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SMALL STAR SPARKLING

Background:
City Union Bank Ltd, the oldest private sector bank in India, was founded on 
October 31, 1904 and is headquartered at Kumbakonam, Tamil Nadu, India.
bank in the beginning preferred the role of a regional bank
Bank was opened at Mannargudi on 24th January 1930
pan India presence & 
strength of 4,437.
main
asset profile including providing short term and long term loans to agricultural 
sector.

Investment Argument:
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CMP:          Rs. 89
Target Price:                          Rs. 116
Recommendation:                       BUY

Stock Info
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Market Info
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Promoters       0.0
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Price Chart:

SMALL STAR SPARKLING BRIGHT!

Background:
City Union Bank Ltd, the oldest private sector bank in India, was founded on 
October 31, 1904 and is headquartered at Kumbakonam, Tamil Nadu, India.
bank in the beginning preferred the role of a regional bank
Bank was opened at Mannargudi on 24th January 1930
pan India presence & operates through 500 branches,
strength of 4,437. The bank has greater presence in Tamil Nadu 
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 
sector.

Investment Argument:

 The bank has diversified loan book with greater exposure to the M
sector. The small-ticket loans along with the shrinking financial health of the 
PSU banks are likely to lead the road ahead for the bank. We expect th
to grow at a CAGR of 16% for FY15-17E.

 The bank stays strong on capital adequacy. The total capital ratio (Basel ll) for 
the bank in FY 13 stood at 13.98 & grew to 16.59 i
rose from 15.01 in FY 14 to 16.52 in FY 15. We expect the bank to stay strong 
on its capital adequacy for FY15-17E with a slight drop in FY16.

 The bank manages the costs efficiently. In FY 15 the cost to income ratio 
dropped down to 42.8 from 44.1 in FY 14. This year (9M) too, the ratio has 
dropped down to 40.23. This is likely due to the decelera
branches & employee strength. 

 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.

SNAPSHOT

(RS. Cr) 2013 2014

Net Interest Income 624 759

Operating Income 898 1039

Profit After Tax 322 347

ROE 22.3 18.9

P / EPS (x) 7.7 8.4

P / ABV (x) 1.6 1.6

Source: - Company Data Ace Equity, Arihant Research
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City Union Bank Ltd, the oldest private sector bank in India, was founded on 
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 
Bank was opened at Mannargudi on 24th January 1930. Presently the bank has 

operates through 500 branches, 1302 ATM & employee 
The bank has greater presence in Tamil Nadu (about 70%). The 

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 

The bank has diversified loan book with greater exposure to the MSME 
ticket loans along with the shrinking financial health of the 

PSU banks are likely to lead the road ahead for the bank. We expect the bank 

The bank stays strong on capital adequacy. The total capital ratio (Basel ll) for 
stood at 13.98 & grew to 16.59 in FY 15. CAR as per Basel lll 

rose from 15.01 in FY 14 to 16.52 in FY 15. We expect the bank to stay strong 
17E with a slight drop in FY16.

The bank manages the costs efficiently. In FY 15 the cost to income ratio 
dropped down to 42.8 from 44.1 in FY 14. This year (9M) too, the ratio has 
dropped down to 40.23. This is likely due to the decelerating growth in 

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.

2014 2015 2016E 2017E

759 807 984 1143

1039 1211 1415 1627

347 395 495 603

18.9 16.7 16.8 17.2

8.4 14.6 10.7 8.9

1.6 2.3 1.8 1.5

Initiating Coverage
City Union Bank Ltd.
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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 37.5 in 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 th
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 
FY11-15. This was mainly led by the improving share of 
MSME which grew from 26% in FY 13 to 34%
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
loan portfolio reduces credit risk. We peg a CAGR of 16
FY 15-17E with improving share from 
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 
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%.

has improved its presence robustly over the years. 
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 

ratio rising from 37.5 in 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 

ome ratio to drop down to 34.2

grew at a CAGR of 18% for 
This was mainly led by the improving share of 

MSME which grew from 26% in FY 13 to 34% in FY 15. The 
ropped down from 14% in FY 13 to 

The loans given by the bank are largely small-
backed by adequate collateral. The diversified 

We peg a CAGR of 16% for 
oving share from traders & MSME

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 

om 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 
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The NIM for the bank has remained healthy. The NIM has 
been above 3 over the years.  For the period FY 13
NIM for the bank grew from 3.11 to 3.16 with a sharp rise in 
FY 14 to 3.27. We expect NIM to rise further to 3.6
15-17E. Net interest income for the bank also has grown 
consistently along with strong support from the non
income. For the period FY 13-15 the net interest income grew 
at a CAGR of 13.7%. We expect the growth in net interes
income to further improve going ahead & peg at a CAGR of 
19% for FY 15-17E.

There was a sharp fall in deposit growth in FY 14. The deposits 
in this year grew at 8.4% falling from 24.3% in FY 13. In FY 15 
the deposit grew at 9.3% & we expect it to grow
CAGR of 14% for FY 15-17E.  CASA portion for the bank has 
been heading north over the years. From 16.8 in FY 13 it grew 
to 19.2 in FY 15. We expect it to further grow to 21 in FY 17E. 
The improving presence of the bank across the nation 
supports the view to the growth in deposits.

Valuation:

We have valued the bank at its P / ABV multiple of 2.0 (x) to 
its FY 17E adjusted book value per share. We
target of 116 per share at which the valuatio
reasonable. At CMP of 89 the stock is trading at the FY
P/EPS & P/ABV of 8.9 & 1.5 respectively. We have 
rating on the stock.  
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Valuation

The NIM for the bank has remained healthy. The NIM has 
been above 3 over the years.  For the period FY 13-15 the 
NIM for the bank grew from 3.11 to 3.16 with a sharp rise in 

further to 3.6 over FY 
17E. Net interest income for the bank also has grown 

consistently along with strong support from the non-interest 
15 the net interest income grew 

at a CAGR of 13.7%. We expect the growth in net interest 
ng ahead & peg at a CAGR of 

There was a sharp fall in deposit growth in FY 14. The deposits 
in this year grew at 8.4% falling from 24.3% in FY 13. In FY 15 

o grow further at a 
17E.  CASA portion for the bank has 

been heading north over the years. From 16.8 in FY 13 it grew 
to 19.2 in FY 15. We expect it to further grow to 21 in FY 17E. 
The improving presence of the bank across the nation 

rts the view to the growth in deposits.

We have valued the bank at its P / ABV multiple of 2.0 (x) to 
its FY 17E adjusted book value per share. We have arrived at a 

per share at which the valuations look 
the stock is trading at the FY 17E 

respectively. We have “BUY”

Source: - Company Data Ace Equity, Arihant Research
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Stock Rating Scale

Absolute Return
Buy > 20%
Accumulate 12% to 20%
Hold
Neutral

  5% to 12%
-5% to  5%

Reduce < -5%
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