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City Union Bank (CUB) reported better than expected operating performance
during Q2FY21 led by margin expansion and tight cost control. NIl for the quarter
grew strongly by 16% YoY with operating profit growth of 11% YoY. Provision
remained higher at Rs 177 cr as bank has created additional Covid provision of Rs
115 cr. Total additional provision stood at Rs 317 cr (0.89% of total advances). The
bank has reported 19% YoY decline in net profit at Rs 158 cr due to higher
provision at 64% YoY. Asset quality of the bank has improved as slippages were
NIL, benefitting from SC order. Bank has stated that 4% of the customer by value
has not paid any single EMI as of Sept’20 as compared to 12.5% in Q1FY21.

Operationally Healthy Performance

The bank has reported 19% YoY decline in profit due to elevated provisioning. NlI
growth of 16% YoY/9% QoQ was supported by advances growth of 7% YoY and
14bps margin expansion. NIM improvement was led by lower cost of funds (-67
bps YoY/-34 bps QoQ). Management expects margins to be in the range of 3.8-
4.2%. Other income was up by 5% QoQ, supported by 43% QoQ increase in fee
income as business activity has improved. Operating profit of the bank grew by
11% YoY/8% QoQ to Rs 385 cr. Cost to income ratio of the bank came down to
40.3% from 40.4% in previous quarter. Management has stated that decline in CTI
ratio was driven by high treasury income and it is likely to come back to 42-44%
levels.

Loan growth remained low

Loan book growth of the bank was low at 7% YoY/3% QoQ, led by negative growth
in large industries book at 6% YoY and marginal 1% growth in wholesale trader
book. SME segment (35% of total loans) grew by 11% YoY after being muted in
the last two quarters. The overall Agri loan portfolio de-grew by 15% YoY, mainly
due to shift in gold loan borrowers from agri gold loans to personal gold loans.
Management has guided for high single digit loan growth for FY21 and indicated
that the focus stays on strengthening the balance sheet. Deposit growth of the
bank was lower at 2.4% YoY/1% QoQ. This was led by moderation in term deposit
at 1% YoY. CASA ratio of the bank increased sharply by 109bps QoQ to 25.7%.

Collection efficiency improves; GNPA declined due to SC ruling order

Due to SC interim order on asset classification and higher recovery, GNPA/NNPA
of the bank declined by 46bps/30bps respectively to 3.44%/1.81%. PCR of the
bank strengthened further to 70% from 68% QoQ. Management has stated that
collection efficiency has inched up to 90% as of Sep’20 and 4.09% customers by
value has not paid any EMlIs since Mar’20 (vs. 12.45% in Jun’20). Bank expects
slippages ratio to be in the range of 3-3.5% in FY21E. Total restructuring is
expected to be 5-6% of the loan book.

Valuation & View

We like CUB’s business model as bank has better underwriting practices,
conservative growth approach, adequately capitalized (Tier 1 at 16.3%) and sound
management team. However, near term outlook will remain challenging primarily
on asset quality front. Though we have positive outlook on CUB, higher valuation
at 2.1x FY22E P/ABV leaves limited room for upside. We maintain our Hold rating
on the stock with a revised target price of Rs 169 (Rs 133 earlier), valuing the bank
at P/adj. BV of 2.2x FY22E ABV.

(Rs Cr) FYI9A FY20A  FY21E  FY22E
NIl 1,611 1,675 1,794 2,000
PPOP 1,240 1,341 1,335 1,526
PAT 683 476 487 792
EPS (INR / Share) 1.6 1.0 0.9 1.4
ABVPS (INR / Share) 57.9 61.3 65.7 76.8
NIM (%) 3.9 3.7 3.6 3.7
P/ ABV (x) 2.7 2.6 2.4 2.1

Arihant Capital Markets Limited | Research Analyst SEBI Registration No: INH000002764
1011, Solitaire Corporate Park, Bldg No.10, 1°t Floor, Andheri Ghatkopar Link Rd, Chakala, Andheri (E), Mumbai 400093


mailto:raju.b@arihantcapital.com

Quarterly Result Snapshot

Particulars (Rs. in Crore) Q2 FY21 Q2 FY20 Q1FY21

Interest earned 1061 1037 2.3% 1049 1.1%
Interest expended 586 625 -6.3% 612 -4.3%
NIl 475 412 15.5% 437 8.7%
NIM (%) 4.12 391 21bps 3.98 14bps
Non-interest income 169 195 -13.2% 161 5.4%
Operating Expenses 260 260 -0.1% 242 7.6%
Employee cost 119.9 113.1 6.0% 116.4 3.0%
Cost-Income ratio (%) 40.3 42.9 -256bps 40.4 -11bps
Operating Profit 385 346 11.0% 356 8.0%
Provisions 177 108 64.0% 157 12.7%
PBT 208 239 -12.9% 199 NA
Tax provisions 50 45 11.1%! 45 NA
Effective tax rate 24% 19% 521bps 23% 147bps
Net profit 158 194 -18.5% 154 2.4%
EPS 2.1 2.6 -18.5% 2.1 2.4%

Asset Quality (%)

Particulars Q2 FY21 Q2 FY20 Q1FY21

GNPA 3.44 3.41 3bps 3.90 -46bps
NNPA 1.81 1.90 -Sbps 2.11 -30bps
PCR 70.0 65.0 500bps 68.0 200bps

Quarterly Performance

Particulars Q2 FY21 Q2 FY20 YoY Q1FY21 QoQ
Advances 35437 33279 6.5% 34536 2.6%
Deposits 41421 40451 2.4% 41026 1.0%
CASA 10645 9988 6.6% 10098 5.4%
CASA % 25.7 24.7 101bps 24.6 109bps
C-D ratio % 85.6 82.3 328bps 84.2 137bps
Capital Adequacy % 17.4 15.5 187bps 16.8 59bps
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Key Financials

Income Statement Balance Sheet

Income Statement (Rs Cr) 2019 2020 2021E 2022E Balance Sheet (Rs Cr) 2019 2020

Interest Earned 3767 4169 4378 4838 Sources of funds

Interest Expended 2156 2493 2585 2838 Share Capital 73 74 74 74
Net Interest Income 1611 1675 1794 2000 Total Reserves 4767 5222 5709 6501
Other Income 514 680 654 732 Shareholder's Fund 4841 5296/ 5783] 6575
Fee Income 294 308 354 407 Deposits 38448 40832 42874 47162
Treasury Income 87 244 185 210; Borrowings 481 2032 2886 4098

Other Liabilities &

Operating Income 2126 2355 2448 2732 provisions 1489 1573 1977 2024
Operating Expenses 886 1014 1113 1206 Total Liabilities 45259 49734| 53520, 59858
Employee Expenses 364 421 449 462 Application of Funds

Profit before provision & tax 1240, 1341 1335 1526 Cash & Bank 2963 4722 5256, 5627
Provisions and Contingencies 315 755 719 524 Investments 7712 9117 9883| 11682
Profit Before Tax 925 586 616/ 1002 Advances 32673 33927 35963 39559
Provision for tax 242 110 129 210 Fixed Assets 250 245 265 299
Exp. Items 0 0 0 1 Other Assets 1660 1722 2153 2691
Profit After Tax 683 476 487 792 Total Assets 45259 49734 53520 59858

Ratios % Ratios %
Operational Ratios (%) 2021E 2022E Valuation Ratios (%) 2019 2020
Asset Quality Spread Analysis
Gross NPA 2.96 4.09 5.40 5.39 Yield on Advances 10.5 10.5 10.6 10.6
Net NPA 1.81 2.29 2.61 2.31 Yield on Investments 7.1 7.2 6.5 6.5
PCR 63.0 64.0 64.0 64.0 Cost of Funds 5.9 6.1 5.8 5.8
Growth Cost of Deposits 5.9 6.1 6.0 6.2
Advances Growth 17.3 3.8 6.0 10.0 NIM 3.9 3.7 3.6 3.7
Deposit growth 17.0 6.2 5.0 10.0 Interest Spread 4.6 4.4 4.8 4.8
Net Profit Growth 15.3) -30.3 2.2 62.8 Profitability
Liquidity ROE 15.2 9.4 8.8 12.8
C-D Ratio 85.0 83.1 83.9 83.9 ROA 1.6 1.0 0.9 1.4
CASA 25.2 25.0 25.0 25.0; Earnings Per Share (Rs) 9.3 6.5 6.6 10.7

Adjusted Book Value

Capital Adequacy 15.6 16.8 16.9 17.4 (Rs) 57.9 61.3 65.7 76.8!
Efficiency Valuation
Cost Income Ratio 41.7 43.0 45,5 44.1 P / EPS (x) 17.0 24.5 23.9 14.7
Operating Costs to Assets 2.0 2.0 2.1 2.0 P / ABV (x) 2.7 2.6 2.4 2.1
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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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