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Blockbuster merger — 10 PSBs fused into 4

In a mega move towards consolidation, the Finance Minister has announced the
merger of 10 PSBs into 4 new entities, albeit with no definite timelines or swap
ratios. A further recap of Rs 553bn has also been mooted to fuel credit growth and
meet regulatory/integration costs. In our view, merger will not materially benefit
any of the four anchor banks, though integration will be a challenge. Also,
synchronised, smooth mergers across multiple entities is a tall ask that can hurt

credit growth, stall recoveries and gift market share to private banks in the short run.
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Big bang PSB consolidation: The government today has proposed the merger of
10 public sector banks (PSB) into 4, thereby reducing the number of PSBs to 12
from 27 (in 2017). Prima facie, it appears that banks which share a common CBS
platform are being merged in order to minimise technology integration hurdles.
Six PSBs have been left out of the consolidation process — we believe this was

done to protect regional business interests or to avoid creating weaker entities.

Canara-Syndicate merger looks manageable: Apart from State Bank of India,
Canara Bank (CBK) is the only anchor bank that we track in the public space.
Post-merger with Syndicate Bank (SNDB), CBK will be the fourth largest PSB
with a network of over 10,000 branches. Other synergies include a potential
uplift in CASA, PCR and capital adequacy ratios (based on Mar’19 financials),
besides cost reduction from network overlap. Its NNPA ratio, however, could
deteriorate slightly by 25bps to 5.62%. In our view, a similar work culture could

make SNDB’s and CBK’s consolidation journey more manageable.

Capital infusion the only silver lining: \We see no material improvement in
financials of the remaining anchor banks (Punjab National Bank, Union Bank,
Indian Bank) post-merger. But as consolidation in the PSB space is the
government’s sole intention, additional capital infusion worth Rs 553bn makes

the move less contentious.

Private banks to gain from protracted merger exercise: In our view, the
inherently long-drawn merger process across multiple banks will divert
management bandwidth away from credit growth and asset quality
management in the short-run. As PSBs grapple with the mega consolidation

exercise, private banks will be able to step in and augment their market share.
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FIG1- AMALGAMATED DETAILS OF PUNJAB NATIONAL BANK + ORIENTAL
BANK OF COMMERCE + UNITED BANK

Punjab National Orriental Bank of

United Bank of ! Amalgamated :

Y/E 31 Mar 2019 Bank Commerce India bank
Total business (Rs bn) 11,822 4,042 2,081 | 17,945 |
Gross advances (Rs bn) 5,062 1,715 731 | 7,509
Deposits (Rs bn) 6,760 2,326 1350 | 10,437 !
CASA ratio (%) 422 29.4 515 | 405 |
Domestic branches 6,992 2,390 2,055 | 1,437 |
PCR (%) 617 56.5 512 | 596 |
CET-! ratio (%) 6.2 99 101 | 75 |
CRAR ratio (%) 9.7 127 13.0 ! 10.8 !
Net NPA ratio (%) 6.6 59 87 | 66 |
Employees 65,116 21,729 13,804 | 100,649 |

Source: Finance ministry presentation, BOBCAPS Research

FIG 2 - AMALGAMATED DETAILS OF CANARA BANK + SYNDICATE BANK

Y/E 31 Mar 2019 Canara Bank Syndicate Bank | Amalgamated bank
Total business (Rs bn) 10,432 4770 15,203 |
Gross advances (Rs bn) 4,442 2471 6,614
Deposits (Rs br) 5,990 259 | 8589 |
CASA ratio (%) 20.2 326 | 302 |
Domestic branches 6,310 4,032 | 10,342 |
PCR (%) 415 488 | 443 |
CET-1 ratio (%) 8.3 93! 8.6 !
CRAR ratio (%) 1.9 142 | 126 |
Net NPA ratio (%) 54 62 56 |
Employees 58,350 31535 | 89,885 |

Source: Finance ministry presentation, BOBCAPS Research

FIG 3 - AMALGAMATED DETAILS OF UNION BANK + ANDHRA BANK +

CORPORATION BANK

Amalgamated

Y/E 31 Mar 2019 Union Bank Andhra Bank  Corporation Bank -
Total business (Rs br) 7,413 3,085 3196 | 14,504 |
Gross advances (Rs bn) 3,254 1,787 1350 | 6,391 |
Deposits (Rs bn) 4,159 2,198 1846 | 8,203 |
CASA ratio (%) 36.1 314 316 ! 338 !
Domestic branches 4,292 2,885 2432 | 9,609 |
PCR (%) 58.3 68.6 666 | 631 |
CET-1 ratio (%) 8.0 8.4 104 | 86 |
CRAR ratio (%) 1.8 137 123 | 124 |
Net NPA ratio (%) 6.9 57 57 ! 63!
Employees 37,262 20,346 17,776 75384 |

Source: Finance ministry presentation, BOBCAPS Research
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FIG 4 - AMALGAMATED DETAILS OF INDIAN BANK + ALLAHABAD BANK

Y/E 31 Mar 2019 Indian Bank Allahabad Bank Amalgamated bank
Total business (Rs br) 4,300 3,779 | 8,079 |
Gross advances (Rs bn) 1879 1636 | 351 |
Deposits (Rs bn) 2,421 2143 | 4,564 |
CASA ratio (%) 347 495 | a7
Domestic branches 2,875 3,229 | 6104 |
PCR (%) 4911 742 | 66.2 |
CET-1 ratio (%) 1.0 97 ! 104 |
CRAR ratio (%) 13.2 125 | 129 |
Net NPA ratio (%) 38 52! 44
Employees 19,604 23210 ! a8 |

Source: Finance ministry presentation, BOBCAPS Research

FIGS5 - ADDITIONAL CAPITAL INFUSION ANNOUNCED BY GOVERNMENT

Bank Amount (Rs bn)
Punjab National Bank 160
Union Bank of India 7
Bank of Baroda 70
Canara Bank 65
Indian Bank 25
Indian Overseas Bank 38
Central Bank of India 33
UCO Bank 21
United Bank of India 16
Punjab and Sind Bank 8
Total 553

Source: Finance ministry presentation, BOBCAPS Research
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Disclaimer

Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%
ADD - Expected return from >+5% to +15%
REDUCE - Expected return from -5% to +5%

SELL - Expected return <-5%

Note: Recommendation structure changed with effect from 1January 2018 (Hold rating discontinued and replaced by Add / Reduce)

Rating distribution

As of 31 July 2019, out of 77 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 44 have BUY ratings, 16 are rated ADD, 8 are rated
REDUCE and 9 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about the
subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific

recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries

engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance, wealth management and portfolio management, among others.

BOBCAPSs activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHOO0000040 valid till
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZO00159332 dated
20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory

board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of

interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this

material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in

this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment

banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.
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For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of

the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the

Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed

in Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS's prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014

The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date of

publication of this report.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based on

any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.

The research analyst(s) has not served as an officer, director or employee of the subject company.

BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more

securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject

company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or

brokerage services from the subject company in the past 12 months.
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