9 Trading profits and recoveries leading to surprise

Net Income 25,011 26,762 -7

Operating Expenses 11,051 10,966 1

Operating Profit 13,959 15,796 -12 Disappointing core operating performance

    % Change (Y-o-Y) -1 12

Other Provisions 5,672 5,688 0

Profit before Tax 8,287 10,108 -18

Tax Provisions 3,112 3,234 -4 Tax Rate at 38% vs estimate of 32%

Net Profit 5,175 6,873 -25

    % Change (Y-o-Y) -29 -5

Source: Company/MOSL

Sharp QoQ contraction in margins

Global margins declined sharply by 75bp QoQ to 2.14% led by sharp drop in domestic
margins by 95bp QoQ 2.43%. Fall in domestic margins was on account of higher savings
deposit cost and sharp increase in GNPA. Global cost of deposits increased 69bp QoQ
whereas, yield on loans remained stable. Domestic cost of deposits increased 80bp QoQ
and yield on loans improved 17bp QoQ. BOI also had other interest income during the
quarter of INR1.75b (~20bp) of margins.

Lower yields and higher cost of deposits impacting margins (%)
1QFY12 4QFY11 1QFY11

Global  Domestic Foreign Global  Domestic Foreign Global  Domestic Foreign

Yield on loans 8.89 10.84 2.80 8.81 10.67 2.82 8.38 9.89 2.89

Cost of deposits 6.01 6.87 1.17 5.32 6.08 1.15 4.79 5.37 1.28

Yield on Investments 7.37 7.50 4.67 8.04 8.27 4.68 6.90 7.14 4.04

NIMs 2.19 2.43 1.22 2.94 3.38 1.24 2.89 3.29 1.20

Source: Company/MOSL

Muted QoQ business growth; liquidity remains high

Loans were flat QoQ and grew 22% YoY to INR2.2t and deposits declined ~2% QoQ
and grew 25% YoY to INR2.93t. Global CD ratio improved QoQ to 73.3% v/s 72.3% (a
quarter ago). Domestic loans declined 2% QoQ and grew 16% YoY whereas, domestic
deposits declined 3% QoQ and 22% YoY. Sequentially SME loans declined 5% and grew
9% YoY. Share of international business improved marginally to ~20% v/s ~19% a quarter
ago. Domestic CASA deposits grew 14.3% YoY and were flat QoQ. Savings deposits
were flat QoQ and grew 16% YoY and CA deposits grew 6% QoQ and 8% YoY. Domestic
CASA ratio stood at 30% v/s 29% a quarter ago.

Fee income grew 16% YoY

Fee income (excluding forex) grew ~16% YoY and were down 20% QoQ. Trading profits
during the quarter stood at INR1.1b v/s INR1.3b in 4QFY11 and INR1b in 1QFY11.
Recoveries from written off accounts stood at INR312m v/s INR919m a quarter ago.

Asset quality deteriorates sharply QoQ

Gross NPAs in absolute terms increased 20% QoQ to INR57.8b whereas net NPA
increased ~40% QoQ to INR26.9b. Slippage during the quarter stood at INR16.8b
(annualized slippage ratio of 3.2% v/s 1.73% for FY11). Bank already has shifted entire
portfolio above INR0.5m under CBS for recognition of NPA; INR8b of slippage was on
account of that. 90% of the portfolio is already shifted on that.
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Valuation and view

Stress on asset quality is hurting margins, leading to sharp downgrade in our earnings
estimate by ~18% each for FY12/13. For FY12, Bank has guided for (1) ~20% loans
growth, (2) Slippage ratio of ~1.5%, (3) Global margin of ~2.5% (down 40bp YoY), and
(4) stable RoA (implied earnings growth of 20%).Volatile asset quality performance remains
a biggest concern. In the past on several occasions, bank has disappointed on asset quality
performance v/s guidance. We have modeled ~45bp margin compression (despite capital
infusion of ~INR10b, NIM benefit of ~5bp in FY12), slippage ratio of 2.2% v/s 1.73% in
FY11 and credit cost of 60bp v/s 63bp in FY12.

We expect RoA of ~0.8%, RoE at 16-18%, and earnings CAGR of ~21% over FY12-13.
We expect the bank to report EPS of INR52 for FY12, INR65 for FY13. BV is expected
to be INR333 in FY12 and INR384 in FY13.The stock trades at 1.2x FY12E BV and 1.1x
FY13E BV. Maintain Neutral with a target price of INR460 (1.2x FY13E BV).

Stress on asset quality leading to ~18% earnings downgrade (INR b)
Old Estimates Rev. Estimates Change (%)

FY12 FY13 FY12 FY13 FY12 FY13

Net Interest Income 88.9 107.4 80.2 95.8 -9.7 -10.8

Other Income 29.2 33.5 30.7 35.0 5.1 4.5

Total Income 118.1 140.8 110.9 130.7 -6.1 -7.1

Operating Expenses 47.5 52.6 47.5 53.6 0.0 2.0

Operating Profits 70.6 88.2 63.4 77.1 -10.1 -12.6

Provisions 19.9 24.6 20.4 24.7 2.1 0.5

PBT 50.6 63.6 43.1 52.4 -15.0 -17.7

Tax 16.2 20.4 14.6 16.8 -9.6 -17.7

PAT 34.4 43.3 28.4 35.6 -17.5 -17.7

Loans 2,600 3,172 2,557 3,069 -1.6 -3.3

Deposits 3,617 4,412 3,557 4,304 -1.7 -2.5

Margins 2.6 2.5 2.3 2.3

Credit Cost 0.6 0.7 0.6 0.7

RoA 0.9 0.9 0.7 0.8

RoE 19.9 21.2 16.6 18.2

Source: MOSL

Bank of India: One year forward P/E Chart Bank of India: One year forward P/BV Chart
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Quaterly trends

 Deposit grew 25% YoY however declined 2% QoQ

CASA ratio improves QoQ to 30%

Sharp drop in margins QoQ (%)

 Domestic deposits declined 3% QoQ and 22% YoY

 Savings deposits were flat QoQ and grew 16% YoY and CA

deposits grew 6% QoQ and 8% YoY

 Margins declined sharply by 75bp QoQ led by higher slippages,

impact of savings deposits cost.

Loan grew 22% YoY ; flat QoQ

 Domestic loans declined 2% QoQ and grew 16% YoY. Sequentially

SME loans declined 5%

Global Cost of deposits increases 69bp QoQ (%)

 Domestic yield on loans improved 17bp QoQ while cost of

deposits (Domestic) was up 79bp

CD ratio stable QoQ (%)

 Excess liquidity remains in the balance sheet with CD ratio at

65.6%
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Quaterly trends

Trading profits contribution remains high (INR b)

Assest quality - continues to disappoint (%)

 Higher slippages during the quarter (INR b)

 Fee income (excluding forex) grew ~16% YoY and was down

20% QoQ

 Credit cost remained flat QoQ, however slippage ratio increased

to 3.1% v/s 2.3% a quarter ago

 Out of total slippages of INR16.8b;  INR8b of slippage was on

account of implementation of CBS

Well diversified loan book (%)

 International loans grew 5% QoQ and 44% YoY

Asset quality deteriorates sharply QoQ

 Gross NPAs in absolute terms increased 20% QoQ whereas net

NPA increased ~40% QoQ

Cost to core income declines to ~50%

 Cost to core income remains high as compared to peers
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FY10 FY11          FY12 Variation (%)

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q QoQ YoY

Profit and Loss (INR m)
Interest Income 43,777 44,890 44,862 45,251 48,217 51,556 54,675 63,069 66,336 5 38
Loans 33,520 33,002 31,758 32,752 34,919 36,598 40,234 43,252 45,959 6 32
Investment 9,643 10,765 12,303 11,932 11,776 13,072 12,750 14,120 16,407 16 39
Others 615 1,123 801 567 1,522 1,886 1,692 5,698 3,970 -30 161
Interest Expenses 30,771 30,801 29,915 29,734 30,813 33,795 34,806 39,996 47,926 20 56
Net Interest Income 13,006 14,089 14,948 15,517 17,405 17,761 19,869 23,073 18,410 -20 6
Other Income 6,459 6,760 5,716 7,232 5,859 5,845 6,482 8,231 6,601 -20 13
    Trading profits 2,402 1,508 1,365 661 999 360 592 1,266 1,097 -13 10
    Forex Income 360 1,317 758 1,283 1,309 1,111 1,271 1,334 1,471 10 12
     Recoveries 327 543 332 935 369 301 658 919 312 -66 -15
Others (Non core) 3,370 3,392 3,261 4,353 3,182 4,073 3,961 4,712 3,721 -21 17
Total Income 19,465 20,849 20,664 22,749 23,264 23,606 26,351 31,304 25,011 -20 8
Operating Expenses 8,529 8,789 9,366 9,997 9,158 9,810 12,464 19,251 11,051 -43 21
      Employee 5,331 5,448 6,195 5,989 5,738 6,031 8,369 14,616 7,000 -52 22
      Others 3,197 3,341 3,171 4,008 3,420 3,779 4,094 4,635 4,052 -13 18
Operating Profits 10,936 12,060 11,298 12,752 14,106 13,796 13,888 12,053 13,959 16 -1
Provisions 2,234 6,021 5,764 8,090 3,859 5,274 4,979 4,776 5,672 19 47
      NPA provisions 1,780 4,698 4,465 6,600 3,078 2,863 1,236 3,367 3,880 15 26
      Provisions on Invst. -1,276 1,343 1,306 1,061 5 628 658 780 900 15 17,900
      Others 1,730 -20 -7 429 776 1,783 3,085 629 892 42 15
PBT 8,702 6,038 5,534 4,662 10,247 8,522 8,908 7,277 8,287 14 -19
Taxes 2,859 2,805 1,479 385 2,995 2,355 2,379 2,340 3,112 33 4
PAT 5,843 3,233 4,055 4,277 7,251 6,168 6,530 4,936 5,175 5 -29
Ratios (%)
Fees to Total Income 17.3 16.3 15.8 19.1 13.7 17.3 15.0 15.1 14.9
Cost to Core Income 52.1 50.3 51.4 50.3 44.5 44.9 52.3 69.3 49.9
Tax Rate 32.9 46.5 26.7 8.3 29.2 27.6 26.7 32.2 37.6
CASA Reported (Domestic) 32.0 32.0 33.0 31.8 32.4 33.5 32.5 29.2 30.0
Loan/Deposit 75.8 75.6 76.2 74.6 75.7 76.5 76.3 72.3 73.3
Domestic Loan/ Deposit 70.2 69.6 70.1 68.8 69.4 70.6 70.3 65.3 65.6
CAR 13.3 13.5 13.6 12.9 13.3 13.0 12.4 12.2 11.6
          Tier I 9.2 9.2 9.2 8.5 8.5 8.4 8.0 8.3 8.0
Margins Global (%)
Yield on loans 9.3 9.0 8.4 8.1 8.4 8.5 8.8 8.8 8.9 8 51
Yield On Investments 7.1 7.1 7.4 7.0 6.9 7.3 7.7 8.0 7.4 -67 47
Cost of Deposits 5.8 5.6 5.3 4.8 4.8 5.0 5.0 5.3 6.0 69 122
Margins 2.4 2.6 2.6 2.6 2.9 2.8 3.1 2.9 2.2 -75 -70
Margins - Domestic (%)
Yield on loans 10.7 10.4 9.9 9.6 9.9 10.0 10.4 10.7 10.8 17 95
Yield On Investments 7.3 7.4 7.7 7.2 7.1 7.5 7.9 8.3 7.5 -77 36
Cost of Deposits 6.5 6.2 5.9 5.4 5.4 5.7 5.6 6.1 6.9 79 150
Margins 2.8 3.1 3.1 3.0 3.3 3.2 3.5 3.4 2.4 -95 -86
Margins - Overseas (%)
Yield on loans 3.9 3.6 3.0 2.8 2.9 3.1 3.1 2.8 2.8 -2 -9
Yield On Investments 4.9 4.5 4.2 4.2 4.0 4.2 4.7 4.7 4.7 -1 63
Cost of Deposits 2.1 1.9 1.6 1.3 1.3 1.3 1.3 1.2 1.2 2 -11
Margins 1.1 0.9 0.8 1.0 1.2 1.4 1.5 1.2 1.2 -2 2

Source: Company/MOSL, For %age change QoQ and YoY is bp

Quarterly Snapshot
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FY10 FY11          FY12 Variation (%)

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q QoQ YoY

Balance sheet (INR b)
Deposits 1,950 1,987 2,060 2,298 2,337 2,411 2,525 2,989 2,931 -2 25
      Domestic 1,660 1,699 1,751 1,966 2,007 2,048 2,147 2,530 2,456 -3 22
      International 290 288 309 332 330 362 378 459 475 3 44
Loans 1,478 1,502 1,570 1,713 1,768 1,844 1,928 2,162 2,149 -1 22
      Domestic 1,165 1,183 1,228 1,352 1,394 1,447 1,509 1,651 1,611 -2 16
      International 313 320 342 361 375 397 419 510 538 5 44
CASA Deposits 513 528 567 618 649 681 693 731 742 1 14
Savings 394 418 441 478 507 542 557 587 588 0 16
Current 119 109 126 141 142 139 136 144 153 6 8
Intl business as a % of total busi 17.6 17.4 17.9 17.3 17.2 17.8 17.9 18.8 19.9
Domestic Loan Break Up
Retail 170 153 154 158 155 153 156 166 163 -2 6
  of which Housing 80 69 70 72 85 74 76 75 78 5 -7
SME 256 292 306 296 311 273 279 356 339 -5 9
Agriculture 160 164 177 183 178 193 205 227 222 -2 25
Corporate 578 573 590 716 750 828 869 902 887 -2 18
Domestic Investments Break Up
SLR 467 536 598 577 579 576 606 679 658 -3 14
NON SLR 43 50 47 50 52 58 66 146 188 29 NA
         HTM 366 440 461 458 490 461 475 534 530 -1 8
         AFS 143 146 184 169 141 173 198 291 315 8 123
Asset Quality
GNPA 28 39 42 49 48 49 45 48 58 20 21
NNPA 9 16 16 22 21 21 17 19 27 38 30
GNPA (%) 1.9 2.6 2.7 2.9 2.7 2.6 2.4 2.2 2.7 46.4 -62.0
NNPA (%) 0.8 1.1 1.0 1.3 1.2 1.1 0.9 0.9 1.3 36.0 -40.0
PCR (Calculated, %) 67.6 59.1 61.9 54.8 57.0 57.5 63.4 59.6 53.6 -602.3 478.7
PCR (Reported, %) 74.6 0.0 69.9 65.5 68.3 70.0 74.5 72.2 66.8 -542.0 667.0
Movement in Gross NPA
Opening 24.7 27.9 39.2 41.9 48.8 48.1 49.6 46.5 48.1
Additions 5.9 14.1 6.5 15.0 6.2 8.2 4.8 10.0 16.8 68.5 172.4
Deductions 2.8 2.8 2.4 7.7 6.9 6.7 7.8 6.7 5.1 -24.5 -26.6
Of Which : Due to write Off 1.1 0.7 0.5 5.1 2.4 3.7 -0.4 3.1 1.5 -51.4 -37.6
                    Due to Upgradtion 0.6 0.4 0.6 0.5 2.1 1.2 6.1 1.0 1.3 23.6 -39.3
                    Due to Recoveries 1.1 1.7 1.4 2.1 2.4 1.9 2.1 2.6 2.3 -11.7 -4.6
Closing 27.9 39.2 43.3 49.2 48.1 49.6 46.5 49.8 59.9 20.2 24.5
       Slippage Ratio (%) 1.2 3.3 1.3 3.4 0.4 1.2 -0.8 1.5 2.5 97.1 -196.4
        Credit Cost (%) 0.5 1.3 1.2 1.6 0.7 0.6 0.3 0.7 0.7 6.1 -95.0
Restructured loans (Global) - - - 106 101 100 103 106 111 4 10
         % to Loans - - - 6.2 5.7 5.4 5.4 4.9 5.2 24.1 -127.0
Total NPA from Restructured loans - - - 18 17 19 17 18 23 2935
         % to restructured Loans - - - 16.6 17.0 19.2 16.9 17.0 21.1 401.2 39.8

Source: Company/MOSL, For %age change QoQ and YoY is bp

Quarterly Snapshot continued
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EPS: MOSL forecast v/s consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 51.9 56.0 -7.4

FY13 65.1 70.2 -7.3

Shareholding pattern (%)
Jun-11 Mar-11 Jun-10

Promoter 65.9 65.9 64.5

Domestic Inst 12.4 12.5 13.1

Foreign 15.5 14.7 14.5

Others 6.3 6.9 7.9

1-year Sensex rebased
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