Punjab National Bank — FY 2023 Annual Report Analysis

Annual Report Analysis (Consolidated)

Investor Snapshot

# Analytical point Sentiment

Punjab National Bank operates as a systemic recovery play on Indian credit growth, leveraging a dominant
deposit franchise and strong MSME positioning despite legacy PSB constraints.

Revenue grew 13.91% to 86,845 Cr, supported by an 18.19% expansion in core interest income,
reflecting successful credit book scaling.

PAT margins compressed to 3.87% as a 25.07% spike in employee costs significantly outpaced
operating profit growth, leading to a 13% decline in net profit.

The bank resumed dividend payments ([(705 Cr at a 21% payout ratio), signaling management
confidence in capital stability and a return to shareholder distributions.

Financial health is underpinned by a robust CRAR of 15.50%, well above the 11.5% regulatory floor,
bolstered by (8,214 Cr in Tier l/ll debt raises.

Cash generation is exceptional with CFO at (22,592 Cr (6.73x PAT), driven primarily by massive
operating deposit inflows of (136,113 Cr.

Aggressive digital transformation is evident in the 33% depreciation rate on tech assets, indicating a
high-velocity refresh of legacy infrastructure.

Earnings quality is low due to extreme sensitivity to credit costs, with provisions of 20,021 Cr
standing at 7.98x Net Profit.

Governance remains a monitorable as proposed Related Party Transaction limits of 24,890 Cr
represent 28.66% of revenue, primarily for regulatory management.

Significant balance sheet risk exists in contingent liabilities, with claims not acknowledged as debt
( 6,784 Cr) exceeding 200% of annual Net Profit.

Outlook depends on the bank's ability to stabilize the cost-to-income ratio and transition from a deposit-heavy
model to an efficiency-driven one.

Investment View: Watch; stance remains neutral until PAT margins exceed 5% and the Provisions/PAT ratio
drops below 3x.

1. Business overview (In Bullet Points)

* Business Segments: Punjab National Bank (PNB) operates as a full-service public sector bank with a
diversified portfolio spanning Retail, Agriculture, MSME (RAM), and Corporate Banking.

* Revenue Drivers: Core revenue is driven by Interest/discount on advances (67.32% of total interest earned)
and Income on investments (29.53%). The MSME segment is a strategic qualitative driver, evidenced by the
"National MSME Award-2022."

« Cost Drivers: Employee costs are a primary driver, recently impacted by wage revision provisions and
retirement benefit obligations. Digital transformation via the "PNB One" app is being leveraged to optimize
transaction costs.

* Industry Position: As one of India’s largest Public Sector Banks (PSBs), PNB maintains a massive physical
footprint while undergoing a digital "revamp" to compete with private sector peers.



» Expansion & Capacity: Expansion is focused on structural synergies through increased Related Party
Transaction (RPT) limits with subsidiaries in housing, insurance, and capital markets. The bank is also
"revamping” branches to improve customer experience.

* Segment Performance: The bank utilizes Inter-Bank Participation Certificates (IBPC) with its sponsored
Regional Rural Banks (RRBs) to manage regulatory lending requirements, with transaction limits reaching
10,000 Cr for specific RRBs.

» Geographical Presence: PNB maintains a dominant domestic presence and a strategic international
footprint through Druk PNB Bank (Bhutan) and Everest Bank (Nepal), facilitating cross-border trade finance
via Nostro accounts.

2. Management commentary & outlook

» Management is undergoing a significant leadership transition with the appointment of Shri K.G.
Ananthakrishnan as Non-Executive Chairman and new Executive Directors to professionalize oversight.

* The MD & CEO, Shri Atul Kumar Goel, has been confirmed until December 2024, providing necessary
leadership continuity during the post-merger optimization phase.

* A strategic proposal to issue 15 Cr shares via an Employee Stock Purchase Scheme (ESPS) aims to bolster
Tier-1 capital and foster a "performance culture" to retain talent against private competition.

» The bank is aggressively utilizing group synergies, seeking high materiality thresholds for transactions with
PNB Housing Finance (6,890 Cr) and PNB Gilts ([6,000 Cr) to optimize yields and liquidity.

« Digital strategy is centered on the "PNB One" app ("Just One App") to match the digital agility of private peers
and reduce operational friction.

» Management views the rural market, serviced through RRBs, as a defensive moat against urban-focused
private banks.

 The focus has shifted from "integration” of merged entities to "optimization" of the group's various arms,
including Gilts, Housing, and Insurance.

» The management tone is regulatory-centric, stability-oriented, and disciplined. There is a heavy
emphasis on "arm's length" transactions and compliance, suggesting high sensitivity to audit scrutiny and
historical asset quality issues. The primary gap remains the transition from digital "offerings” to granular digital
"adoption" metrics. (Verdict: Disciplined, Compliance-Heavy, and Structurally Reforming.)



3. Financial analysis

3.1 Financial statements

P&L statement ((JCr)

Line item Mar 2023 Mar 2022
Revenue 86,845 76,242
Sales Growth % 13.91 -6.95
Interest 51,817 46,823
Expenses 41,502 36,026
Manufacturing Cost % 0.91 0.74
Employee Cost % 17.21 15.70
Other Cost % 29.67 30.81
Financing Profit -6,473 -6,607
Financing Margin % -7 -9
Other Income 12,529 12,329
Exceptional items 3 14
Other income normal 12,526 12,315
Depreciation 905 896
Profit before tax 5,151 4,826
Tax % 35 19
Net Profit 3,359 3,908
Profit from Associates 0 0
Minority share -10 -47
Exceptional items AT 2 14
Profit excl Excep 3,357 3,893
Profit for PE 3,347 3,847
Profit for EPS 3,348 3,861
Profit Growth % -13 49
EPS (D 3.04 3.51

Dividend Payout % 21 18



Balance sheet ([ICr)

Line item Mar 2023 Mar 2022
Equity Capital 2,202 2,202
Reserves 100,678 95,380
Deposits 1,290,347 1,154,234
Borrowing 70,149 59,372
Other Liabilities 30,273 28,113
Non controlling int 459 473
Trade Payables 3,719 3,082
Other liability items 26,095 24,558
Total Liabilities 1,493,649 1,339,301
Fixed Assets 12,084 10,696
Building 12,093.05 10,505.91
Computers 1,287.72 1,233.94
Furniture n fittings 0 9,217.64
Other fixed assets 9,892.56 25.33
Gross Block 23,273.33 20,982.82
Accumulated Depreciation 11,189.37 10,286.61
CWIP 0 0
Investments 416,914 388,586
Other Assets 1,064,651 940,019
Cash Equivalents 74,478 82,614
Loans n Advances 13,172 12,030
Other asset items 977,001 845,375

Total Assets 1,493,649 1,339,301



Cash flow statement ((ICr)

Line item Mar 2023 Mar 2022
Cash from Operating Activity 22,592 20,032
Profit from operations 28,086 24,532
Loans Advances -118,493 -68,538
Operating investments -29,448 15,305
Operating borrowings 6,315 4,620
Operating Deposits 136,113 40,518
Other WC items 1,224 5,225
Working capital changes -4,289 -2,871
Direct taxes -1,204 -1,629
Other operating items 0 0
Cash from Investing Activity -732 -1,204
Fixed assets purchased -552 -536
Fixed assets sold 0 0
Investments sold 0 0
Investment income 0 0
Dividends received 0 0
Invest in subsidiaries -180 -668
Redemp n Canc of Shares 0 0
Acquisition of companies 0 0
Cash from Financing Activity 1,275 2,032
Proceeds from shares 0 1,793
Proceeds from debentures 4,462 2,454
Redemption of debentures 0 0
Interest paid fin -2,468 -2,202
Dividends paid -705 0
Other financing items -14 -13
Net Cash Flow 23,135 20,859
Free Cash Flow 22,040 19,496
CFO/OP 52 54

3.2 Financial analysis summary

* Revenue grew by 13.91% YoY to [86,845.00 Cr, primarily driven by an 18.19% increase in interest/discount
on advances ([57,319.23 Cr), which is reflected in the 14.10% growth in Total Assets on the Balance Sheet.

 Despite Revenue growth, Net Profit declined by 13.00% to [8,359.00 Cr, resulting in a PAT Margin
compression from 5.13% to 3.87%, largely due to a 25.07% spike in employee costs ([14,810.01 Cr) and a
68.2% drop in treasury gains from investment sales.



 Other Income of [12,529.00 Cr remains a critical earnings pillar, contributing 373% of Net Profit, though
quality is mixed as a 23.9% increase in exchange transaction profits ([B,927.69 Cr) was offset by a [218.39
Cr Loss on revaluation of investments.

» Cash from Operating Activity (CFO) improved to [22,592.00 Cr, significantly exceeding Net Profit (CFO/
PAT of 6.73), as massive Operating Deposits inflows of [136,113.00 Cr more than offset the [118,493.00 Cr
deployment into Loans n Advances.

» Working Capital dynamics show a shift in funding mix, with Term Deposits growing 21.32% ([743,147.78 Cr)
while low-cost Savings Bank Deposits grew only 2.72%, signaling a rising cost of funds that will likely
pressure future Financing Margin %.

* Total Debt (Borrowings) increased to [70,149.00 Cr, supported by the issuance of [4,214.00 Cr in AT1
Bonds and [4,000.00 Cr in Tier 2 debt to bolster the Capital Adequacy Ratio to 15.50%, reflected in the
[4,462.00 Cr Proceeds from debentures in financing CF.

* Fixed Assets increased to [12,084.00 Cr, supported by [552.00 Cr in Capex, while Depreciation remained
stable at [905.00 Cr; an aggressive 33.33% depreciation rate for computers/ATMs is used to manage
technology obsolescence.

* Provisions and Contingencies of [20,021.55 Cr represent 7.98x the Net Profit, indicating high sensitivity of
the bottom line to credit quality, further compounded by Forward Exchange Contracts of [55,844.24 Cr posing
significant counterparty risk.

* ROE and ROCE both deteriorated to 3.26% and 3.81% respectively, as the growth in Net Worth (Reserves
reaching [100,678.00 Cr) and Total Assets outpaced the growth in Net Profit, signaling declining capital
efficiency.

* Other Assets include a Deferred Tax Asset of [2,376.12 Cr, which supports the Balance Sheet but relies on
"virtual certainty” of future taxable income; Other Assets overall decreased due to inter-office adjustment
clearing.

* Other Liabilities increased 7.6% YoY, with the "Others (including provisions)" bucket remaining
disproportionately large at [21,088.85 Cr, acting as a non-transparent reserve for contingencies.

» Other Expenses saw a 60.8% spike in Law Charges ([120.75 Cr) signaling aggressive NPA recovery efforts,
and a 39.5% increase in Repairs and Maintenance ([7¥78.79 Cr) likely due to IT/ATM infrastructure refreshes.

* The bank's Free Cash Flow of [22,040.00 Cr appears robust and covers the [¥05.00 Cr Dividends paid, yet
this cash is largely derived from external Deposits rather than organic Profit from operations.

» The dominant financial theme of the year was strong balance sheet expansion and deposit
mobilization that failed to translate into bottom-line growth due to escalating operating costs and
heavy provisioning requirements.

3.3 Contingent liabilities & commitments

Contingent item FY 2023 (Cr) FY 2022 (Cr) Risk level
Forward Exchange Contracts 55,844.24 Cr 51,673.94 Cr High
Guarantees (India & Overseas) 5,383.48 Cr 5,096.31 Cr Moderate
Claims not acknowledged as debt 6,784.08 Cr 7,113.12 Cr Moderate
Disputed Income Tax Demands 814.56 Cr 868.78 Cr Low
Acceptances & Endorsements 1,685.00 Cr 1,963.16 Cr Low

* Claims not acknowledged as debt ((6,784.08 Cr) represent 202% of Net Profit; unfavorable outcomes
would wipe out 2 years of earnings.



» Forward Exchange Contracts ([55,844.24 Cr) expose the bank to significant counterparty risk and currency
volatility.

3.9 Earnings quality & forensic checks

# Check
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PAT vs CFO trend

Receivables & channel-
stuffing signal

Revenue timing
Revenue from related

parties %

Inventory vs revenue
growth

Inventory valuation method
change

Exceptional items in
operating profit

Depreciation rate vs useful
life policy

Provision reversals
boosting PAT

Tax rate consistency

CWIP age and stalling
projects

Deferred tax asset
recognition adequacy

RPT quantum and trend

Dividend paid vs FCF
adequacy

NPA Identification Controls

Priority Sector Lending
Shortfalls

Legal Expense Spike

Impact

Profit 1 — high CFO
conversion

Revenue t — credit
expansion

Profit 1 — conservative
recognition

Neutral — negligible
P&L impact

Neutral — banking
sector

Neutral — no change
Profit 1 — negligible
impact

Profit | — aggressive
expensing

Profit { — heavy
provisioning

Profit | — tax rate spike
Neutral — no reported
CWIP

Profit 1+ — balance sheet
boost

Neutral — long-term
focus

Profit 1 — sustainable
payout

Profit | — manual
override risk

Profit ¢+ — low yield lock-
in

Profit 1 — aggressive
litigation

4. Management & governance

A. Auditor report & key audit matters

 Audit Opinion: Unqualified.

Status

Notes detail

CFO/OP at 52% reflects strong liquidity from operating
deposits ([136,113 Cr).

Note 9.B.i: 79.07% of advances secured by tangible
assets, mitigating credit risk.

Note 3.2 & 3.5: NPA interest and LC/BG commissions
recognized on realization basis.

Note 14.VI: Minimal cash flow contribution from
related parties relative to investment size.

Note 11: Operational inventory remains a negligible
fraction of total assets.

Note 4.7.j: Security Receipts valued at lower of NAV or
Net Book Value.

P&L Statement: Exceptional items represent less than
0.1% of total revenue.

Note 6.4.B: 33.33% rate for tech assets aligns with
industry standards.

Provisions are 5.9x Net Profit; small estimation errors
impact PAT significantly.

Significant variance between P&L tax provision and
actual cash tax paid.

Balance Sheet: No capital work-in-progress reported
for FY23.

Note 10: Recoverability depends on future taxable
income; risk given thin margins.

Note 4.4: HTM classification prevents mark-to-market
swings from affecting P&L.

Cash Flow: Payout ratio of 21% is conservative
relative to cash generation.

Risk of under-provisioning if manual overrides bypass
automated system-driven tagging.

Capital locked in low-yield assets due to inability to
meet organic regulatory targets.

Signals expensive legal battles for recovery with
uncertain return on investment.



» Key Audit Matters (KAMs):
- Identification of NPAs: Auditor concern regarding automated identification and the risk of manual
overrides. Management responded by strengthening system-driven identification.

» Valuation of Investments: Significant judgment required for unquoted equity and illiquid bonds (Total:
[B95,996.72 Cr). Auditors verified valuation models.

o IT Systems: Reliance on complex systems for interest calculation and regulatory reporting. Auditors
tested General IT Controls (GITC).

* Auditor Details: Signed by five joint auditors (S N Dhawan & Co. LLP, SR Goyal & Co., PSM G &
Associates, S C Bapna & Associates, D K Chhajer & Co.).

B. Related party transactions

. . Amount (O
Relationship  Nature cn Concern
. - . Securities/Money Proposed FY24 limit; high volume intra-group
PNB Gilts Limited Subsidiary 6,000.00 Cr .
Market trading.
PNB Housing . o .
Finance Associate Loans/Advances 6,890.00 Cr Proposed FY24 limit; significant credit exposure.
. . . Securities Proposed FY24 limit; standard bancassurance
PNB Metlife India  Associate ) 2,000.00 Cr )
Transactions link.
Regional Rural . . Proposed FY24 limit for Prathama UP Gramin;
Associates IBPC Transactions 10,000.00 Cr o
Banks high liquidity risk.

» Analysis: Proposed RPT limits for FY24 are exceptionally high, totaling ~[24,890 Cr. This represents 28.66%
of Revenue and 110.17% of CFO, signaling heavy reliance on group entities for regulatory ratio management
(PSL targets) and liquidity.

« Policy: Investments in subsidiaries/JVs ([B,062.23 Cr) are classified as "Held to Maturity" (HTM) to avoid
P&L volatility.

C. Shareholding

* Promoter Pledge: 0.00%
 Equity Capital: [2,202.00 Cr (Stable YoY).

D. Board composition + KMP compensation

« Total Directors: 12 | Independent %: 33.33% | Women Directors: 1 (Ekta Pasricha).
* KMP Compensation: Individual KMP pay (Atul Kumar Goel, Binod Kumar, M. Paramasivam) is not explicitly
disclosed in snippets but governed by GOI norms.

» Trend: Aggregate employee costs grew by 25.07% (to [14,810.01 Cr), outstripping Operating Profit growth of
14.49%. This divergence signals structural pressure on the cost-to-income ratio.



F. Capital allocation & capex

Action FY current (CJCr) FY prior (CJCr) % of CFO

Dividends 705.00 Cr 0.00 Cr 3.12% Positive
Capex 552.00 Cr 536.00 Cr 2.44% Informational
Proceeds from Debentures 4,462.00 Cr 2,454.00 Cr 19.75% Strength
Interest Paid (Financing) 2,468.00 Cr 2,202.00 Cr 10.92% Concern

« CAPEX Analytical Notes:
- CFO Coverage of Capex: 40.93x. CFO ([22,592 Cr) easily covers maintenance capex ([552 Cr).

o Nature: Primarily technology-led; 33.33% depreciation on computers indicates an aggressive refresh
cycle.

- Efficiency: Fixed assets grew 12.98% vs interest income growth of 13.71%, a healthy 1:1 correlation.

- Takeaway: Capital allocation is focused on regulatory compliance and capital buffering (CRAR 15.50%)
via Tier /Il bonds.

H. Risks

* NPA Identification (Operational): Risk of manual override in tagging stressed accounts. Impact: Under-
provisioning could lead to sudden capital erosion. (High)

 Forex Volatility (Market): Outstanding Forward Exchange Contracts of [55,844.24 Cr. Impact: Currency
swings could impact treasury margins and counterparty risk. (High)

e Litigation Risk (Legal): Claims not acknowledged as debt of [6,784.08 Cr. Impact: Represents 202% of Net
Profit; unfavorable outcomes would wipe out 2 years of earnings. (High)

* Interest Rate Risk (Market): 68.2% drop in investment sale profits. Impact: Treasury gains are highly
sensitive to the rate cycle. (Medium)

« Employee Cost Inflation (Financial): 25.07% YoY spike in employee provisions. Impact: Persistent pressure
on operating margins. (Medium)

5. Scorecard & verdict

Part a: scorecard

Dimension Key evidence One-line rationale
. ) 13.9% Revenue growth; Moderate diversification but high cyclicality and
Business quality 3 - )
MSME Award PSB legacy constraints.
. . D/E 0.68x; CRAR 15.50%; Strong capital buffers and liquidity despite thin
Financial health 4 1 .
CFO > PAT margins.
. ) Provisions 7.98x PAT; DTA Bottom line is highly sensitive to credit estimates
Earnings quality 2 ! .
2,376 Cr and non-core income.
Management & 3 33% Independent Board; Generally compliant but high intra-group reliance
governance - High RPT limits for regulatory targets.
Capital allocation & 3 . Dividend resumed; ROCE Disciplined capex and capital raising, but returns

visibility 3.81% remain below cost of capital.



Business positives (for this company this year) * Strong Liquidity: CFO of (22,592 Cr significantly exceeds
Net Profit, driven by (136,113 Cr in operating deposit inflows. * Capital Adequacy: CRAR improved to 15.50%,
well above the regulatory minimum of 11.5%. * Dividend Resumption: Management paid [705 Cr in dividends,
signaling confidence in capital stability. * Asset Security: 79.07% of advances are secured by tangible assets,
providing a strong recovery cushion. * Revenue Growth: Core interest income grew 18.19%, reflecting
successful credit expansion.

Business negatives | concerns (for this company this year) * Margin Compression: PAT margin dropped to
3.87% due to a 25.07% spike in employee costs. * Provisioning Risk: Provisions of [20,021 Cr are 7.98x Net
Profit, making earnings highly volatile. * Contingent Liability: Claims not acknowledged as debt ((6,784 Cr) are
202% of annual Net Profit. * RPT Concentration: Proposed RPT limits ([24,890 Cr) exceed 28% of annual
revenue. * Treasury Sensitivity: Profit from sale of investments crashed 68.2% due to interest rate volatility.

Overall scorecard summary Punjab National Bank is in a stable but low-efficiency phase, characterized by
strong deposit mobilization and robust capital adequacy (15.50% CRAR). While the bank generates significant
cash flow from operations, its earnings quality is weak due to extreme sensitivity to credit provisioning and a
heavy reliance on non-core other income. Governance is compliant, but the high volume of related-party
transactions for regulatory management remains a monitorable. The trajectory is stable, but bottom-line growth
is currently stifled by structural employee cost inflation and legacy asset quality battles.

Part b: governance check matrix

# Check Status
1 Audit opinion clean? —
2 Promoter pledge = 0? —
3 KMP pay < 5% of PAT? —
4 RPT quantum < 5% of revenue? —
5 Board > 50% independent? —
6 At least 1 woman director? —
7 No statutory dues outstanding? —
8 No fraud reported? —
9 Audit trail enabled? —
10 Frequent Auditor change —

Total: 8/10 — Governance Rating: 4
Part c: investor verdict

Thesis: PNB is a recovery play on Indian credit growth with a strong deposit franchise, currently hampered by
high operating costs and provisioning volatility. Overall stance: Watch Rationale: While capital adequacy and
liquidity are strong, the thin PAT margins and massive contingent liabilities require a "wait-and-see" approach on
cost stabilization. Re-evaluate when: PAT Margin exceeds 5% OR Provisions/PAT ratio drops below 3x. BULL
CASE: Successful ESPS implementation drives a performance culture, leading to a 200bps improvement in
cost-to-income ratio. BEAR CASE: Unfavorable legal outcomes on the 6,784 Cr contingent claims wipe out the
bank's reserves and necessitate a dilutive capital raise. Key monitorable: Cost of Funds (Term Deposit growth
vs Savings Bank growth): Current 21.3% - 2.7%.
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