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SMALL STAR SPARKLING BRIGHT! 9" March, 2016
CMP: Rs. 89 Background:
Target Price: Rs. 116 City Union Bank Ltd, the oldest private sector bank in India, was founded on
Recommendation: BUY October 31, 1904 and is headquartered at Kumbakonam, Tamil Nadu, India. The
bank in the beginning preferred the role of a regional bank. The first branch of the
stock Info Bank was opened at Mannargudi on 24th January 1930. Presently the bank has
BSE Group A pan India presence & operates through 500 branches, 1302 ATM & employee
BSE Code 5310  strength of 4,437. The bank has greater presence in Tamil Nadu (about 70%). The
NSE Symbol UB main focus of the Bank is lending to MSME, Retail / Wholesale Trade with granular
asset profile including providing short term and long term loans to agricultural
Bloomberg CUBKIN sector.
Reuters CUBK.BO
BSE Sensex 24,793 |nvestment Argument:
NSE Nifty 7,531
e The bank has diversified loan book with greater exposure to the MSME
sector. The small-ticket loans along with the shrinking financial health of the
Market Info PSU banks are likely to lead the road ahead for the bank. We expect the bank
Market Capital(Rs Cr) 5311 to grow at a CAGR of 16% for FY15-17E.
Equity Capital(Rs Cr) 59.8
. e The bank stays strong on capital adequacy. The total capital ratio (Basel Il) for
Avg. Trading Vol. 6,92,950 . s
the bank in FY 13 stood at 13.98 & grew to 16.59 in FY 15. CAR as per Basel ll|
52 Wk High/ Low 106/77 rose from 15.01 in FY 14 to 16.52 in FY 15. We expect the bank to stay strong
Face Value e on its capital adequacy for FY15-17E with a slight drop in FY16.
e The bank manages the costs efficiently. In FY 15 the cost to income ratio
Shareholding Pattern (%) (Dec 2015) dropped down to 42.8 from 44.1 in FY 14. This year (9M) too, the ratio has
Promoters 0.0 dropped down to 40.23. This is likely due to the decelerating growth in
Domestic Institutions 9.8 branches & employee strength.
Foreign Institutions 37.5
Public & Others 527 e The bank continues to keep its NIM healthy. Net interest income for the bank

has been on a consistent rise with NIM above 3% for nearly a decade.
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The bank has improved its presence robustly over the years.
The period FY 11-13 was led by aggressive growth. The bank’s
branches grew from 246 in FY 11 to 375 FY 13. Number of
employees in the same period grew at CAGR of 15.5%. This
however led to the cost income ratio rising from 37.5in FY 11
to 41.7 in FY 13 & further to 44.1 in FY 14. The cost income
ratio however was managed effectively in FY 15, falling to
42.8. For FY 16 the cost income has further dropped to 40.2
for the 9M period. This is likely due to the decelerated
growth. We expect cost income ratio to drop down to 34.2
over FY 15-17E.

The loan growth for the bank grew at a CAGR of 18% for
FY11-15. This was mainly led by the improving share of
MSME which grew from 26% in FY 13 to 34% in FY 15. The
share of corporate loans dropped down from 14% in FY 13 to
6% in FY 15. The loans given by the bank are largely small-
ticket loans backed by adequate collateral. The diversified
loan portfolio reduces credit risk. We peg a CAGR of 16% for
FY 15-17E with improving share from traders & MSME
segments.

For the period FY 13-15, gross NPA’s for the bank doubled
from Rs 173 cr to Rs 335 cr. GNPA as a % of advances came in
at 1.86 in FY 15 from 1.13 in FY 13. This was due to the rising
fresh slippages which rose from 1.5 in FY 13 to 2.4 in FY 15.
This was followed by lower provisioning leading to rising net
NPA levels. The PCR for FY 15 stood at 58 against 71 in FY 13.
Net NPA’s rose from 0.63% in FY 13 to 1.3% FY15. PCR
however has improved over the 9M of FY 16 to 61% & the
GNPA & NNPA as on December quarter stood at 2.4% & 1.5%
respectively. We expect slippages to reduce to 2.3% over FY
15-17E & net NPA to drop down to 1.2%.
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The NIM for the bank has remained healthy. The NIM has NIM
been above 3 over the years. For the period FY 13-15 the 1200 3.7 Net
NIM for the bank grew from 3.11 to 3.16 with a sharp rise in 1000 A | 36 Interest
FY 14 to 3.27. We expect NIM to rise further to 3.6 over FY 800 ’/ | gi Income
15-17E. Net interest income for the bank also has grown 600 | 33 Non
consistently along with strong support from the non-interest 200 | IR BN = B gi ::zz';:‘;t
income. For the period FY 13-15 the net interest income grew 200 9§ o8 ~s so S| 30_g v

. . NN W 99 W@ - | )g
at a CAGR of 13.7%. We expect the growth in net interest 0 ©al N~A oF o iy S8
income to further improve going ahead & peg at a CAGR of
19% for FY 15-17E. I S
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There was a sharp fall in deposit growth in FY 14. The deposits Deposit Growh
in this year grew at 8.4% falling from 24.3% in FY 13. In FY 15 45% 35000 Dep
the deposit grew at 9.3% & we expect it to grow further at a 40% 4\ 30000 osits

CAGR of 14% for FY 15-17E. CASA portion for the bank has 35% -
been heading north over the years. From 16.8 in FY 13 it grew 30% A;‘,—a{‘_ 25000

——D
to 19.2 in FY 15. We expect it to further grow to 21 in FY 17E. 25% —mwm—%—7" — —— | 20000 e

osit

The improving presence of the bank across the nation 20% _._T_.;-Ii—‘.‘z._ 15000 G;‘;
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supports the view to the growth in deposits. 15% ——1 — 7 7 10000 (%)
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Valuation:

We have valued the bank at its P / ABV multiple of 2.0 (x) to Valuation

its FY 17E adjusted book value per share. We have arrived at a ——P/

target of 116 per share at which the valuations look 200 1(2)2 ABV
(x)

reasonable. At CMP of 89 the stock is trading at the FY 17E 150 ———— —t—| .,
P/EPS & P/ABV of 8.9 & 1.5 respectively. We have “BUY” | o /i% 0 " o
’ g T EPS
-‘—-

rating on the stock.
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Income Statement Balance Sheet

(Rs Cr) 013 2014 2015 2016E| 2017E (Rs Cr) 013 2014 2015 2016E| 2017E
Interest Earned 2189 2546 2699 3038 3571  |Sourcesof funds
Interest Expended 1565| 1787} 1891 2094  2428)  |ShareCapital Ly G 60 60 61
Net Interest Income 624 759 307 94 1143 Total Reserves 1593 1971 2636 3138 Ml
Other Income ) B0 A A0 485 Shareholder's Fund 1641 2025 26%| 3198 3802
Fee Income a 40 4 46 30 Deposits 0305 22017) 24075 26%64 30739
Treasury Income 17 Pk 60 10 85 Borrowings & 305 169 135 122
Operating Income 89| 1039 1210) 1415 1627)  |OtherLiabilities & provisions 5%5( 647 932 1§ 134
Operating Expenses 4l 48 519 2] 557)  (|TotalLiabilities 2977|2499 27871 31415 36004
Employee Expenses 151 186 2100 28 25  |Application of Funds
Profit before provision & tax 53| 581 693 &3 1070, |Cash&Bank 1700 2180 2537 UXB| 1546
Provisions and Contingencies 120 167 183 25 269 [nvestments 3267 394 633 70| B2
Profit Before Tax 403 44 310 658 801 Advances 15246  16097) 17966| 20481 24167
Provision for tax 81 67 126 162 19§ Fixed Assets 141 183 10 22 238
Exp. Items 0 0 1 0 0 Other Assets 352 381 193 1.9 221
Profit After Tax 3 M7 395 495 603 Total Assets 0977 4994 27871 31415 36004

Ratios %

013 2014 2015 2016E| 2017E 013 2014 2015 2016E| 2017E
Asset Quality Spread Analysis
Gross NPA 11 13 19 22 21]  |Yieldon Advances 132 B3 17 1] 130
Net NPA 0.6 12 13 14 12 Yield on Investments 16 18 84 8.5 8.6
PCR 06 6.7} 575 6L0] 600 Cost of Funds 84 83 81 8.0 §4
Growth Cost of Deposits 8.2 8.2 80 85 84
Advances Growth 256 56 116 140 180 NIM 31 33 3.2 3.5 3.6
Deposit growth 43 54 93 120) 140 Interest Spread 45 3l 46 47 46
Net Profit Growth 145 18 133 153 218 Profitability
Liguidity ROE 23 1BY 167 .68 172
C-D Ratio LY L e Tel] 786 Earnings Per Share (Rs) 6.8 64 6.6 8.3 10.0
CASA led) 178 1920 200 20 Dividend Per Share (Rs) L0 10 L1 L3 20
Capital Adequacy 4o 11 166 155 160]  |Adjusted Book Value (Rs) 25 B M3 el 8l
Efficiency Valuation
Cost Income Ratig a7 M1 a8 13 M2 P/EPS (x) 11 §4) 146 107 89
Operating Costs to Assets L6 13 13 L7 L3 P/ ABV x) L6 L6 23 18 L3
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Arihant Research Desk

E. research@arihantcapital.com
T.022-42254865

Head Office Registered Office

#1011, Solitaire Corporate park, E-5 Ratlam Kothi

Building No. 10, 1* Floor, Indore - 452003, (M.P.)
Andheri Ghatkopar Link Road, Tel: (91-731) 3016100
Chakala, Andheri (E). Fax: (91-731) 3016199

Mumbai - 400093
Tel: (91-22) 42254800
Fax: (91-22) 42254880

Stock Rating Scale

Absolute Return

Buy >20%

Accumulate 12% to 20%

Hold 5% to 12%

Neutral -5% to 5%

Reduce <-5%
Disclaimer:

This document has been prepared by Arihant Capital Markets Ltd. This document does not constitute an offer or solicitation for the purchase and sale of
any financial instrument by Arihant. This document has been prepared and issued on the basis of publicly available information, internally developed data
and other sources believed to be reliable. Whilst meticulous care has been taken to ensure that the facts stated are accurate and opinions given are fair
and reasonable, neither the analyst nor any employee of our company is in any way is responsible for its contents and nor is its accuracy or completeness
guaranteed. This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision.
The user assumes the entire risk of any use made of this information. Arihant may trade in investments, which are the subject of this document or in
related investments and may have acted upon or used the information contained in this document or the research or the analysis on which it is based,
before its publication. This is just a suggestion and Arihant will not be responsible for any profit or loss arising out of the decision taken by the reader of
this document. Affiliates of Arihant may have issued other reports that are inconsistent with and reach different conclusion from the information
presented in this report. No matter contained in this document may be reproduced or copied without the consent of the firm.
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