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Union Bank of India

CMP: `̀̀̀̀ 207 TP: `̀̀̀̀ 220 Accumulate

Core interest income and Operating profit slightly higher than our
estimates but much higher NPV losses on restructured loan book and
NPL provisioning dent bottom-line

In Q3 FY12, the Union Bank of India’s (UBI) net interest income (NII) grew
10% YoY to ` 17.8bn — 4.2% higher than our estimates of ` 17.1bn. It
reported operating profit of ̀  12.8bn compared to our estimates of ̀  12.4bn.
Bottom-line de-grew by 66% YoY to ̀  2bn (compared to our estimates of ̀
6bn) and consensus estimates of ̀  5.4bn.

Contained cost of funds on the back of moderate business growth, higher
incremental C-D ratio and higher yield on funds aided margin. The bank’s
margin increased by 10bps to 3.31% compared to 3.21% in Q2 FY12
though lesser than previous year corresponding period margin at 3.44%.

The deviation in bottom-line was mainly due to much higher overall provisions.
On fresh restructuring, NPV loss provision was much higher than
expectation at ` 3.8bn. Apart from that, there was much higher provision
for bad-debts at ` 4.2bn and higher investment depreciation losses of `
730mn. On sequential basis, gross slippages came down sharply to 1.6%
from 5.3% in Q2 FY12 and 2.24% in Q1 FY12; a positive surprise.

On core income level and operating level, the bank’s Q3 FY12’s financial
performance were slightly higher than our estimates. But, much higher
than expected provisioning was a negative surprise which resulted into
deviation at net profit level. We reduce our FY12 and FY13 earnings
estimates by 4.5% and 5% respectively and reduce our target price by 8%
to ̀  220. At current price, the stock quotes at 1.0x ABV FY13. We cut our
stock rating to Accumulate due to reduction in our earning estimates and
recent rally in stock price.

High Points

• NII and Operating profit
slightly higher than our
estimates

• Unexpected jump in NPV
loss in restructured loan
book

• Sharp decline in slippage
ratio

• Higher NPL provisioning
and investment
depreciation losses dent
bottom-line

• View: Cut our Rating to
Accumulate with  a target
price of ̀̀̀̀̀ 220

Financials
Year  NII  PPP  NP  NIM (%)  BV (`̀̀̀̀)  ABV (`̀̀̀̀)  RoAA (%)  RoAE (%)  P/B (x)  P/ABV (x)  P/E (x)
FY10 41,924 36,593 20,749 2.4 174 160 1.2 21.7 1.2 1.3 5.0
FY11 62,162 43,050 20,799 3.0 211 187 1.0 18.0 1.0 1.1 5.2
FY12E 69,881 51,088 17,884 2.8 237 198 0.7 13.4 0.9 1.0 6.1
FY13E 76,552 53,005 18,801 2.7 265 209 0.6 12.8 0.8 1.0 5.8
Figures in ` mn

Q3FY12 Result (` mn)
Particulars Q3FY12  Q2FY12 Q3FY11  QoQ (%)  YoY (%) 9MFY12 9MFY11  YoY (%)
Interest Income 53,747 51,104 41,995 5.2 28.0 154,009 118,374 30.1
Interest Expenditure 35,939 34,492 25,836 4.2 39.1 103,686 73,377 41.3
Net interest income 17,809 16,612 16,158 7.2 10.2 50,323 44,997 11.8
Other operating income 5,921 5,009 4,936 18.2 20.0 15,770 14,382 9.6
Total Net Income 23,730 21,622 21,094 9.8 12.5 66,093 59,379 11.3
Overheads 10,889 9,571 8,483 13.8 28.4 29,543 25,025 18.1
Operating profit 12,841 12,051 12,611 6.6 1.8 36,550 34,354 6.4
Tax 1,144 2,297 2,816 (50.2) (59.4) 6,172 7,549 (18.2)
Provisions 9,727 6,228 4,000 56.2 143.2 20,245 11,961 69.3
Net profit 1,970 3,525 5,796 (44.1) (66.0) 10,133 14,844 (31.7)
Equity Capital 6,353 6,353 5,051 25.8 6,353 5,051 25.8
EPS ( in unit INR) 3.8 6.7 11.5 (44.0) (67.2) 40.7 39.7 2.5
Gross Non Performing Assets 52,089 51,364 35,809 1.4 45.5
Net Non Performing Assets 28,789 29,589 15,974 (2.7) 80.2
Gross NPAs (%) 3.3 3.5 2.7 (0.2) 0.7
Net  NPAs (%) 1.9 2.0 1.2 (0.2) 0.7
RoA (%) 0.4 0.6 1.2
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Moderate business growth: The bank’s total business grew 12.8% YoY to `
3.6tn; deposits and net advances grew 10% and 16.9% to ` 2.1tn and `1.5tn
respectively. The bank’s business growth is in-line with our expectations. Higher
credit mobilization than deposit growth led to 440bps YoY and 77bps QoQ rise in
its Credit-deposit ratio to 76.1% as against 71.7% in Q3 FY11 and 75.3% in Q2
FY12. On the deposits side, CASA share slightly rose to 32.5% from 32.1% in end-
Q2 FY12 and decline from 33.3% in end-Q3 FY11.

In FY12, the management expects 16% deposit growth and 16-18% credit book
growth. We expect deposits and credit book growth at 16.5% and 16.3% respectively
in FY13.

Sequential rise in margin: On liability front, moderate business growth improved
CASA share and contained liabilities costs. On asset side, higher C-D ratio and
higher yield aided margin. The bank expanded margin to 3.31% from 3.21% in Q2
FY12. For FY12, the management expects margins of 3.2% compared to 3.33%
(on fortnightly average basis) in FY11. We estimate the bank’s margins to drift by
13 bps in FY12 to 2.84% and further by 14 bps 2.7% (on yearly average basis) in
FY13.

Higher Non-fund income: The other income increased by 20% YoY to ` 5.9bn
primarily, on account of higher recoveries (3 times jump to ̀  900mn) and 16% YoY
growth in core non-interest income to ̀  3.2bn. Going forward in Q4 FY12, the bank
is expected to perform well on treasury income front with fall in bond yields.

Higher provisioning dents overall profitability: In Q3 FY12, the bank’s NPL
provisioning increased by 33% to ` 5.3bn (including ` 1bn for standard assets)
compared to ` 4bn in Q3 FY11 and ` 5bn in Q2 FY12. Though, slippages ratio
came down sharply on YoY and QoQ basis. The bank’s GNPA increased marginally
on sequential basis to ` 52bn. Higher NPL provisioning also reflected into
improvement in provision coverage to 63% (including technical write-offs) and higher
decrease in NNPA ratio. In Q3 FY12, bank’s credit cost increased to 1.45% as
against 1.32% in Q3 FY11. However, it was stable on sequential basis.

Higher than expected provisioning of ̀  3.8bn for NPV loss on fresh restructuring of
a telecom loan account of ̀  20bn led to deviation on bottomline level.

Further, bank had provided ` 730mn as against 60mn in Q3FY11 on account of
investment depreciation losses.

Asset quality comfortable as of now but future could unfold negative surprises:
As on end-Q3 FY12, the bank’s gross NPAs and net NPAs rose by 45% YoY and
80% YoY to ̀  52.1bn and ̀  28.8bn respectively. Gross NPA ratio and Net NPA ratio
rose by 65bps and 67bps on YoY basis to 3.33% and 1.88% respectively. However,
there was sequential decline of 16bps in each of the ratios. On sequential basis,
gross slippages came down sharply to 1.6% from 5.3% in Q2 FY12 and 2.24% in
Q1 FY12. In fact, the bank’s asset quality has shown improvement on sequential
basis.

The restructured loans as on end-Q3 FY12 were at ` 86bn.The loans of around
`32bn was expected to be restructured in 2H FY12, out of which ` 20bn was
already restructured in Q3 FY12, the rest amount of ` 12bn would come for
restructuring in Q4FY12.
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Branch Network Expansion: The bank opened 39 branches and 268   ATMs in Q3
FY12, taking the total branch network to 3177 branches and 3025 ATMs. The
management plans to add 225 branches (including 100 FI) and increase the ATMs to
4000 in this fiscal.

Valuation
On core income level and operating level, the bank’s Q3 FY12’s financial performance
were slightly higher than our estimates. But, much higher than expected provisioning
was a negative surprise which resulted into deviation at net profit level. We reduce
our FY12 and FY13 earnings estimates by 4.5% and 5% respectively and reduce
our target price by 8% to ` 220. At current price, the stock quotes at 1.0x ABV
FY13. We cut our stock rating to Reduce due to reduction in our earning estimates
and recent rally in stock price.

Union Banks's P/BV Chart

Source: Capitaline, Dolat Research
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Union Bank’s Deposit Profile

Source: Banks, Dolat Research

Union  Bank’s NII & NIM (%)

Source: Banks, Dolat Research

Union Bank’s Business mix

Source: Banks, Dolat Research
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Union Bank's Other income break-up (%)

Source: Capitaline, Dolat Research

Union Bank's Operating Cost Structure (%)

Source: Banks, Dolat Research

Union Bank's Asset Quality

Source: Banks, Dolat Research
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Union Bank's Return Ratios (%)

Source: Capitaline, Dolat Research

Union Bank's Capital Adequacy (%)

Source: Banks, Dolat Research
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INCOME STATEMENT `̀̀̀̀ mn
Particulars Mar10 Mar11 Mar12E Mar13E
Net Interest Income 41,924 62,162 69,881 76,552
CXB 3,518 3,649 4,538 5,220
Profits on sale of investments 5,728 4,644 4,520 3,500
Profits on foreign exchange 3,227 4,290 5,480 5,975
Other operating income 7,275 7,804 8,525 9,815
Total other income 19,747 20,388 23,063 24,510
Total Income 61,672 82,550 92,944 101,062
Salaries 13,545 25,997 27,051 29,855
Other operating costs 11,533 13,503 14,805 18,202
Total Overheads 25,078 39,500 41,856 48,057
Profit before provisions 36,593 43,050 51,088 53,005
Bad Debt Provisions 6,989 11,877 15,950 19,390
Stnd. Asset Provision 210 1,485 1,133 1,329
Investment Provisions (1,173) 267 2,110 1,550
Other provision 2,239 (113) 5,961 3,750
Total provisions 8,264 13,516 25,154 26,019
Profit before tax 28,329 29,534 25,934 26,986
Tax 7,580 8,735 8,050 8,185
Reported Net profit 20,749 20,799 17,884 18,801

BALANCE SHEET
Particulars Mar10 Mar11 Mar12E Mar13E
Cash with RBI 124,682 176,105 151,933 176,989
Cash at call 33,084 24,880 26,884 29,570
Total Cash 157,767 200,984 178,817 206,559
Govt. securities 426,529 464,061 557,402 645,266
Other investments 117,507 119,931 139,351 161,316
Total Investments 544,035 583,991 696,753 806,582
Bills discounted 47,619 64,515 114,059 132,634
Cash credit 623,712 796,275 903,701 1,050,866
Term loans 521,822 649,070 736,999 857,017
Total Credit 1,193,153 1,509,861 1,754,760 2,040,516
Gross Fixed Assets 34,424 35,984 38,839 42,553
Accumulated Depreciation 11,605 13,192 14,079 15,890
Net Fixed Assets 22,820 22,792 24,760 26,663
Capital work in progress 235 136 0 0
Other Assets 33,609 42,080 44,501 51,086
Total Assets 1,951,618 2,359,844 2,699,591 3,131,405

Demand Deposits 162,292 196,180 206,960 241,127
Savings Deposits 377,278 446,892 505,901 589,422
Term Deposits 1,160,828 1,381,541 1,586,690 1,848,641
Total Deposits 1,700,397 2,024,613 2,299,550 2,679,190
Perpetual Debts (IPDI) 10,400 10,400 11,400 15,400
Upper Tier II Capital 17,500 22,500 26,500 33,500
Subordinate Debt 33,000 29,000 32,000 35,000
Other Borrowings 31,253 71,260 95,880 110,920
Total Borrowings 92,153 133,160 165,780 194,820
Other liabilities 54,830 74,427 93,640 102,880
Equity 5,051 5,243 5,243 5,243
PNCPS 0 1,110 1,110 1,110
Reserves 99,187 121,292 134,268 148,162
Total Equity 104,238 126,535 139,511 153,405
Total Liab & Equity 1,951,618 2,359,844 2,699,591 3,131,405
E-estimates

IMPORTANT RATIOS
Particulars Mar10 Mar11 Mar12E Mar13E
DPS (Rs) 5.5 8.0 8.0 8.0
Book Value (Rs) 174.4 211.3 237.2 264.5
Adjusted Book Value (Rs) 160.4 187.1 198.5 208.6
EPS (Rs) 41.1 39.7 34.1 35.9
EPS Growth (%) 20.2 (3.3) (14.1) 5.1
Payout (%) 13.4 20.1 23.5 22.3
Net interest margin (%) 2.4 3.0 2.8 2.7
Spread (%) 2.1 2.6 2.4 2.3
Cost-to-income (%) 40.7 47.8 45.0 47.6

ROAA
Net Interest Income 2.4 2.9 2.8 2.6
Other Income 1.1 0.9 0.9 0.8
Less Overheads (1.4) (1.8) (1.7) (1.6)
Less Provisions (0.5) (0.6) (1.0) (0.9)
Less Tax (0.4) (0.4) (0.3) (0.3)
ROAA 1.2 1.0 0.7 0.6
ROAE 21.7 18.0 13.4 12.8

Valuation
Price Earnings (x)             5.0             5.2             6.1             5.8
Price to Book Value (x)             1.2             1.0             0.9             0.8
Price to Adjusted BV (x)             1.3             1.1             1.0             1.0
Dividend Yield (%)             2.7             3.9             3.9             3.9

Asset Quality
Gross NPLs 26,707 36,228 54,669 76,131
Restructured standard Loans 46,520 51,450 98,500 150,110
Gross Impaired Loans 73,227 87,678 153,169 226,241
Net NPLs 9,653 18,034 29,458 42,080
Provision coverage ratio (%) 63.9 50.2 46.1 44.7
Gross NPLs (%) 2.2 2.4 3.1 3.7
Net NPLs (%) 0.8 1.2 1.7 2.1

Assumptions
Yield on Advances (%) 9.0 8.9 10.0 10.2
Yield on Investment (%) 7.2 7.1 7.3 7.6
Cost of Deposits (%) 5.5 5.1 6.2 6.6
Interest Inc. on Cash (%) 0.3 0.9 1.9 0.8
CRAR (%) 12.5 13.0 12.0 11.7
Growth in credit book (%) 23.6 26.5 16.2 16.3
Growth in Deposits (%) 22.6 19.1 13.6 16.5
Growth in Investments (%) 26.5 7.3 19.3 15.8
Gross slippages ratio (%) 1.6 2.1 2.4 2.7
Credit Cost (%) 0.6 0.9 1.0 1.0
E-estimates

         Shareholding Pattern as on Dec'11 (%)



DOLAT CAPITAL

This report contains a compilation of  publicly available information, internally  developed data and other sources believed to be reliable. While
all reasonable care has been taken to ensure that the facts stated are accurate and the opinion given  are fair and reasonable, we do not  take
any responsibility for inaccuracy  or omission of any information and will not be liable for any loss or damage of  any kind suffered by use of
or reliance placed upon this information. For Pvt. Circulation & Research Purpose only.

DolatDolatDolatDolatDolat Capital Market Pvt. Ltd.
                                20, Rajabahadur Mansion, 1st Floor, Ambalal Doshi Marg, Fort, Mumbai - 400 001

BUY                            Upside above 20%
ACCUMULATE             Upside above 5% and up to 20%
REDUCE                      Upside up to 5%                         
SELL Negative Returns                           

Our Research reports are also available on Reuters, Thomson Publishers and Bloomberg (DCML <GO>)

Analyst Sector/Industry/Coverage E-mail Tel.+91-2-4096 9700

Amit Khurana, CFA Director - Research amit@dolatcapital.com 91-22-40969745
Amit Purohit FMCG & Media amitp@dolatcapital.com 91-22-40969724
Bhavin Shah Pharma & Agro Chem bhavin@dolatcapital.com 91-22-40969731
Mayur Milak Auto & Auto Ancillary mayurm@dolatcapital.com 91-22-40969749
Priyank Chandra Oil & Gas priyank@dolatcapital.com 91-22-40969737
Rahul Jain IT Services rahul@dolatcapital.com 91-22-40969754
Rakesh Kumar Financials rakesh@dolatcapital.com 91-22-40969750
Ram Modi Metals & Mining ram@dolatcapital.com 91-22-40969756
Sameer Panke Construction & Infrastructure sameer@dolatcapital.com 91-22-40969757
Nehal Shah Midcaps nehals@dolatcapital.com 91-22-40969753
Prachi Save Derivative Analyst prachi@dolatcapital.com 91-22-40969733

Associates Sector/Industry/Coverage E-mail Tel.+91-22-4096 9700

Dhaval S. Shah Engineering & Capital Goods dhaval@dolatcapital.com 91-22-40969726
Hardick Bora Pharma & Agro Chem hardickb@dolatcapital.com 91-22-40969748
Hetal Shah Financials hetals@dolatcapital.com 91-22-40969725
Mahvash Ariyanfar Economy & Midcaps mahvash@dolatcapital.com 91-22-40969736
Praveen Kumar IT Services praveen@dolatcapital.com 91-22-40969723
Pranav Joshi Financials pranavj@dolatcapital.com 91-22-40969706
Rohit Natarajan Construction & Infrastructure rohit@dolatcapital.com 91-22-40969751

Equity Sales/Dealing Designation E-mail Tel.+91-22-4096 9797

Purvag Shah Principal purvag@dolatcapital.com 91-22-40969747
Janakiram Karra Director - Institutional Sales janakiram@dolatcapital.com 91-22-40969712
Vikram Babulkar Director - Institutional Sales vikram@dolatcapital.com 91-22-40969746
Kapil Yadav AVP - Institutiona Sales kapil@dolatcapital.com 91-22-40969735
Aadil R. Sethna Head of Derivatives aadil@dolatcapital.com 91-22-40969708
Chirag Makati Asst. Vice President - Derivatives chiragm@dolatcapital.com 91-22-40969702
P. Sridhar Head Dealing - Equities sridhar@dolatcapital.com 91-22-40969728
Parthiv Dalal Senior Sales Trader parthiv@dolatcapital.com 91-22-40969705
Mihir Thaker Senior Sales Trader mihir@dolatcapital.com 91-22-40969727


