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Company details

Price target: Rs210

Market cap: Rs12,589 cr

52-week high/low: Rs205/116

NSE volume: (No of shares) 43.4 lakh

BSE code: 532477

NSE code: UNIONBANK

Sharekhan code: UNIONBANK

Free float: (No of shares) 25.13 cr

Price chart

Shareholding pattern

Price performance

Stock Update
High provisioning dents profitability

(%) 1m 3m 6m 12m

Absolute 35.1 14.0 0.4 23.0

Relative to Sensex 25.7 10.0 -11.5 -0.4

Union Bank of India

Reco: Hold  |  CMP: Rs173

Key points

 �   Subdued operating performance: In Q2FY18, 
Union Bank of India (UBI) operating performance 
was subdued. Net interest income (NII) grew 
marginally by 1.9% y-o-y to Rs. 2,320.7 crore 
owing to interest reversals that slowed growth. 
Net interest margin declined 22 bps y-o-y to 
2.08%. However, sequentially, it rose 2 bps. 
Non-interest income was up by 6.8% y-o-y, 
but fee income growth was relatively better at 
10.4% y-o-y. During the quarter, the bank made 
additional provisions of Rs. 1,566 crore towards 
cases referred by the Reserve Bank of India 
(RBI) to the National Company Law Tribunal 
(NCLT). These provisions could have been 
proportionately spread over three quarters. 
However, the bank chose to make the entire 
provisions in Q2FY18 itself. As a result, total 
provisions surged to Rs. 3,554.7 crore (up 119.4% 
y-o-y and 108.6% q-o-q). Higher provisioning 
led to a net loss of Rs.1,530.7 crore. 

 �  Asset quality improves: Overall asset quality 
improved, as the gross non-performing asset 
(GNPA) ratio declined 28 bps q-o-q to 12.35%, 
while net NPA ratio stood at 6.70% versus 7.47% 
in the previous quarter. Addition of stressed 
assets during Q2FY2018 was lower as accounts 
worth Rs. 2,686 crore turned NPAs as against Rs. 
4,453 crore in the previous quarter. The bank has 
undertaken 5:25 restructuring in accounts worth 
Rs. 174 crore, strategic debt restructuring (SDR) 
for loans amounting to Rs. 973 crore and Rs. 44 
crore of loans under the Scheme for Sustainable 
Structuring of Stressed Assets (S4A).

 �  Outlook:  We believe that the current proactive 
balance sheet clean-up and provisions are 
better appreciated in the backdrop of the 
recapitalisation plan announced earlier by the 
government. As UBI has surplus capital so far, 
we believe it will be able to receive growth 
capital (in addition to risk capital), which will be 
positive. The bank’s decision to set aside the 
entire amount of additional provision upfront, 
instead of spreading it over three quarters till 
March 2018 will add to investor confidence. 
Going forward, in H2FY18E, while provisions 
are likely to remain high, the management has 
guided for credit cost of 3.3% and delinquencies 
of 4.5% for FY18E. Currently, an RBI audit is 
underway. Hence, there may be an overhang 
on the stock’s performance due to a possible 
divergence in asset quality. Notwithstanding 
intermediate upside risks to asset quality, 
portfolio rebalancing in favour of PSU banks 
may support the stock in the medium term.

 �  Valuation: UBI’s asset quality for Q2 FY2018 is 
encouraging. We believe the bank may benefit 
from the government’s capital infusion which 
will help achieve the guidance of ~10% credit 
growth for FY18E. We maintain our ‘Hold’ rating 
on the stock with a price target of Rs. 210.
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Results                                                                                                                            Rs cr

Particulars Q2FY18 Q2FY17 YoY (%) Q1FY18 QoQ (%)

Interest income 8,222.4 8,208.1 0.2 8,153.0 0.9

Interest expense 5,901.7 5,930.7 -0.5 5,910.4 -0.1

Net interest income 2,320.7 2,277.4 1.9 2,242.6 3.5

Non-interest income 1,217.3 1,139.4 6.8 1,414.7 -13.9

Net total income 3,538.1 3,416.9 3.5 3,657.3 -3.3

Operating expenses 1,599.1 1,597.2 0.1 1,600.7 -0.1

-Employee expenses 805.8 873.6 -7.8 821.3 -1.9

-Other operating expenses 793.3 723.6 9.6 779.4 1.8

Pre-provisioning profit 1,939.0 1,819.7 6.6 2,056.6 -5.7

Provisions 3,554.7 1,620.3 119.4 1,703.7 108.6

Profit before tax -1,615.7 199.4 NA 352.9 NA

Tax -85.0 22.7 NA 236.3 NA

Profit after tax -1,530.7 176.7 NA 116.6 NA

Asset quality

Gross NPLs 38,285.8 29,862.1 28.2 37,286.3 2.7

-Gross NPLs (%) 12.35 10.73 162 bps 12.63 -28 bps

Net NPLs 19,479.4 16,947.9 14.9 20,785.0 -6.3

-Net NPLs (%) 6.70 6.39 31 bps 7.47 -77 bps

Capital adequacy (%)

CAR 11.22 11.19 3 bps 12.01 -79 bps

Tier I 8.50 8.56 -6 bps 9.24 -74 bps

Key reported ratios (%)

NIM 2.08 2.30 -22 bps 2.06 2 bps

CASA 33.57 31.54 203 bps 35.50 -193 bps

 �  Loan growth better than expected, CASA 
ratio declines: UBI saw increased traction in its 
loan book, which expanded 9.7% y-o-y. Retail 
advances grew 15.2% y-o-y, while agriculture 
and SME advances increased by 4.3% y-o-y 
and 6.8 y-o-y, respectively. Deposits grew 6.8% 
y-o-y aided by a 13.7% rise in the CASA deposits. 
CASA ratio increased by 203 bps y-o-y, yet 
sequentially it declined 193 bps. A lower CASA 
ratio and shift towards the marginal cost lending 
rate (MCLR) could keep margins in check. 

 �  Capital Infusion will be a significant positive: 
UBI is currently adequately capitalised. Its 
capital adequacy ratio (CAR) under Basel 

III improved to 11.22% (versus a regulatory 
minimum of 10.25%). The Tier I capital ratio is 
at 8.50%, of which Common Equity Tier 1 ratio 
is 7% (against a regulatory minimum of 6.75%). 
However, considering the capital burn (~65 bps 
for FY18E), the bank is planning to raise Rs. 
2,000 crore of equity from the market QIP/Rights 
/ Private Placements etc. During the quarter, 
growth in the bank’s risk weighted assets (RWA) 
was contained at 3.18% y-o-y, which compares 
favourably with an 11.35% y-o-y rise in advances. 
This indicates that the incremental asset build-
up had been of less risky and better-rated (prima 
facie) asset class.
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Advances growth (Rs cr) NIM (%)
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Profit and loss statement                                                                                                                       Rs cr

Particulars FY15 FY16 FY17 FY18E FY19E

Net interest income 8,444 8,313 8,903 9,777 10,756

Non-interest income 3,523 3,632 4,965 5,418 5,638

Net total income 11,967 11,945 13,868 15,195 16,394

Operating expenses 6,143 6,302 6,438 7,447 8,507

Pre-provisioning profit 5,823 5,643 7,430 7,747 7,888

Provisions 3,040 3,877 7,088 9,396 5,093

Profit before tax 2,783 1,765 343 -1,648 2,795

Tax 1,002 414 -213 -536 838

Profit after tax 1,782 1,352 555 -1,113 1,956
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Key ratios                                                                                                             

Particulars FY15 FY16 FY17 FY18E FY19E

Per share data (Rs.)

Earnings 28.0 19.7 8.1 -16.2 28.5

Book value 288.4 295.4 311.2 297.9 321.3

Dividend 6.0 2.0 0.0 -2.4 4.3

Spreads (%)

Yield on Advances 9.9 9.0 8.3 7.6 7.5

Cost of Deposits 7.0 6.7 6.1 5.5 5.4

Net interest margins 2.6 2.4 2.4 2.4 2.4

Operating ratios (%)

Credit to Deposit 80.7 78.0 75.7 77.1 77.1

Cost to income 51.3 52.8 46.4 49.0 51.9

CASA 29.2 32.4 34.4 35.4 36.0

Non interest income / Total income 29.4 30.4 35.8 35.7 34.4

Assets/Equity (x) 19.2 18.4 18.3 19.9 21.3

Return ratios (%)

RoE 9.3 6.3 2.4 NA 8.2

RoA 0.5 0.3 0.1 NA 0.4

Asset Quality ratios (%)

Gross NPA 5.0 8.6 11.2 12.4 12.3

Net NPA 2.7 5.2 6.6 7.4 9.2

Growth (%)

Net interest income 7.2 -1.5 7.1 9.8 10.0

Pre-provisioning profit 11.6 -3.1 31.7 4.3 1.8

Profit after tax 5.0 -24.1 NA NA NA

Advances 11.6 4.6 7.1 10.0 10.0

Deposits 6.4 8.2 10.4 8.0 10.0

Valuation ratios (%)

P/E 6.2 8.8 21.5 NA 6.1

P/BV 0.6 0.6 0.6 0.6 0.5

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

Balance sheet                                                                                                                      Rs cr

Particulars FY15 FY16 FY17 FY18E FY19E

Liabilities

Networth 19,761 22,891 23,976 23,059 24,672

Deposits 316,870 342,720 378,392 408,663 449,529

Borrowings 35,360 30,957 41,226 42,910 47,201

Other liabilities & provisions 9,625 8,127 9,111 10,792 12,078

Total liabilities 381,616 404,696 452,704 485,423 533,479

Assets

Cash & balances with RBI 15,063 15,605 16,520 18,798 20,678

Balances with banks & money at 
call

7,315 13,671 16,302 16,710 17,127

Investments 84,462 89,208 112,149 115,792 127,235

Advances 255,655 267,354 286,467 315,113 346,625

Fixed assets 2,682 3,940 3,894 4,089 4,294

Other assets 16,440 14,917 17,372 14,921 17,521

Total assets 381,616 404,696 452,704 485,423 533,479
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