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Result update

Future Re-rating candidate

UCO Bank has reported Q2FY2011 below market estimates. It
posted PAT of Rs 119 Cr down 42.6% YoY basis due to higher
provisioning which went up by 310% during the quarter as the
bank was struggling with higher gross NPAs. On QoQ basis PAT was
down 54.2%. However taking into consideration bank's three
pronged strategy we believe that worst is over for the bank and
we expect a better quarterly result hereafter. During the analyst
meet, Management of the bank indicated three pronged strategy
ie improvement of CASA, improvement in Quality of asset and
better HR policies targeted at cost reduction.

Key Highlights

e Higher provisioning and higher operating expenses led to the
bank’s reduction in PAT to Rs 119 Cr by 42.6% on a YoY basis &
54.2% on a Q-0-Q basis. Operating expenses went up by 37.4%
on YoY basis, while its Net NPA in % terms scaled higher to
1.18% as compared to 1.01% in corresponding quarter last
year. However CAR improved to 13.6% as compared to 11.8%
in Q2FY2010.

e UCO Bank is set to show better performance over the next 2
years as it improves NIl and asset quality. We expect the stock
to get re-rated significantly, as asset quality improves
gradually in FY11 & FY12. Also its capital adequacy problems
have been solved by the recent equity infusion by the Govt, to
the tune of about Rs1125cr in the last 6 months.

e The Bank's C-l Ratio has reached an all time low of 42.8% in
Q2FY11, and we expect it to go down further in FY12. The
effective tax rates will go up to 33% by Q2FY12 as the bank
comes under full taxation; however FY11 it would be enjoying
set off against carry forward losses. On the NPA side, we
expect the asset quality to improve substantially from Q2FY11
onwards, as the bank has increased focus on recoveries and
also technical write-offs and NPAs likely to turn good.

e UCO Bank trades at substantial discount to its peers and
deserves a better valuation in light of improving
fundamentals. The stock is currently trading at 1.6x and 1.3x
on P/BV basis of FY11 and FY12 book value respectively and
P/ABV 1.9x & 1.5x its FY2011 & FY2012 Adjusted book value.
We are extremely optimistic on the prospects of this bank
hence recommend a strong BUY with a price target of Rs 215,
implying about 55% return, in 12 months period.
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(Rs mn)

Y/E March
/ Q2FY2011  Q1FY2011 gro?viﬁ(% ) Q2Fr2010 grojv‘iz "

Interest earned 27,352.3 26,728.5 2.3 23,842.30 14.7
Other Income 2,293.1 1,898.8 20.8 2,255.90 1.6
Total Income 29,645.40 28,627.30 3.6 26,098.20 13.6
Interest expended 17,336.6 17,358.8 (0.1) 18,587.6 (6.7)
Operating Expenses 5,266.7 4,812.6 9.4 3,834.5 37.4
Total expenditure 22,603.3 22,171.4 1.9 22,422.1 0.8
Operating Profit before prov and cont 7,042.1 6,455.9 9.1 3,676.1 91.6
Provisions & contingencies 5,800.2 3,739.1 55.1 1,413.6 310.3
Exceptional items - - - - -
PBT 1,241.9 2,716.8 (54.3) 2,262.5 (45.1)
Tax 50.0 114.7 (56.4) 185.3 (73.0)
PAT 1,191.90 2,602.10 (54.2) 2077.2 (42.6)
Equity 5,493.6 5,493.6 5,493.6
EPS 2.17 4.7 (54.2) 3.8 (42.6)
Capital Adequacy Ratio (%) (Basel-II) 13.60 13.61 11.8
Gross NPA 20,580.3 19,290.9 6.7 15,294.4 34.6
Net NPA 10,052.60 9,190.80 9.4 7,095.5 41.7
% of gross NPA 2.39 2.36 2.16
%of Net NPA 1.18 1.14 1.01
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Exhibit 1: Branch Network Exhibit 2: Growth of Trend in Net Interest Income

Branch Network (30.9.2010)
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Exhibit 3: Performance Ratios Exhibit 4: CAR trend
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Key to NETWORTH Investment Rankings

Buy: Upside by>15, Accumulate: Upside by +5 to 15, Hold: Upside/Downside by -5 to +5, Reduce: Downside by 5 to 15, Sell: Downside by>15

Disclaimer: This document has been prepared by Networth Stock Broking Ltd. (NSBL). NSBL is a full service, integrated investment banking, portfolio management and brokerage
group. Our research analysts and sales persons provide important input into our investment banking activities. This document does not constitute an offer or solicitation for the
purchase or sale of any financial instrument or as an official confirmation of any transaction. The information contained herein is from publicly available data or other sources believed
to be reliable, but we do not represent that it is accurate or complete and it should not be relied on as such. NSBL or any of its affiliates shall not be in any way responsible for any loss
or damage that may arise to any person from any inadvertent error in the information contained in this report. This document is provided 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. Each recipient of this document should
make such investigation as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the
merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. The investment discussed or views expressed may not be suitable
for all investors. We and our affiliates, officers, directors, and employees may: (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of company
(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as advisor or lender / borrower to such
company (ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions. This information is strictly confidential and is
being furnished to you solely for your information. This information should not be reproduced or redistributed or passed on directly or indirectly in any form to any other person or
published, copied, in whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject NSBL
and affiliates to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in
whose possession this document comes, should inform themselves about and observe, any such restrictions. The information given in this document is as of the date of this report
and there can be no assurance that future results or events will be consistent with this information. This information is subject to change without any prior notice. NSBL reserves the
right to make modifications and alterations to this statement as may be required from time to time. However, NSBL is under no obligation to update or keep the information current.
Nevertheless, NSBL is committed to providing independent and transparent recommendation to its client and would be happy to provide any information in response to specific client
queries. Neither NSBL nor any of its affiliates, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential
including lost revenue or lost profits that may arise from or in connection with the use of the information. The analyst for this report certifies that all of the views expressed in this
report accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly
or indirectly related to specific recommendations or views expressed in this report. Analyst holding in stock: no.
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