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Company details

Price target: Rs110

Market cap: Rs35,587 cr

52-week high/low: Rs107 / 59

NSE volume: (No of shares) 258.9 lakh

BSE code: 532641

NSE code: PNB

Sharekhan code: PNB

Free float: (No of shares) 113.24 cr

Price chart

Shareholding pattern

Price performance

Stock Update
Steadily improving outlook

(%) 1m 3m 6m 12m

Absolute 23.2 21.3 46.1 -1.0

Relative to Sensex 13.7 11.3 36.0 -16.8

Punjab National Bank

Reco: Buy  |  CMP: Rs94

Key points

 �  Non-core assets monetization to aid  
performance: Punjab National Bank (PNB) 
has recently offloaded its ~13% stake in 
Punjab National Housing Finance Limited 
(PNBHF), its housing finance subsidiary, to 
strategic/financial investors for ~Rs. 926 crore 
(calculated; approximately 20 BPS of RWA), 
which should boost Q4FY2019E earnings and/
or add to capital adequacy/PCR, depending 
on the accounting treatment by the bank of 
the one-off amount. However, irrespective 
of the accounting treatment, we believe the 
development is positive for the bank. Post the 
stake sale in PNBHF, PNB will continue to hold 
~20% in PNBHF. 

 As part of the bank’s strategy, PNB plans to 
further monetise its other non-core assets, 
which will be positive for the bank in terms of 
availability of capital. Since PNB is near its 
comfort levels (Tier -1 at 8.25%; CET-1 at 6.93%) 
of the regulatory minimum capital requirement, 
we believe sale of non-core assets will be 
necessary for bank such as PNB, which will not 
only unlock capital, but will also help it recover 
its profitability.      

 �  Outlook: PNB had come close to being placed 
under the Reserve Bank of India’s (RBI) prompt 
corrective action (PCA) framework, but its recent 
recovery and controlled slippages along with 
the stake sale benefits would have helped it in 
avoiding the fate. 

 Following the fraud, PNB has done significant 
amount of business and process enhancement/
upgradation to mitigate operational and credit 
risk, which we believe is a positive. Underwriting 
standards as well as risk management are much 
needed to improve in most PSU banks, and PNB 
improving on those parameters is a positive. 
Going forward, considering the capital position 
and asset-quality scenario, we opine it would be 
safe to assume a decent growth outlook for the 
bank, with more focus on growth opportunities 
than before. 

 We believe further resolution/recovery in 
NCLT exposures as well as other corporate/
infrastructure exposures may likely be positive 
triggers for the banking industry as a whole, 
including PNB. However, we expect margins to 
remain in a range-bound fashion. 
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 While, on one side, reducing stress asset 
and MCLR hikes would help, we believe risks 
of chunky slippages/haircuts have notably 
waned. Moreover, further progress on non-core 
divestment will be keenly monitored for PNB.

 �  Valuation: PNB trades at reasonable valuations 
of <1x its FY2021E book value, as valuations 
reflect market concerns over growth and asset 
performance. We introduce our estimates for 
FY2021E and rollover the price target (PT). We 
believe the asset quality and, therefore, the 
earnings outlook have improved for the bank. 
Hence, we maintain our Buy rating on the stock 
with a revised PT of Rs. 110.

 �  Recoveries and upgrades are now outpacing 
slippages: After the much-publicised gems and 
jewellery scam came out, and even before that, 
PNB had already taken several operational and 
organisational restructuring measures such as 
creation of separate vertical for stressed asset 

management, portals for SARFAESI, OTS and 
DRT for better monitoring the process etc. for 
recovery in NPA accounts, which are strong 
positives and already bearing fruits. 

 Already showing results, the bank has recovered 
by ~Rs. 16,600 crore during 9MFY2019 as 
against the set target of recoveries of Rs. 10,000 
crore for FY2019. During Q3FY2019 as well, the 
strong recovery traction has helped PNB to 
offset the elevated provisioning requirements. 
Notably, the past trend of slippages, being more 
than recoveries and upgrades, has reversed for 
now. Hence, a new trend of steady recoveries 
now outpacing incremental slippages indicate 
that the worst of NPL recognition phase is over. 
Further, resolution/recoveries in NCLT exposures 
(~75% PCR) as well as other corporate/infra 
exposure can be a positive trigger for PNB, 
which we believe will result in provision write-
backs and improve profitability. 

Profit and loss statement Rs cr
Particulars  FY17  FY18  FY19E  FY20E  FY21E 
Net interest income 14,993 14,768 17,213 19,671 24,174
Non-interest income 8,951 8,881 8,989 10,550 11,251
Net total income 23,945 23,649 26,202 30,221 35,424
Operating expenses 9,379 13,509 12,027 12,895 13,872
Pre-provisioning profit 14,565 10,140 14,175 17,325 21,553

Provisions 12,554 29,869 21,433 12,787 13,356
Profit before tax 2,012 -19,729 -7,257 4,538 8,196
Tax 687 -7,349 -2,417 1,511 2,729
Profit after tax 1,325 -12,380 -4,841 3,027 5,467

Balance sheet Rs cr
Particulars FY17 FY18 FY19E FY20E FY21E
Liabilities
Networth 41,847 41,074 27,864 30,322 34,761
Deposits 621,704 642,226 752,262 842,533 943,637
Borrowings 40,763 60,851 74,872 86,021 97,728
Other liabilities & provisions 16,016 21,679 43,728 48,761 54,354

Total liabilities 720,331 765,830 898,726 1,007,637 1,130,480
Assets
Cash & balances with RBI 25,210 28,789 33,852 37,914 42,464
Balances with banks & money at call 63,122 66,673 69,592 73,071 76,725
Investments 186,725 200,306 232,531 259,848 290,441
Advances 419,493 433,735 495,673 570,024 655,528
Fixed assets 6,273 6,349 7,591 8,350 9,185
Other assets 19,507 29,978 59,487 58,430 56,138
Total assets 720,331 765,830 898,726 1,007,637 1,130,480
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Key ratios Rs cr
Particulars FY17 FY18 FY19E FY20E FY21E
Per share Data (Rs)
Earnings 6.2 -44.8 -22.7 14.2 25.7
Book value 181.2 136.9 115.5 127.1 147.9
Adj. book value 24.6 -53.8 -19.1 54.7 141.0
Dividend 1.0 -7.2 -3.6 2.3 4.1

Spreads (%)
Yield on Advances 7.9 6.9 7.1 7.5 7.7
Cost of Deposits 5.1 4.9 4.5 4.5 4.5
Net interest margins 2.3 2.0 2.2 2.2 2.4
Operating ratios (%)
Credit to Deposit 67.5 68.7 65.9 67.7 69.5
Cost to income 39.2 57.1 45.9 42.7 39.2
CASA 46.0 45.9 46.6 46.5 46.3
Non interest income / Total income 37.4 37.6 34.3 34.9 31.8
Assets/Equity (x) 17.3 17.9 24.1 32.8 32.9
Return ratios (%)
RoE 3.3 -29.9 -14.0 10.4 16.8
RoA 0.2 -1.7 -0.6 0.3 0.5
Asset Quality ratios (%)
Gross NPA 12.5 18.3 15.3 12.8 10.7
Net NPA 7.9 11.2 5.8 2.7 0.2
Growth Ratios (%)
Net interest income -2.1 -1.5 16.6 14.3 22.9
Pre-provisioning profit 19.2 -30.4 39.8 22.2 24.4
Profit after tax -133.3 -1,034.5 -60.9 -162.5 80.6
Advances 1.7 3.4 14.3 15.0 15.0
Deposits 12.4 3.3 17.1 12.0 12.0
Valuation ratios (%)
P/E 13.8 -1.9 -3.8 6.0 3.3
P/BV 0.5 0.6 0.7 0.7 0.6
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