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BSE code: 532134
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Price chart

Shareholding pattern
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Stock Update
Merger of Bank of Baroda with Dena Bank, Vijaya Bank cleared

(%) 1m 3m 6m 12m

Absolute 5.1 18.6 -9.8 -5.0

Relative to Sensex 3.7 15.4 -6.5 -1.0

Bank of Baroda 

Reco: Buy  |  CMP: Rs119

Key points

 �  Share swap ratio announced for BOB, DNBK 
and VJBK merger, favours BOB: The three 
banks, namely Bank of Baroda (BOB), Dena 
Bank (DNBK) and Vijaya Bank (VJBK), have got 
cabinet clearance for the merger. The swap ratio 
is as follows: DNBK shareholders would get 110 
shares of BOB for 1,000 shares held in the bank, 
while VJBK shareholders would get 402 shares 
of BOB for every 1,000 shares held in the bank.  
 
Considered at the closing price (as on January 
2, 2019), DNBK shares are being valued at a 
significant discount to BOB. The deal values 
DNBK at ~Rs. 2,967 crore (current market cap 
of Rs. 3,309 crore) and VJBK is being valued 
at ~Rs. 6,260 crore (current market cap of Rs. 
6,240 crore). Hence, prima facie, valuations 
for both DNBK and VJBK have been taken at a 
discount, which makes it advantageous for BOB 
shareholders. However, we believe the share 
swap discount is done to either sweeten the deal 
for better-run banks or in anticipation of higher 
clean up in DNBK, which would, therefore, not 
upset the asset quality and earnings picture of 
the combined entity.

 �  Outlook – Neutral for BOB, as of now: We 
see the merger as largely neutral for BOB 
from a medium-term perspective; and thanks 
to the valuation discount, we do not anticipate 
significant deterioration in the financials of 
BOB post the merger. Integration of PSU banks 
is a challenging task (in human as well as 
infrastructure terms) and may delay the RoE 
normalisation trend seen with BOB. We believe 
the integration and further leadership visibility 
for the combined entity will be keenly watched 
as Mr. Jayakumar (present MD of BOB) has 
tenure till October 2019. BOB’s performance in 
terms of business growth, profitability and asset 
quality (improvement) have been gradual, but 
in the desired direction. The bank is nearing 
its capital threshold, and there is a probability 
that it may receive capital from the government, 
which will be a positive. 

 �  Valuation: BOB currently trades at <1.0x its 
FY2020E standalone book value, which we 
believe is reasonable. We maintain our Buy 
rating on the stock with a revised price target 
(PT) of Rs. 140.
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Valuation Rs cr
Particulars FY16 FY17 FY18 FY19E FY20E
Net interest income (Rs cr) 12,739.9 13,513.4 15,521.8 19,156.4 21,052.8

Net profit (Rs cr) -5,395.5 1,383.1 -2,431.8 3,651.8 4,790.5

EPS (Rs) -23.4 6.0 -9.2 13.7 17.9

PE (x) -5.1 19.9 -13.0 8.7 6.7

Book value (Rs/share) 160.4 161.1 152.0 163.2 177.4

P/BV (x) 0.7 0.7 0.8 0.7 0.7

RoE (%) -13.5 3.4 -5.8 8.1 9.9

RoA (%) -0.8 0.2 -0.3 0.5 0.6

 �  Challenges present, would manifest once the 
merger is complete: There are a few challenges 
in the offing as well, which when kept in 
perspective, would help in better understanding 
the valuations discount benefit being accorded 
to BOB shareholders. We believe pro forma 
balance sheet and profit and loss account may 
not be appropriate at this stage as 1) there is still 
some time before the deal is complete, 2) the 
government may possibly infuse capital in the 
said banks to shore up regulatory requirements/

growth capital, and 3) on a conservative 
basis, some write-down of net worth may be 
expected as the merged entity streamlines 
and normalises accounting norms (read asset 
recognition norms, provision coverage norms 
etc.) across banks. Moreover, while banks have 
stated that there would not be layoffs, some 
additional employee-related costs (retirement 
costs and pension liability etc.) may also need 
to be worked out, which needs more clarity from 
the respective managements.
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