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Punjab National Bank's (PNB) 3QFY12 PAT grew 6% YoY to INR11.5b (v/s est. of INR13.1b). While operating profit

was 4% above estimates, higher-than-expected provision led to lower-than-estimated PAT.

 Slippages of INR17b; traction in recoveries and upgradation slows down: Gross slippages during the quarter

stood at INR16.8b v/s INR9.9b in 2QFY12 which included one large account in aviation segment. The annualized

slippage ratio for 3QFY12 was at 3% v/s 1.9% in 2QFY12. In 3QFY12, recoveries and upgradation stood at

INR3.6b v/s INR7.2b in 2QFY12 and INR15.8b in FY11.

 Restructured loans of INR19b: PNB restructured loans of INR19b (70bp of loans) in 3QFY12, of which INR10b

was due to one large account in telecom segment (on which NPV hit was INR1.5b). Outstanding standard

restructured loans (net of repayments and NPAs) stood at INR155.5b.

 Margins decline 7bp QoQ to 3.9%: While yield on loans improved 5bp QoQ to ~12%, cost of deposits increased

22bp QoQ to 6.7% leading to margin contraction.

 Traction in fee income growth remains impressive: Core fee income grew 10% QoQ and 23% YoY to IN6.1b in

3QFY12. Strong growth was witnessed across different streams of fee income.

 Loan growth remains healthy: Loans grew 5.5% QoQ and ~19% YoY to INR2.6t, deposits grew ~4% QoQ and 23%

YoY to INR3.6t. CASA growth moderated to ~12% YoY as a result of which CASA ratio declined 90bp to 36.2%.

Valuation and view: We expect RoA to remain strong at ~1.2% and RoE at ~22% over FY12/13.  We expect PNB to

report earnings CAGR of 14% over FY11-13. The stock trades at 1.2x FY12 BV and 1x FY13 BV. We maintain Buy.



Punjab National Bank

1 February 2012  2

Quarterly performance: Below est. (INR m)
Y/E March 3QFY12A 3QFY12E % Var. Comments

Net Interest Income 35,366 35,400 0 Margin decline 7bp QoQ - in-line with est.

% Change (Y-o-Y) 10 11

Other Income 9,541 9,822 -3 Healthy fee income growth; non-core income led to -ve surprise

Net Income 44,907 45,222 -1

Operating Expenses 18,143 19,410 -7

Operating Profit 26,764 25,813 4 Lower opex led to higher than est. operating profit

% Change (Y-o-Y) 14 10

Other Provisions 9,461 6,600 43 Higher provisions towards NPA and restructured loan book

leading to negative surprise

Profit before Tax 17,303 19,213 -10

Tax Provisions 5,803 6,148 -6

Net Profit 11,501 13,065 -12 While Op. Profits was above est. higher than expected

% Change (Y-o-Y) 6 20 provisions led to lower than est. PAT

Source: Company/MOSL

Slippages of INR17b; traction in recoveries and upgradation slows down
Gross slippages during the quarter stood at INR16.8b v/s INR9.9b in 2QFY12.

Management mentioned that one large account in aviation segment contributed to

significant increase in slippages sequentially. Further management also stated that it

has also recognized one entertainment account into NPA (amount not quantified)

which is likely to have been restructured by its peers. The annualized slippage ratio

for 3QFY12 was at 3% v/s 1.9% in 2QFY12 and 2.3% for FY11.

Pace of recoveries and up gradations slows down - a disappointment. During the

quarter, recoveries and up gradation stood at INR3.6b v/s INR7.2b in 2QFY12 and

INR15.8b in FY11. Write-offs were negligible during the quarter  (INR310m v/s INR180m

in 2QFY12 and INR1.9b in 3QFY11).

Overall GNPA in absolute terms increased 25% QoQ, whereas NNPA were up 39%

QoQ. In percentage terms GNPA stood at 2.4% (+ 37bp QoQ) while NNPA was at 1.1%

(vs 0.84% a quarter ago). PCR (cal) declined to 55% as against 59.4% a quarter ago. PCR

including technical write-offs was at 70.1% (v/s 75.1% a quarter ago).

Restructured INR19b (~70bp of overall loan book) during the quarter
PNB restructured fresh loans worth INR19b (70bp of loans) during 3QFY12, of which

INR10b was on account of one large account in telecom infrastructure segment (on

which NPV hit was INR1.5b).

Outstanding standard restructured loans (net of repayments and NPA) stood at

INR155.5b which forms 5.9% of the loans (100-150bp higher than large cap peers)

however it includes one large account -  TNSEB, which other Banks have not recognized

so far. Adjusted for which outstanding RL will become 5.3% of the loan book (50-60bp

higher than peers).
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Management mentioned that it expects restructuring to increase further over next

couple of quarters led by restructuring of SEB loans. It has already received application

from Rajasthan SEB and expects Haryana and U.P to be restructured as well. PNBs

exposure to SEB segment stood at INR72b (2.7% of overall loans) - however it includes

some loans to generation segment as well.

Margins decline 7bp QoQ
Margins declined 7bp QoQ to 3.9% as banks reliance on bulk deposit increased further

(24% v/s 23.7% in 2QFY12 and 22.5% in 3QFY11) leading to increase in cost of deposits.

While yield on loans improved 5bp QoQ to ~12%, cost of deposits increased by 22bp

QoQ to 6.7% leading to margin contraction. Yield on investments improved by 8bp

QoQ to 7.86%. Management maintained its guidance of 3.5% NIM for FY12. We model

in margin decline of ~20bp for FY12 v/s reported of 4% for FY11.

Traction in fee income growth remains impressive
Non-interest income was 3% below than estimates at INR9.5b due to lower dividend

income from MF and trading gains. Traction in core fee income remains impressive

with core fee income growing 10% QoQ and 23% YoY to IN6.1b in 3QFY12. Strong

growth was witnessed across the different streams of fee income. Processing fees

(+8% QoQ and 17% YoY), commission from LCs (+11% QoQ and 19% YoY), fees from

remittances (+6% QoQ and 42% YoY) contributed to strong growth in fee income.

Trading profits stood at INR860m vs. INR770m a quarter ago and INR910m a year ago.

Recoveries during the quarter were at INR920m vs INR680m in 2QFY12 and INR1.2b in

3QFY11. Forex income for the quarter was INR1.5b vs ~INR1.3b in 2QFY12 and INR1.2b

in 3QFY11.

Operating profit 4% above est.; higher provisions impacts PAT
Operating profit grew 14% YoY (4% above est.) to INR26.7b driven by healthy NII

growth (in-line with est.) and lower opex (7% below est.)  Provisions for the quarter

stood at INR9.5b as against est. of INR6.6b leading to lower than estimated PAT. Bank

provided INR5.8b towards NPA as against INR3.2b in 2QFY12 and INR5.5b in 3QFY11.

Bank also provided INR1.4b towards depreciation on investment as against INR1.6b in

2QFY12. While the provisioning requirement for MTM was INR2.4b proactively

providing higher in 2QFY12 (INR1.6b as against requirement of INR510m) providing

cushion. PNB provided INR1.2b (net of recoveries) on resturctured loans during the

quarter.

Loan growth remains healthy; CASA ratio declines further
Loans grew 5.5% QoQ and ~19% YoY to INR2.6t, deposits grew ~4% QoQ and 23% YoY to

INR3.6t. As a result CD ratio increased 80bp QoQ to 73.7%.  Overall loan grew 5.5%

QoQ and 19% YoY to INR2.6t, whereas domestic loan growth stood at 4.5% QoQ and

~16% YoY.  Incremental loan growth in domestic segment was driven by SME (+8%

QoQ and 18% YoY) and agriculture segment (+9% QoQ and 13% YoY).
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While loan growth to industrial segment was muted QoQ strong growth was seen in

power (+28% QoQ and 46% YoY) and iron and steel (+16% QoQ and 37% YoY) segment.

Power and iron and steel together contributed 42% of incremental loan growth.

Management specified that strong growth in power segment was led by higher

disbursement in private segment.

Overseas loan growth was strong at 20% QoQ and 83% YoY, partially led by currency

depreciation during the quarter. Investments grew 6% QoQ and 32% YoY. CASA growth

moderated to ~12% YoY and 2% QoQ to ~INR1.3t. CA deposit growth was largely flattish

both on a sequential and on a YoY basis, whereas SA deposits grew 2% QoQ and 14%

YoY to INR1.3t. Reported CASA ratio declined further by ~100bp QoQ to 36.2%.

Proportion of bulk deposits was largely stable QoQ at 24% (v/s 22.4% a year ago).

Valuation and view
While core operating performance has been strong, higher provisions led to lower

than estimated PAT. Over the past two years, management has continuously surprised

on the margins (despite higher slippages) demonstrating strong ALM and benefit of

high CASA ratio. Management has reiterated its guidance on margins of 3.5%+. We

model in NIM decline of ~20bp for FY12 and 15bp for FY13. NII CAGR is expected to be

15% over FY12/13.

While slippages increased to INR17b as against INR10b, it was driven led by one large

account in aviation segment slipping into NPA. However disappointment came in

from slowdown in recoveries and up-gradation (INR3.6b v/s INR7.2b in 2QFY12). In

the current macro-economic environment, while slippages may remain at an elevated

level, improvement in up-gradation and recoveries would be the key for asset quality.

We have built in slippage ratio of 2.1% and 2.2% for FY12 and FY13 respectively and

credit cost of 70bp and 80bp over FY12/13. High margins and improvement in fee

income provides strong cushion in the balance sheet to provide for higher credit cost.

Outstanding standard restructured loans (net of repayments and NPA) stood at

INR155.5b which is 5.9% of the loans (100-150bp higher than large cap peers) however

it includes one of the large account, TNSEB, which others have not recognized so far

(adj for which, RL will become 5.3% of the loan book (50-60bp higher than peers).

We expect RoA to remain strong at ~1.2% and RoE at ~22% over FY12/13.  We expect

PNB to report earnings CAGR of 14% over FY11-13. BV is expected to be INR761 in FY12

and INR910 in FY13. We have not factored in the recent announcement of INR12.9b

capital infusion by GOI as we await the final modalities. Stock trades at 1.2x FY12 BV

and 1x FY13 BV. Maintain Buy with target price of INR1,275 (1.4x FY13 BV).
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Marginal change in our earnings estimates (INR b)
Old Estimates Rev. Estimates Change (%)

FY12 FY13 FY12 FY13 FY12 FY13

Net Interest Income 137.3 154.7 137.8 156.5 0.4 1.2

Other Income 40.6 46.6 40.8 46.5 0.4 -0.3

Total Income 177.9 201.3 178.6 203.0 0.4 0.8

Operating Expenses 74.7 82.8 73.3 82.5 -1.9 -0.4

Operating Profits 103.2 118.5 105.4 120.6 2.1 1.7

Provisions 29.6 32.9 31.9 35.1 7.7 6.5

PBT 73.6 85.6 73.4 85.5 -0.2 -0.1

Tax 23.5 27.4 24.2 28.2 2.9 3.0

PAT 50.0 58.2 49.2 57.3 -1.7 -1.6

Margins (%) 3.7 3.5 3.7 3.5

Credit Cost (%) 0.6 0.8 0.7 0.8

RoA (%) 1.2 1.2 1.2 1.2

RoE (%) 22.7 22.0 22.3 21.7

Source: MOSL

Punjab National Bank: One year forward P/E Punjab National Bank: One year forward P/BV
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Quaterly trends

… So as deposit growth

CD ratio improves marginally QoQ (%)

NIM decline 7bp QoQ - in line with est.  (%)

 Deposits grew ~4% QoQ and 23% YoY to INR3.6t

 CD ratio remains at an optimal level

 Increased reliance on bulk deposit (leading to higher

pressure on CoD) led to margins decline of 7bp QoQ to

3.9%

Loan growth remains healthy…

 Incremental loan growth was driven by SME (+8% QoQ

and 18% YoY) and agriculture segment (+9% QoQ and

13% YoY)

CoD up 22bp QoQ; led by strong gr. in term deposits

 Yield on loans improved 5bp QoQ to ~12%

CASA ratio (cal) declines QoQ (%)

 While traction in savings deposits remains healthy at

14% QoQ, flattish CA deposits growth led to moderation

in CASA growth
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Quarterly trends (coninued)

Pace of recoveries and up gradations slows down (INR b)

Net restructured loan book at INR155b (INR b)

Asset quality deterioates QoQ

 Recoveries and upgradation declined to INR3.6b v/s

INR7.2b in 2QFY12 and INR2.8b in 3QFY11

 Loans restructured during the quarter stood at INR19b

(70bp of loans), of which INR10b was on account of one

large account in telecom infrastructure segment

 Overall GNPA in absolute terms increased 25% QoQ ,

whereas NNPA weas up 39% QoQ

Fee income growth remains impressive (INR b)

 Fee income grew 10% QoQ and 23% YoY to IN6.1b in 3QFY12

Slippages rise QoQ; led by one large corporate account

 Annualized slippage ratio for 3QFY12 was at 3% v/s 1.9%

in 2QFY12 and 2.3% for FY11

Credit cost increases QoQ (%)

 Increase in slippages led to higher credit cost
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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 25,983 29,767 32,033 30,290 31,153 34,526 35,366 2 10 87,783 101,045 15

Other Income 8,917 7,183 8,572 11,454 10,837 8,889 9,541 7 11 24,672 29,266 19

Trading profits 1,210 380 910 530 480 770 860 12 -5 2,500 2,110 -16

Forex Income 1,130 310 1,250 1,090 1,310 1,330 1,540 16 23 2,690 4,180 55

Recoveries 760 920 1,230 2,210 1,090 680 920 35 -25 2,910 2,690 -8

Div. from Liquid MF 580 220 170 1,200 1,260 520 80 -85 -53 970 1,860 92

Core Fees 5,237 5,353 5,012 6,424 6,697 5,589 6,141 10 23 15,602 18,426 18

Total Income 34,901 36,950 40,605 41,744 41,990 43,414 44,907 3 11 112,456 130,311 16

Operating Expenses 13,919 15,949 17,106 16,668 17,250 18,137 18,143 0 6 46,974 53,530 14

Employee 9,952 11,131 12,235 11,293 12,126 12,404 12,636 2 3 33,319 37,167 12

Others 3,967 4,818 4,871 5,376 5,124 5,732 5,507 -4 13 13,655 16,363 20

Operating Profits 20,982 21,001 23,499 25,075 24,739 25,278 26,764 6 14 65,482 76,781 17

Provisions 5,341 5,160 7,139 7,279 8,935 7,103 9,461 33 33 17,641 25,499 45

NPA provisions 5,480 3,590 5,550 5,440 5,660 3,190 5,790 82 4 14,620 14,640 0

Provisions on Invst. 140 670 440 470 1,340 1,610 1,430 -11 225 1,250 4,380 250

Others -279 900 1,149 1,369 1,935 2,303 2,241 -3 95 1,771 6,479 266

PBT 15,640 15,841 16,360 17,796 15,804 18,175 17,303 -5 6 47,841 51,282 7

Taxes 4,958 5,095 5,463 5,787 4,753 6,124 5,803 -5 6 15,515 16,680 8

PAT 10,683 10,746 10,898 12,009 11,051 12,050 11,501 -5 6 32,326 34,602 7

Ratios (%)

Fees to Total Income 15.0 14.5 12.3 15.4 15.9 12.9 13.7 13.9 14.1

Cost to Core Income 44.6 45.4 46.2 45.4 45.6 45.2 43.7 45.4 44.8

Tax Rate 31.7 32.2 33.4 32.5 30.1 33.7 33.5 32.4 32.5

CASA (Cal) 40.9 40.6 39.1 38.5 37.4 36.3 35.3

Loan/Deposit 77.1 76.4 76.6 77.4 74.9 72.9 73.7

CAR 14.4 13.6 13.3 12.4 12.4 12.2 11.5

Tier I 9.3 9.0 9.0 8.4 8.5 8.4 7.9

Margins - Quarterly (%)

Yield on loans 10.2 10.6 10.6 10.8 11.4 11.9 12.0 5 138

Yield On Investments 7.3 7.3 6.8 7.1 7.7 7.8 7.9 8 104

Yield on Funds 8.0 8.2 8.3 8.3 8.7 9.0 9.2 17 93

Cost of Deposits 5.0 5.0 5.2 5.6 6.3 6.5 6.7 22 154

Cost of Funds 4.5 4.4 4.5 4.9 5.4 5.5 5.8 22 122

Spreads 3.5 3.8 3.7 3.4 3.3 3.5 3.4 -5 -29

Margins 3.9 4.1 4.1 3.9 3.8 4.0 3.9 -7 -25

Margins - Cumulative (%)

Yield on loans 10.2 10.4 10.5 10.6 11.4 11.7 11.8 12 129

Yield On Investments 7.3 7.3 6.6 7.1 7.7 7.7 7.7 3 116

Yield on Funds 8.0 7.9 8.1 8.1 8.7 8.9 8.9 8 88

Cost of Deposits 5.0 5.0 5.1 5.2 6.3 6.4 6.5 12 142

Cost of Funds 4.5 4.4 4.4 4.6 5.4 5.5 5.6 7 112

Spreads 3.5 3.6 3.6 3.6 3.3 3.4 3.4 1 -24

Margins 3.9 4.0 4.0 4.0 3.8 3.9 3.9 -3 -14

Franchise

Branches 5,020 5,000 5,017 5,161 5,286 5,315 5,393 78 376

ATM 3,715 4,000 4,400 5,050 5,375 5,619 5,793 174 1,393

For %age change QoQ and YoY is bp Source: Company/MOSL
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              FY10               FY11     FY12       Variation (%)

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

Balance Sheet (INR b)

Loans 1,580 1,636 1,704 1,866 1,969 2,088 2,213 2,421 2,429 2,490 2,626 5 19

Investments 653 701 740 781 810 866 884 955 1,010 1,110 1,175 6 33

Deposits 2,190 2,308 2,339 2,493 2,553 2,734 2,889 3,129 3,241 3,418 3,565 4 23

Deposits Break Up

Core Deposits 1,748 1,762 1,804 1,923 2,075 2,178 2,241 2,415 2,463 2,607 2,709 4 21

% to total Deposits 80 76 77 77 81 80 78 77 76 76 76 -27 -158

Other Deposits 442 546 536 570 478 556 648 714 778 811 856 6 32

% to total Deposits 20 24 23 23 19 20 22 23 24 24 24 27 158

Deposits Break Up

CASA Deposits 839 888 925 1,019 1,044 1,110 1,128 1,203 1,213 1,240 1,260 2 12

% to total Deposits 38 38 40 41 41 41 39 38 37 36 35 -95 -372

Savings 648 698 726 781 818 873 899 935 949 1,005 1,027 2 14

% to total Deposits 30 30 31 31 32 32 31 30 29 29 29 -59 -230

Current 192 191 199 237 225 237 229 268 264 235 233 -1 1

% to total Deposits 9 8 8 10 9 9 8 9 8 7 7 -36 -142

Term Deposits 1,350 1,420 1,415 1,475 1,510 1,624 1,761 1,926 2,028 2,178 2,306 6 31

% to total Deposits 62 62 60 59 59 59 61 62 63 64 65 95 372

Loan Break Up

Agriculture 236 250 272 302 302 323 339 355 342 351 383 9 13

SME Loans 147 310 195 207 201 235 252 268 273 276 299 8 18

Retail Loans 166 170 179 192 194 206 217 236 242 247 260 5 20

Other loans 1,031 905 1,059 1,165 1,271 1,324 1,404 1,562 1,573 1,616 1,684 4 20

Asset Quality

Movement of NPA -Quarterly

Opening 25.1 26.1 26.2 31.6 32.1 36.1 40.2 45.4 43.8 48.9 51.5

Additions 5.3 3.3 11.3 8.5 12.2 9.1 9.8 12.5 11.8 9.9 16.8 69 72

Deductions 4.3 3.2 5.9 7.9 8.2 5.0 4.6 14.1 6.6 7.4 3.9 -47 -15

Cash Recovery 1.6 2.4 1.9 3.5 4.1 3.1 2.4 2.3 4.2 5.1 3.3 -35 39

Upgradation 1.8 0.7 0.1 0.7 1.3 0.7 0.3 1.8 2.3 2.1 0.3 -88 -26

Write offs 0.9 0.0 3.9 3.7 2.8 1.3 1.9 10.0 0.1 0.2 0.3 72 -83

Closing 26.1 26.1 31.5 32.2 36.1 40.2 45.4 43.8 48.9 51.5 64.4

Slippage Ratio (%) 1.9 1.0 3.2 2.2 3.1 2.2 2.3 2.7 2.4 1.9 3.0 114 75

Credit cost (%) 0.4 0.1 0.8 1.0 1.1 0.7 1.0 0.9 0.9 0.5 0.9 39 -13

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

Quarterly Snapshot (Continued)
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EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 155.3 153.3 1.3

FY13 180.8 180.1 0.4

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

Promoter 58.0 58.0 57.8

Domestic Inst 17.9 17.8 17.7

Foreign 18.6 18.8 19.5

Others 5.5 5.4 5.1

1-year Sensex rebased

Stock Info
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