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Rating Rationale for Bank of Baroda’s Upper Tier II Bonds of Rs 1000

Crores

Issue Rating: BWR AAA

Outlook: Stable

Brickwork Ratings has reaffirmed the rating of BWR AAA (Pronounced BWR Triple A)

with a stable outlook for the following issue of Bank of Baroda:

Assigned/

Issue

Maturity

Instruments Amount Rating Reaffirmed Date Date Rating History
Review As Rating As
on on
Tranche 1:| BWR June Call option| BWR AAA | BWR AAA
Rs 500 AAA Reaffirmed 2009 after 10 (Stable) (Stable)
Upper Tier IT crore (Stable) years June 2010 |June 2009
Bonds  ITranche2:| BWR Tul BWR AAA | BWR AAA
Rs 500 AAA Reaffirmed 200y July 2024 | (Stable) (Stable)
crore (Stable) 9 June 2010 |June 2009

The rating “BWR AAA” stands for an instrument that is considered to offer the BEST
credit quality in terms of timely servicing of debt obligations. A “Stable” rating outlook
signifies the expectation of the rating being stable in the near term. The rating has been
reaffirmed taking into account the performance of the bank and publicly available

information.

The rating, inter alia, factors the strong capital adequacy position, consistent operating
efficiency, strong growth in net interest income, higher operating profits, increased

provisions and the Government of India’s holding in the bank.

Bank of Baroda is one of the larger public sector banks with a total global business of Rs

5,34,116 crores as on 31st March 2011 (as compared to Rs. 4,16,297 crores during the
previous year) registering an increase of 28.30% over the last year. The bank’s global
deposits have grown by 26.60% to reach a level of Rs. 3,05,439 crores in FY11 (Rs.
2,41,262 crores in FY10). Similarly, the bank’s global advances has increased by 30.65%
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to Rs. 2,28,676 crores in FY11 (Rs. 1,75,035 crores in FY10). Bank of Baroda has reported
a growth in profitability of 38.69%.

Bank of Baroda Operations:

Rs. In crore FY11 FY10
Global Business 534116 416297
Domestic Business 402731 317144
Overseas Business 131385 99153
Global Deposits 305439 241262
Domestic Deposits 233323 185500
Overseas Deposits 72116 55762
Global Advances 228676 175035
Domestic Advances 169408 131644
Overseas Advances 59269 43391
Global CASA Deposits 87589 71468
Domestic CASA Deposits 80181 66024
Overseas CASA Deposits 7407 5444

In FY11, the “Overseas Business” contributed 24.60% to the bank’s total business, 17.10%

to its Gross Profit and 32.10% to its Core Fee income.

The bank’s gross NPAs have increased to ¥ 3152.50 crores in FY11 as compared to ¥
2400.69 crores in FY10. However, gross NPAs as a percentage to total advances remains
stable at 1.36% in FY11. The net NPAs have slightly increased from 0.34% in FY10 to
0.35% in FY 11.

The bank is very well placed in terms of provision coverage ratio at 85% (including the
technical write-offs), higher than the minimum required provisioning cover as stipulated

by the Reserve Bank of India.

The bank’s domestic net interest margins showed an impressive growth and have
increased to 3.72% in March 2011 as compared to a NIM of 3.12% in the previous year.
The bank’s low cost deposits mix was stable, with its domestic CASA deposits at 34.36%
as of March 2011, marginally decreased from 35.59% as of March 2010 due to a sharp
increase in retail term deposit rates. While the increasing interest rate scenario in the

industry has increased the cost of deposits, the bank’s relatively higher share of CASA
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deposits will help it have an edge over most of the other state owned banks. The bank

will continue to focus on protecting its CASA share in the coming years as well.

The bank’s profitability has increased during FY11. The bank’s net profit increased to Rs.
4241.68 crores in FY11 from Rs. 3058.33 crores in FY10, with an impressive growth of
38.69% over the previous year despite of higher provisions. Interest income increased by
31.07% to Rs. 21885.92 crores in FY11 as compared to Rs. 16698.34 crores in FY10. Non
Interest income has grown just by 3.12% to Rs. 2809.18 crores in FY11 (Rs. 2724.91
crores in FY10), primarily due to a decline of 38.70% in trading gains caused by a
worsening bond market scenario during FY11. Provisions and Contingencies (excluding
tax provisions) for the bank have increased substantially by 91% to Rs. 1331.29 crores
in FY11 on account of higher provisions against NPAs, bad debts, standard advances and

staff welfare schemes.

The return on average assets has increased from 1.21% in FY 10 to 1.33% in FY 11. The
Cost to Income Ratio has come down to 39.87% in FY 11 from 43.57% in FY 10 due to

better operating efficiency.

During FY11, the bank has received Rs. 2461 crores from Government of India. With this,
the Government’s shareholding in the bank has increased from 53.81% in FY10 to
57.03% in FY11. As on March 2011, the bank has reported a total capital adequacy ratio
and Tier I capital adequacy ratio of 14.52% and 9.99% respectively.

Bank of Baroda has reported a credit-deposit (net advances to total deposits) ratio of
74.87% in March 2011 which is around the average levels reported. The Bank is well-

positioned to increasing its credit portfolio.

Brickwork Ratings expects the performance of the bank to be “Stable” over the next one

year.

www.brickworkratings.com 3 July 2011



*
XFOH

' . k * lz‘k
|yjrickwor
» )
for Informed 1 i ) ©
Investment Decisions

Analysts Media

Anitha G
media@brickworkratings.com

Relationship Contact

K N Suvarna
Senior VP — Business Development
kn.suvarna@brickworkratings.com
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Disclaimer: Brickwork Ratings (BWR) has assigned the rating based on the information obtained from the issuer and
other reliable sources, which are deemed to be accurate. BWR has taken considerable steps to avoid any data
distortion; however, it does not examine the precision or completeness of the information obtained. And hence, the
information in this report is presented “as is” without any express or implied warranty of any kind. BWR does not
make any representation in respect to the truth or accuracy of any such information. The rating assigned by BWR
should be treated as an opinion rather than a recommendation to buy, sell or hold the rated instrument and BWR shall
not be liable for any losses incurred by users from any use of this report or its contents. BWR has the right to change,

suspend or withdraw the ratings at any time for any reasons.

Brickwork Ratings (BWR) has adopted SEBI’s standardized Rating Symbols and their definition advised vide
SEBI circular CIR/MIRSD/4/2011 dated June 15,2011, with effect from June 21, 2011. While there is no change
in the Rating symbol as a consequence to the above, for the amended definition of the Rating, please refer to
http://www.brickworkratings.com/scale.html. It is clarified that the said change in the definition should not be
construed as a change in the Rating.
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