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Union Bank’s Q4FY07 performance was in line with expectations, though net profit for the 

quarter was slightly lower than expectations due to higher provisions. Pre-provisioning 

operating profit growth of 68% Y-o-Y was higher than expectations due to one-time items. 

Adjusting for the one-time income (INR 920 mn) and reversal of staff expense (INR 450 

mn), PBT grew 51% Y-o-Y, while PAT declined 18% Y-o-Y in Q4FY07. For FY07, net profit 

grew by 25% Y-o-Y to INR 8.4 bn supported by NII growth of 17.5% Y-o-Y.  

 

Key highlights of the quarter are as follows: 

 

 Adjusted NIMs improved sequentially to 3.2% from 2.9% 

 Deliberate slowdown in loan growth to 16.5% Y-o-Y. 

 Strong fee income growth of 44% Y-o-Y. 

 One-time interest income of INR 920 mn accrued from income on tax refund and 

interest on CRR. 

 Provisions were higher on account of increased standard asset provisioning. 

 Reversed INR 450 mn provision for AS-15 created in 9MFY07. 

 Adjusting for one-timers, the profit before tax grew at 51% Y-o-Y. 

 

We are revising our EPS estimate upwards by 2.6% for FY08 to INR 20, while maintaining 

it at INR 23.5 for FY09. Key revisions in assumptions are: (1) credit growth increased to 

25% from 20% in FY08E; (2) Assuming higher loan yields resulting in higher margin 

forecast to ~3% for FY08 and FY09; and (3) fee income growth estimate increased to 20% 

in FY08 and 16% in FY09.  

 

On revised numbers, we expect the bank to deliver average RoE of ~20% and EPS CAGR 

of 19% over FY07-09E. The stock is available at 1.0x FY08E book and 5.4x FY08E 

earnings. We maintain ‘BUY’ recommendation. 
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Financials

Year to March Q4FY07 Q4FY06 growth % Q3FY07 growth % FY07E FY08E

Net int. inc. (INR mn) 8,424 5,979 40.9 6,859 22.8 27,902 32,553

Net profit (INR mn) 2,286 1,446 58.1 2,558 (10.6) 8,453 11,561

B/V per share (INR) 93.3 108.8

EPS (INR) 4.5 3.1 45.2 5.1 (10.5) 16.7 19.9

Price/ Book (x) 1.1 1.0

Price/ PPOP (x) 2.6 2.5

Price/ Earnings (x) 6.4 5.4
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 Loan growth picks up during the quarter 

After slowing down credit growth in Q3FY07 and calling back low yielding corporate loans, the 

Union Bank increased its loan growth, which was 9%(ahead of expectations) during the quarter. 

Retail credit, SME, and agricultural advances currently constitute 21%, 14%, and 17%, 

respectively, of the total loan book.  Another reason for the strong growth in advances was the 

strong growth in deposits (10% Q-o-Q) which was muted in earlier quarters. Deposit growth 

was robust with pick up in both CASA and term deposits. The bank has guided for a 25% 

growth in business in FY08. With this, we expect the bank’s loan book to grow by 25% in 

FY08E and by 19% in FY09E, with retail and SME advances being key growth drivers. 

 
 NIMs improved to 3.2%  

Yields on advances improved from 8.34% in Q3FY07 to 9.38% in Q4FY07 for the bank as it 

effected two PLR hikes during the past six months. Cost of deposits also rose, though by lesser 

measure, as the share of bulk deposits increased to 21% from ~18% in Q3FY07. The proportion 

of CASA remained stable at 35% in Q4FY07.   

The impact of higher yields resulted in strong 41% growth in net interest income (also due to 

strong growth in advances). The bank also earned one-time interest income of INR 920 mn 

accrued from income on tax refund and interest on CRR. Adjusting for these one timers, NIM 

declined by ~15bps sequentially. NII (normalized) grew by 25% Y-o-Y.  

We expect margins to settle at ~3% over FY07-08E and net interest income to grow by 10% in 

FY08E and 15% in FY09E.  

 

Table 1: Yield and cost ratios 

Q4FY07 Q4FY06 Q3FY07 FY07 FY06

Net interest margins 3.19 2.86 3.00 3.1 3.2

Cost of funds 5.32 4.66 5.10 5.1 4.6

Yield on advances 9.38 7.88 8.64 8.8 8.0

Yield on investments 7.80 7.77 7.75 7.9 8.0  
Source: Company, Edelweiss research 

 

 Robust growth in fee income 

With third party distribution being a major trigger, Union Bank’s fee income grew by a strong 

44% Y-o-Y to INR 2.2 bn. Commission and forex income grew 36.8% and 37% to INR 860 mn 

and INR 670 mn, respectively. Further, aided by trading gains, which grew 155% Y-o-Y, non-

interest income grew by 40% to INR 2.4 bn. We remain upbeat on fee income growth and 

expect it grow by 18% over FY07E-09E. 

 

Table 2: Components of non-interest income 

Components of non interest income Q4FY07 Q4FY06 % growth Q3FY07 % growth

Commi. on LC and guranatees 860 630 36.5 660 30.3

Profit on forex 670 490 36.7 470 42.6

Profit on sale of investments 510 200 155.0 300 70.0

Bad debts recovery 370 150 146.7 NA NA

Others 770 660 16.7 620 24.2  
Source: Company, Edelweiss research 
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 Overall operating efficiency remained high 

Operating expenses declined over the quarter with decrease in staff expenses as the bank 

reversed INR 450 mn of provisions created in 9MFY07. Union Bank’s opex to assets ratio is 50-

60bps lower than PSU banking aggregate, hence, the bank enjoys high operating efficiency. We 

expect the bank to maintain this operating efficiency going forward and operating expenses are 

likely to grow by 12% CAGR over FY07-09E against asset growth of 15% CAGR during the 

same period.  

 

 Higher provisioning done to reduce Net NPA 

Provisions were higher than anticipated at INR 3.15 bn due to more-than-expected investment 

depreciation of INR 780 mn and higher non-performing assets (NPA) provisions of INR 1,580 

mn. Provisions were also increased due to INR 650 mn general provision requirement. Gross 

NPA ratio improved to 2.94% in Q4FY07; with increased provision coverage ratio at 68%, net 

NPAs improved 14bps sequentially to below 1%. With higher upgrades/recoveries, limited 

slippages, and insulated bond portfolio, we expect provision to subside going forward. 

 

Table 3: Components of provisions and contingencies 

Q4FY07 Q4FY06 % growth Q3FY07 % growth

Loan loss provision 1580 890 77.5 510 209.8

Investment depreciation 780 830 (6.0) 290 169.0

HTM Amortization 380 (390) (197.4) 390 (2.6)

Standard asset provisioning 920 190 384.2 10 9,100.0

Others (120) 90 (233.3) 220 (154.5)  
Source: Company, Edelweiss research 

 

 Capital adequacy at comfortable levels 

Union Bank’s capital adequacy remained at comfortable levels of 12.8% with tier-I capital at 

~7.8%. We believe that the existing capital base and internal accruals will be sufficient to 

support the expected loan growth in the next three years. 

 

 Valuations attractive at 1.0x FY08E book 

We like the management’s renewed focus on profitable business and asset quality, which is 

reflected in its improved NIMs and low NPA levels. We expect Union Bank to deliver high RoE of 

20% plus in the next three years. In the past two years, the stock has underperformed the 

broader market by 100% and has delivered 10% absolute return. The stock is arguably the 

cheapest among Indian banks at 1.0x FY08E book, relative to its RoE and earnings outlook. 

The stock trades at 5.4x FY08E earnings and 2.5x FY08E PPOP. We maintain ‘BUY’ 

recommendation.  
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Table 1: Analysis of quarterly results 

Observations

Q4FY07 Q4FY06 YoY gr QoQ gr Q4FY07 Q4FY06 YoY gr QoQ gr

INR mn INR mn % % INR mn INR mn % %

Interest on advances 14,305 10,250 39.6 10.6 14,305 10,250 39.6 10.6
Interest on investments 5,386 4,980 8.1 2.2 5,386 4,980 8.1 2.2
Interest on other resources 1,259 493 155.4 346.4 339 493 (31.3) 20.1
Interest income 20,949 15,723 33.2 13.3 20,029 15,723 27.4 8.3
Interest expenses 12,526 9,744 28.5 7.4 12,526 9,744 28.5 7.4
Net interest income 8,424 5,979 40.9 22.8 7,504 5,979 25.5 9.9
Other income 2,418 1,732 39.6 44.6 2,418 1,732 39.6 44.6
Treasury income 200 190 5.3 (33.3) 200 190 5.3 (33.3)
Lease & other fee income 2,218 1,542 43.9 61.7 2,218 1,542 43.9 61.7
Operating expenses 3,259 3,515 (7.3) (15.6) 3,709 3,515 5.5 (3.9)
Staff expense 1,488 2,050 (27.4) (39.0) 1,938 2,050 (5.4) (20.5)
Other opex 1,771 1,465 20.8 24.6 1,771 1,465 20.8 24.6
Pre prov profit 7,583 4,195 80.8 62.4 6,213 4,195 48.1 33.9
Provisions 3,153 1,994 58.1 201.7 2,883 1,994 44.6 175.9
Loan loss provisions 2,373 892 165.9 220.7 1,723 892 93.1 132.8
Others 1,160 1,102 5.3 280.3 1,160 1,102 5.3 280.3
Profit before tax 4,430 2,201 101.3 22.2 3,330 2,201 51.3 (7.4) PBT growth of 51% YoY

Provision for tax 2,144 755 184.1 101.1 2,144 755 184.1 101.1
Profit after tax 2,286 1,446 58.1 (10.6) 1,186 1,446 (18.0) (53.1)

PPOP 7,383 4,005 84 69 9,721 7,520 29.3 123.9
NII / GII 40.2% 38.0 0.0 0.0 37.5 38.0
Cost - Income 30.1% 45.6 0.0 0.0 37.4 45.6
Provisions / PPP 41.6% 47.5 0.0 0.0 46.4 47.5
Tax rate 48.4% 34.3 0.0 0.0 64.4 34.3 higher effective tax rate 

INR 450 mn - reversal of 
provisions created for AS-
15 

INR 650 mn from 
increased general 
provisions requirements

NormalisedReported

Interest on refund and 
CRR INR 920 mn

Normal NII growth 25.5% 
YoY

  
Source: Edelweiss research 
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Financials snapshot (INR mn)

Year to March Q4FY07 Q4FY06 Growth (%) Q3FY07 Growth (%) FY06 FY07 FY08E

Interest on advances 14,305 10,250 39.6 12,939 10.6 37,598 50,718 64,003

Interest on investments 5,386 4,980 8.1 5,271 2.2 19,541 21,133 24,926

Interest on other resources 668 315 112.2 195 243.6 1,498 1,971 1,023

Interest income 20,949 15,723 33.2 18,492 13.3 58,637 73,822 89,952

Interest expenses 12,526 9,744 28.5 11,633 7.7 34,894 45,919 57,399

Net interest income 8,424 5,979 40.9 6,859 22.8 23,743 27,902 32,553

Fee income 2,218 1,992 11.4 1,752 26.6 5,288 7,330 7,884

Operating expenses 3,259 3,515 (7.3) 3,860 (15.6) 14,023 14,759 17,146

Staff expense 1,488 2,050 (27.4) 2,439 (39.0) 8,668 8,736 10,402

Other opex 1,771 1,465 20.8 1,421 24.6 5,355 6,023 6,743

Pre prov Op profit (PPOP) 7,383 4,455 65.7 4,751 55.4 15,008 20,473 23,291

Investment gains 200 130 53.8 300 (33.3) 963 1,090 500

Provisions 3,153 2,384 32.2 1,426 121.1 7,030 7,760 6,068

Loan loss provisions 2,373 892 165.9 740 220.7 2,570 4,660 3,969

Others 780 1,492 (47.7) 686 13.7 4,460 3,100 2,100

Profit before tax 4,430 2,201 101.3 3,625 22.2 8,941 13,803 17,723

Provision for tax 2,144 755 184.1 1,067 101.0 2,190 5,350 4,496

Profit after tax 2,286 1,446 58.1 2,558 (10.6) 6,751 8,453 11,561

EPS (INR) 4.5 3.1 45.2 5.1 (10.5) 13 17 23

Ratios

NII / GII 40.2 38.0 37.1 40.5 37.8 36.2

Cost - income 30.1 43.4 43.3 46.8 40.6 41.9

Provisions / PPOP 42.7 53.5 30.0 46.8 37.9 26.1

Tax rate 48.4 34.3 29.4 24.5 38.8 25.4

Balance sheet data

Advances (INR bn) 636.6 533.8 19.3 583.0 9.2 533.8 623.9 779.8

Deposits (INR bn) 851.8 740.9 15.0 772.9 10.2 740.9 851.8 985.5

Investments (INR bn) 281.7 259.2 8.7 270.7 4.1 259.2 281.7 287.7

Net NPA(%) 1.0 1.6 1.1 1.6 1.0 0.7

Capital adequacy (%) 12.8 11.4 13.2 11.4 12.8 11.7

CASA ratio (%) 34.5 32.4 34.9 32.4 34.5 34.9
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Company Description 
 

Incorporated in 1919, Union Bank of India (Union Bank) is one of the oldest banks in India. Its branch 

network of 2169 branches and balance sheet size of INR 886 bn as on March 2006 are sixth largest 

and fifth largest, respectively in the country. The bank has the most widespread branch network in 

India (after SBI), with branches distributed evenly across all regions. Around 979 of the bank’s 

branches are networked under core banking solution (CBS). Government of India (GoI) has 55.4% 

equity holding in the bank as on March 2007, followed by Foreign Institutional Investors (FIIs) with 

19.9% stake. 

 

 

Investment Theme 
 

We like Union bank due to its high operating efficiency, lower market risk on investment book, and 

potential to generate high ROE. It has one of the lowest operating expenses-to-asset-ratio, which 

can be credited to its high CBS coverage. The bank is also protected, to a great extent, by the rising 

interest rates with its low duration and 95% of SLR investments in HTM category.  

 

 

Key Risks 
 

Liability management will be a key factor to grow loan book at faster than expected rate. 

Margins may come under pressure, as the bank has low SLR cushion 
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Income statement (INR mn)

Year to March FY05 FY06 FY07E FY08E FY09E

Interest income 49,698 58,637 73,822 88,909 106,153

Interest expenses 29,052 34,894 45,919 58,236 70,999

Net Interest income 20,646 23,743 27,902 30,673 35,154

Non interest income 7,661 6,251 8,420 8,384 9,097

- Fee & forex  income 3,435 3,676 4,720 5,664 6,570
- Misc. income 1,629 1,612 2,610 2,220 2,227
- Investment profits 2,597 963 1,090 500 300
Net revenues 28,307 29,994 36,322 39,057 44,251

Operating expense 12,575 14,023 14,759 17,146 18,631

 - Employee exp 8,064 8,668 8,736 10,402 11,134

 - Other opex 4,511 5,355 6,023 6,743 7,498

Preprovision profit 15,732 15,971 21,563 21,911 25,620

Provisions 9,611 7,030 7,760 7,122 8,157

- Loan loss provisions 2,422 2,570 4,660 4,787 6,244

- Investment depreciation 5,676 4,330 2,710 2,335 1,914

- Other provisions 1,513 130 390 0 0

PBT 6,121 8,941 13,803 14,789 17,462

Taxes -1,075 2,190 5,350 4,733 5,588

PAT 7,195 6,751 8,453 10,057 11,874

Reported PAT 7,195 6,751 8,453 10,057 11,874

EPS 15.6 13.4 16.7 19.9 23.5

DPS 3.5 3.5 4.0 4.0 5.0

Payout ratio (%) 22.4 26.2 23.9 20.1 21.3

Growth ratios (%)

Year to March FY05 FY06 FY07E FY08E FY09E

NII growth 18.9 15.0 17.5 9.9 14.6

Fees growth 25.4 7.0 28.4 20.0 16.0

Opex growth 15.9 11.5 5.2 16.2 8.7

PPOP growth 25.3 14.3 36.4 4.6 18.3

PPP growth 6.1 1.5 35.0 1.6 16.9

Provisions growth 45.0 (26.9) 10.4 (8.2) 14.5

PAT growth 1.0 (6.2) 25.2 19.0 18.1

Operating ratios (%)

Year to March FY05 FY06 FY07E FY08E FY09E

Yield on advances 8.3 8.0 8.8 9.4 9.6

Yield on investments 8.3 8.0 7.9 7.8 7.8

Yield on assets 8.4 7.9 8.3 8.7 8.9

Net interest margins 3.5 3.2 3.1 3.0 3.0

Cost of funds 4.7 4.6 5.1 5.6 6.0

Cost of deposits 4.8 4.6 5.2 5.7 6.0

Cost of borrowings 6.0 6.2 6.7 7.6 8.1

Spread 3.5 3.4 3.6 3.7 3.7

Cost-income 44.4 46.8 40.6 43.9 42.1

Tax rate (17.6) 24.5 38.8 32.0 32.0  
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Balance sheet (INR mn)

Year to March FY05 FY06 FY07E FY08E FY09E

Liabilities

Equity capital 4,601 5,051 5,051 5,051 5,051

Reserves 26,793 35,874 42,100 49,930 59,022

Net worth 31,394 40,925 47,151 54,982 64,073

Sub bonds/pref cap 19,700 27,700 41,200 47,700 51,200

Deposits 618,306 740,943 851,800 985,492 1,143,063

Borrowings 20,210 39,744 34,744 38,744 42,744

Other liabilities 29,773 37,292 44,792 34,713 40,264

Total 719,382 886,604 1,019,687 1,161,631 1,341,343

Assets

Loans 401,051 533,800 623,860 779,825 927,992

Gilts 164,111 202,817 226,698 226,965 233,842

Others 63,817 56,357 55,032 60,760 71,401

Cash & equi 65,720 63,905 77,461 65,259 75,694

Fixed assets 3,488 3,447 3,835 3,398 2,928

Other assets 21,196 26,277 32,802 25,423 29,486

Total 719,382 886,604 1,019,687 1,161,631 1,341,343

Balance sheet ratios 

Credit growth 38.7 33.1 16.9 25.0 19.0

Deposit growth 22.3 19.8 15.0 15.7 16.0

EA growth 24.7 23.3 14.7 15.2 15.5

SLR ratio 25.7 26.0 26.0 22.5 20.0

C-D ratio 73.6 78.1 78.3 83.9 86.1

Low-cost deposits 32.7 32.4 34.5 34.9 35.2

Gross NPA ratio 4.9 3.9 2.9 2.4 2.4

Net NPA ratio 2.6 1.6 1.0 0.7 0.8

Provision coverage 66.8 59.7 67.9 69.7 67.4

Incremental slippage 1.7 1.8 1.4 1.7 2.0

Capital adequacy 12.1 11.4 12.8 11.7 11.2

   - Tier 1 6.1 7.3 7.8 7.1 7.0

Ratios

Year to March FY05 FY06 FY07E FY08E FY09E

ROA decomposition (%)

Net interest income/Assets 3.5 3.2 3.1 3.0 3.0

Fees/Assets 0.9 0.7 0.8 0.8 0.7

Investment profits/Assets 0.4 0.1 0.1 0.0 0.0

Net revenues/Assets 4.8 4.0 4.1 3.8 3.7

Operating expense/Assets (2.1) (1.9) (1.7) (1.7) (1.6)

Provisions/Assets (1.6) (0.9) (0.9) (0.7) (0.7)

Taxes/Assets 0.2 (0.3) (0.6) (0.5) (0.5)

Total costs/Assets (3.6) (3.1) (3.1) (2.8) (2.7)

ROA 1.2 0.9 1.0 1.0 1.0

Equity/Assets 4.9 4.9 5.0 5.0 5.0

ROE 25.1 18.7 19.2 19.7 19.9  
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Valuation metrics

Year to March FY05 FY06 FY07E FY08E FY09E

EPS 15.6 13.4 16.7 19.9 23.5

EPS growth (%) 1.0 (14.5) 25.2 19.0 18.1
Book value per share 68.2 81.0 93.3 108.8 126.8

Adjusted book value/share 52.1 69.5 85.0 100.8 116.8

Price/Earnings 6.8 8.0 6.4 5.4 4.5

Price/ BV 1.6 1.3 1.1 1.0 0.8

Price/ ABV 2.0 1.5 1.3 1.1 0.9

Dividend yield (%) 3.3 3.3 3.7 3.7 4.7
Price to income 1.7 1.8 1.5 1.4 1.2

Price to PPOP 3.7 3.6 2.6 2.5 2.1
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