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CITY UNION BANK

FY18 FY19E FY20E FY21E 

Loan Growth (%) 16.9 19.0 20.0 21.0

GNPA(%) 3.0 2.9 2.6 2.4

LLP (%) 1.2 1.2 1.0 0.9

Financial Summary 

Source: Company, Axis Securities CMP as on Jan 7, 2019
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Net NPA
(%)

FY17 11,988 5,028 8.4 13.1 59.4 52.6 23.2 3.7 15.2 1.5 1.7

FY18 14,303 5,920 8.9 17.7 62.6 55.4 21.8 3.5 15.3 1.6 1.7

FY19E 16,186 6,848 9.4 15.7 66.0 58.9 20.6 3.3 15.2 1.6 1.6

FY20E 19,022 8,125 11.1 18.6 76.7 68.0 17.4 2.8 15.6 1.6 1.6

FY21E 22,045 9,526 13.0 17.2 89.2 80.0 14.8 2.4 15.7 1.6 1.6
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City Union Bank

Sector: BFSICity Union Bank : High Potential ¯CUB° 

CUBK (City Union Bank) is a mid-sized private sector bank focused largely on working capital finance to small
manufacturers and traders. Unchanged strategies and organisation focus, adequate capitalisation, and management
continuity are CUBK®skey strengths. It has delivered steady performance on account of its conservative management,
unparalleled lending franchise, tight control on assetquality, superior return ratios across cycles, healthy NIMs and a well
capitalised balance sheet. Improving loan growth, diversified revenue profile, controlled C-I and lower credit costsshould
aid RoAA of +1.55% over FY18-21E. Considering multiple levers, we assign 2.9x on FY21E ABV to arrive at target price
of Rs228 .

.
MSME/Trader/Retail to drive loan 

book growth

VWe expect high double digit
growth in loan book over
FY18-21E, largely driven by
MSME/Trader/Retail

V Focus on small-ticket sole
banker business model,
expertise in southern India®s
niche businesssegments,viz
MSME, traders and agri
loans, and struggling health
of regional PSBs will drive
higher loan growth

Control over C-I to be maintained 

V Share of non-branch channels
in transactionsis ~90%, which
is comparable with the best
new generation private sector
banks vis-à-vis ~60% a few
years ago. This has been a
key factor in sizing employees
per branch from ~9-9.5 a few
years ago to ~8.5, currently.
Furthergains can be beneficial
for cost to income ratio (C-I)

V With marginal moderation in
NIM and controlled opex we
expect C-I to be in the range
of ~40-42% over FY18-FY21E

Conservative approach to growth a 
key strength

V CUBK has maintained its USP
on product (working capital
lending) and the customer
base (SME, traders,
agriculture, etc) despite the
lure to do something different,
unlike other lenders

V While increasing granularity
to reduce concentration risk,
the bank has ensured higher
collateralisation to lower credit
risk too

Credit cost to decline with focus on 
lower slippages and recovery

V The bank®sfocus on small-
ticket secured lending,
working capital loans backed
by adequate collateral restrict
the slippages of NPA and also
improve the NPA recoveries

V With slippages normalizing
and recoveries gaining
traction, we expect GNPA and
LLP (Loan Loss Provisions) to
decline by 60bps and 28bps
to 2.4% and 0.9% respectively
over FY18-21E

V ROAA profile to be
maintained at +1.55% levels
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Company background

× City Union Bank (CUBK) was established in 1904

as Kumbakonam Bank Ltd in Tamil Nadu and is amongst

India®soldest private sector banks. It has evolved into a

strong regional player with major presencein South India,

with 544 branchesout of which 418 are in Tamil Nadu.

× CUBK has bancassurance tie-ups with LIC of India and

National InsuranceCompany Ltd for selling their insurance

products. It also has a tie-up with Exports Credit &

Guarantee Corporation Ltd for marketing export credit

insurance products through its branches. It is also in talks

for mutual fund tie up offerings.

× The bank is primarily a working capital lender to MSME,

retail/wholesale trade and agricultural sectors. This

higher-yielding trade and MSME loans segment accounts

for ~51% of advances and has registered compounded

growth of 18 .5% over FY11-FY18.

× CUBK®sdecades of experience in a single geographical

region has helped it gain immense knowledge and

understanding on the way local businessesare run. It has

withstood a number of businesscycles during the course

of its existence.

Ownership Profile ¬Total Institution holding at ~51%

Loan Mix (%) - (Q2FY19)
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Source: Company, Axis Securities
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The bank has shown consistency in management with
only seven CEOs being appointed in its entire 114 -year
history.

It was listed on the stock exchanges in 1998 under the
leadership of its Chairman V Narayanan, who had tenure
of 24 years at CUBK.

Experienced Management Team

Company Overview

Á Retired as CFO & ED of TCS in 2013 after 43 years of service 

Á Well known in the Indian IT industry

S. MAHALINGAM
Chairman

Á Joinedthe bank as DGM in 2003 and has hands on experience of the overall operations of the bank

Á Servingas MD & CEO of the Bank from May 2011

Dr. N. KAMAKODI
Managing Director & CEO

V. RAMESH
CFO & GM

Á JoinedCUBKin 1986 , worked his way up to July2015

Á CFO since July2015

Name Year  

S. Mahalinga Iyer 1926 -1963 

R. A. Venkataramani 1963 -1969 

O. R. Srinivasan 1969 -1977 

K. Srinivasan 1977 -1980 

V. Narayanan 1980 -2004 

S. Balasubramanian 2005 -2011 

Dr. N. Kamakodi 2011 -Present 

Source: Company, Axis Securities
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Conservative and Consistent approach towards lending

Granular 
Loan Book

High  
collateralization -
increases solvency  

Niche focus 
maintained
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× Over FY03-13, CUBK delivered 29% CAGR in loans
maintaining ~60% average lending through working
capital and the rest comprised term loans. Posta growth
moderation over the next couple of years due to
slowdown in non core segments, loan growth gained
momentumover FY15-FY18 registering 15% CAGR.

× CUBKhas focusedon remaining the sole banker or part of
small group of banks (maybe 2-3 banks); maintaining low-
ticket sizes; and increasing collateralisation in theseloans.

× Most lenders have changed their focus from either the
product or the customeror both over the long periods of
their history, due to challenges e.g. corporate. CUBK, on
the other hand, has maintained a disciplined and stable
approach to lending entailing focus on MSMEs and more
specifically on their working capital requirement.

× Working capital loans yielding higher interest constitute
66% of advances. Re-pricing is possible at short intervals
thusreducing interestrate risk. 95% of the loan book is on
floating rate basis which also reducesinterestrate risk.

Niche focus maintained Loan Book ¬Product Composition

Specialist in working capital finance

64% 65% 65% 65% 66%
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Source: Company, Axis Securities
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High collateralization - increases solvency  Secured  and Working Capital Loans (%)

Advances to major industries (FY18)

Industry Name 
Amt

(in mn) 
% of Total 
Advances 

Advances to Major Industries 68,278 24%

All other advances 213,873 76%

Total Gross Advances 282,151 100%
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× Secured loans comprised 98% of total loans as of FY18.
This has provided it niche positioning, strong SME
relationships, and better customer acquisition through
referrals, and has lowered credit risks.

× CUBK has ensured higher collateralisation of loans even
as its growth has been to smaller MSME customers
lowering concentration risksand granular loan book.

× From FY10 to FY15, the mix of unrated exposure in total
exposure increased from 89% to 96%. However, the
proportion of exposures attracting ­lessthan 100 % risk
weight®increased from 61% to 67% over the same
period, indicating that these exposures have higher
collateral, therefore lowering overall credit risk. Over
FY15-FY18, the mix of unrated exposure in total exposure
has remained at 96% while the ­lessthan 100 % risk
weight®has come down moderately from 67% to 63%,
keeping credit risksat comfortable levels.

× Advances to major industries constitute only 24% of its
loan book and 76% comprisesof largely Trade, Services,
Agri , Gold etc. CUBK usesits long standing relationships,
its understanding of these clients and catering to specific
customerneeds to attract new clients.

Conservative and Consistent approach towards lending
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× CUB®sloan growth of ~9% CAGR over FY13-15 can be
attributed to a decline in the gold loan portfolio
(regulatory impact) and the corporate portfolio (conscious
strategy). Excluding these, loan growth was +21% for
FY13-15 , driven by core focus segmentslike MSME.

× Over the next three years (FY15-FY18), loan growth
picked up again clocking 15% CAGR. In Q2FY19
CUBK®sloan growth of ~17% YoY was broad based with
PersonalLoans(+61% YoY) and retail traders (+22% YoY)
leading the pack. Strong traction continued in the bank®s
focus segments- Traders (+16% YoY) and MSME (+17%
YoY). The bank®scautious stance on corporate lending
continued as the segment grew merely ~8% YoY. The
share of MSME and traders®loans was steady at ~51% of
total loans.

× Focus on small-ticket sole banker business model,
expertise in southernIndia®sniche businesssegments,viz
MSME, traders and agri loans, and weak health of
regional PSBswill drive higher loan growth. Comfortable
Tier-I position and pick-up in macro activities are strong
tailwinds. We have factored in a loan CAGR of 20% over
FY18-21E.

Granular Loan Book Diversified book

Loan book CAGR at 20% over FY09-FY18
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Conservative and Consistent approach towards lending


