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Asset quality outlook steady; remain watchful on near-term margins

z Focus on delivering profitable growth
U Union Bank gp g
of India

We attended an analyst meet hosted by the top management team of Union Bank
Stock Info (UNBK). Management emphasized the bank's efforts in delivering profitable growth
Bloomberg UNBKIN  while continually making investments in business and enhancing its technological
Equity Shares (m) 7634 capabilities. Management has guided FY25E advances growth to be ~11% and NIMs to
M.Cap.{INRb)/(USDb) 895.4/10.3 remain at 2.8-3.0%. Following are the key takeaways from the meet:
52-Week Range (INR) 173 /101
1, 6, 12 Rel. Per (%) 12/1/-21 Loan growth to be at lower end of guided range of 11-13%
12M Avg Val (INR M) 2172 yNBK reported controlled loan growth in 3QFY25, aided by healthy traction in RAM
Free float (%) 25.2 . . .

segments, while corporate segment growth remained sluggish. It has a healthy
Financials Snapshot (INR b) approval pipeline of INR750b, with ~INR360b pending for disbursement. MSME
Y/E March FY24 FY25E FY26E  growth has been muted in the current quarter, primarily due to some portion of
NIl 365.7 3723 401.8 . . .
op 2821 3103 3327 the MSME book being upgraded to the mid-corporate segment and some being
NP 1365 171.0 1741 declassified due to the unavailability of URN numbers. Concerns persist in the
NIM (%) 29 2.7 2.7 micro-segment of MSMEs, though 99% of loans are covered under the CGTSME
EEE (G”:‘F;)y) ;2'3 i;: Zi': scheme (75% secured through this mechanism). Agri growth was impacted by debt
BV/Sh. (INR) 123 141 160 Waivers, though the recovery is expected in the coming quarters. However, 98% of
ABV/Sh. (INR) 112 132 151 NBFC exposure is rated ‘A’ and above, with no signs of stress in the sector. UNBK is
EO? ((0/")) 12'3 ;Z 1;; also planning to increase exposure to well-rated NBFCs. Thus, the bank anticipates

oE (% . . .

Valuations credit growth to be at the lower end of the guidance of ~11-13% in FY25.
P/E(X) 6.2 5.2 5.1
P/BV (X) 10 08 07 peposit growth muted due to reduction in bulk deposits; CD ratio
P/ABV (X) 1.0 0.9 0.8

Shareholding pattern (%)

guidance at ~76-78%
UNBK expects deposit growth in line with its guidance of ~9-11%, bolstered by retail

As On Dec-24 Sep-24 Dec-23  TDs, |t has reduced its bulk deposits to ~25% and aims to maintain this level going
Promoter 748 748 770 forward to guard margins. However, CASA remains a challenge, which, along with a
DIl 119 112 123 : . - e . .

il 65 69 40 recent cut in policy rates, is likely to exert additional pressure on margins. With a
Others 6.9 71 6.8 current domestic CD ratio of 77%, UNBK has mechanisms in place to further boost

FIl Includes depository receipts

Stock’s performance (one-year)

Union Bank (l)
Nifty - Rebased

loan growth and aims for a CD ratio of around 76-78%. Moreover, the bank holds
excess SLR reserves of INR520b, which can be utilized to enhance credit availability.

NIM to remain in the guided range of 2.8-3.0% backed by healthy share of
RAM, MCLR-linked loans

1:2 MA‘ Management stated that the bank will continue to pursue profitable growth and
Wy prioritize profits over revenue growth. Its focus on RAM segment has helped to
130 manage costs and thus retain healthy NIMs at 2.91%. UNBK forecasts margins in
105 the range of ~2.8-3.0%. The bank expects a mere 3bp impact on margins due to the
80 rate cut. On the other hand, over the years, the bank has gradually increased its
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MCLR book, with a majority of the book now at MCLR pricing, which should be
beneficial now as the rate cycle starts to turn. Combined with further potential for
improvement in the CD ratio, these factors could support margins going forward.
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Asset quality robust; recoveries to maintain a healthy run rate

UNBK's asset quality demonstrates ongoing enhancement, characterized by a
consistent decline in NPA ratios. The bank has effectively contained slippages, with
the bank ranking the second-best in the industry in terms of recoveries. UNBK
continues to maintain its recovery guidance of ~INR160b in FY25. The written-off
pool stands at INR780b, with recoveries from written-off accounts maintaining a
steady rate of 5-5.5%. No corporate loan quality issues have been identified, though
some stress has emerged on the retail side (housing loan), leading to slippages into
SMA without any significant forward flow. The telecom account that slipped from
SMA1 to SMA2 in the quarter has now been resolved and is making regular
payments.

Other highlights

B Persistent liquidity constraints continue to hinder the feasibility of an immediate
rate cut in term deposits. As a result, deposit rates are likely to be maintained in
the near term unless liquidity conditions improve or a rate reduction becomes
viable, which could weigh on near-term profitability.

B Gold loans constitute 45-50% of the bank's agri loan book. However, recent
regulatory changes restricting collateralization for loans up to INR200k have led
to some contraction in this segment.

®  Bulk deposits of INR320b were shed in 3QFY25. Retail term deposits are growing
at a strong pace, with a healthy 8% growth rate.

B The bank’s focus remains on attracting new-to-bank customers, a critical focus
area. Engagements with the existing bank customers have been suboptimal, and
to address this, 1,500 employees have been deployed to improve customer
engagement.

m The bank has a well-established strategy for its treasury operations. With this
plan, the bank is positioned for a strong 25% YoY growth in treasury profits,
which could contribute significantly to overall earnings momentum.

Valuation and view

UNBK has been reporting a healthy performance, with earnings driven by healthy
revenue and controlled provisions. Fresh slippages have been under control, which,
coupled with healthy recoveries and upgrades, has resulted in an improvement in
asset quality ratios. Further, a lower credit cost and controlled restructuring provide
a better outlook on asset quality. Loan growth is expected to trend at ~11%, aided
by healthy growth in RAM segment. Margins are also expected to remain in the
guided range of ~2.8-3% despite the rate cut, supported by higher MCLR-linked
loans. We estimate loans to grow at ~10% over FY25-27E, with RoA/RoE at
1.1%/15.5% by FY26E. We reiterate our BUY rating with a TP of INR135 (premised
on 0.8x Sep’26E ABV).
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Story in charts

Exhibit 1: Loans grew 6.7% YoY/2.6% QoQ to INR9.2t Exhibit 2: Deposits declined 2% QoQ to INR12.2t
Deposits (INRb) =—O=Growth YoY (%)

Loans (INRb) —O—Growth YoY (%)
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Exhibit 4: YOA increased 8bp QoQ to 8.8%; CoD stood at
Exhibit 3: NIMs expanded 1bp QoQ to 2.91% 5.6%
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Exhibit 5: Loan mix as a % of domestic advances - 3QFY25 Exhibit 6: C/I ratio increased 158bp QoQ to 45.1%
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Exhibit 7: Credit cost well under control at 63bp in 3QFY25 Exhibit 8: GNPA/NNPA ratio improved 51bp/16bp QoQ
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Exhibit 9: DuPont Analysis

Union Bank of India

Y/E MARCH (%) FY22 FY23 FY24 FY25E FY26E FY27E
Interest Income 6.01 6.54 7.47 7.47 7.42 7.33
Interest Expense 3.55 3.89 4.73 4.86 4.78 4.70
Net Interest Income 2.46 2.65 2.74 2.61 2.64 2.62
Fee income 0.82 1.10 1.06 1.16 1.15 1.14
Trading and others 0.29 0.09 0.14 0.18 0.20 0.22
Non-Interest Income 1.11 1.19 1.20 1.33 1.35 1.35
Total Income 3.57 3.84 3.94 3.95 3.98 3.98
Operating Expenses 1.63 1.78 1.83 1.77 1.80 1.80
Employees 0.90 1.00 1.08 1.02 1.04 1.04
Others 0.74 0.77 0.75 0.75 0.76 0.77
Operating Profits 1.94 2.06 211 2.18 2.18 2.17
Core Operating Profits 1.64 1.98 1.97 2.00 1.99 1.96
Provisions 1.18 1.08 0.51 0.56 0.64 0.66
PBT 0.76 0.98 1.60 1.62 1.54 1.51
Tax 0.30 0.30 0.58 0.42 0.40 0.39
RoA 0.46 0.68 1.02 1.20 1.14 1.12
Leverage (x) 18.02 17.88 16.34 14.48 13.56 13.14
RoE 8.34 12.22 16.69 17.39 15.49 14.66
24 February 2025 4
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Union Bank of India

Income Statement (INRb)
Y/E March FY22 FY23 FY24 FY25E FY26E FY27E
Interest Income 679.4 807.4 997.8 1,064.1 1,130.5 1,221.8
Interest Expense 401.6 479.8 632.1 691.9 728.7 784.1
Net Interest Income 277.9 327.7 365.7 372.3 401.8 437.7
- growth (%) 12.5 17.9 11.6 1.8 7.9 8.9
Non-Interest Income 125.2 146.3 160.8 189.7 204.9 225.4
Total Income 403.1 474.0 526.5 562.0 606.7 663.1
- growth (%) 10.6 17.6 11.1 6.7 8.0 9.3
Operating Expenses 184.4 219.3 244 .4 251.7 274.0 300.9
Pre Provision Profits 218.7 254.7 282.1 310.3 332.7 362.2
- growth (%) 11.2 16.4 10.8 10.0 7.2 8.9
Core PPP 185.7 243.8 262.8 285.2 302.9 326.2
- growth (%) 19.0 313 7.8 8.5 6.2 7.7
Provisions (excl tax) 132.9 133.3 67.8 80.2 97.5 110.8
PBT 85.8 121.4 214.3 230.1 235.2 251.4
Tax 33.5 37.0 77.8 59.1 61.2 65.4
Tax Rate (%) 39.0 30.5 36.3 25.7 26.0 26.0
PAT 52.3 84.3 136.5 171.0 174.1 186.0
- growth (%) 80.0 61.2 61.8 25.3 1.8 6.9
Balance Sheet
Y/E March FY22 FY23 FY24 FY25E FY26E FY27E
Equity Share Capital 68.3 68.3 76.3 76.3 76.3 76.3
Reserves & Surplus 637.4 715.0 893.4 1,033.8 1,173.5 1,325.2
Net Worth 705.8 783.3 969.7 1,110.1 1,249.9 1,401.5
Deposits 10,323.9 11,177.2 12,215.3 12,630.6 13,780.0 15,075.3
- growth (%) 11.8 8.3 9.3 3.4 9.1 9.4
- CASA Dep 3,771.9 3,940.6 4,101.3 4,294.4 4,726.5 5,170.8
- growth (%) 12.4 4.5 4.1 4.7 10.1 9.4
Borrowings 511.8 431.4 269.5 338.2 351.1 365.1
Other Liabilities & Prov. 334.4 415.6 465.1 474.4 531.4 595.1
Total Liabilities 11,875.9 12,807.5 13,919.6 14,553.3 15,912.2 17,437.1
Current Assets 1,195.0 1,121.5 1,193.0 1,011.6 1,158.7 1,250.7
Investments 3,485.1 3,393.0 3,379.0 3,507.4 3,753.0 4,053.2
- growth (%) 5.1 -2.6 -0.4 3.8 7.0 8.0
Loans 6,610.0 7,618.5 8,707.8 9,482.8 10,402.6 11,515.7
- growth (%) 11.8 15.3 14.3 8.9 9.7 10.7
Fixed Assets 71.9 88.3 92.2 96.8 101.7 106.8
Other Assets 513.9 586.3 547.5 454.7 496.3 510.8
Total Assets 11,875.9 12,807.5 13,919.6 14,553.3 15,912.2 17,437.1
Asset Quality
GNPA 795.9 609.9 431.0 366.0 342.1 346.4
NNPA 249.3 133.6 93.1 75.5 72.4 77.0
Slippages 228.8 125.2 118.8 159.2 159.1 175.3
GNPA Ratio (%) 11.12 7.53 4.76 3.75 3.21 2.94
NNPA Ratio (%) 3.77 1.75 1.07 0.80 0.70 0.67
Slippage Ratio (%) 3.65 1.76 1.45 1.75 1.60 1.60
Credit Cost (%) 2.12 1.87 0.83 0.85 0.95 0.98
PCR (Excl Tech. write off) (%) 68.7 78.1 78.4 79.4 78.8 77.8
E: MOFSL Estimates
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Financials and valuations

Ratios

Y/E March FY22 FY23 FY24 FY25E FY26E FY27E
Yield and Cost Ratios (%)

Avg. Yield-Earning Assets 6.4 6.9 7.9 7.8 7.7 7.6
Avg. Yield on loans 7.2 8.0 8.8 8.8 8.6 8.5
Avg. Yield on Investments 5.9 6.3 6.7 6.8 6.9 6.8
Avg. Cost-Int. Bear. Liab. 3.9 4.3 5.2 54 5.4 5.3
Avg. Cost of Deposits 3.8 4.1 5.0 5.4 5.4 5.3
Interest Spread 2.5 2.6 2.6 24 2.3 2.3
Net Interest Margin 2.6 2.8 2.9 2.7 2.7 2.7

Capitalisation Ratios (%)

CAR 14.5 16.0 16.9 18.3 18.1 17.9
Tier | 12.2 13.9 15.0 16.2 16.2 16.2

CET-1 10.6 12.4 13.7 14.7 14.8 14.8
Tier Il 2.3 2.1 2.0 2.1 1.9 1.7

Business and Efficiency Ratios (%)

Loans/Deposit Ratio 64.0 68.2 71.3 75.1 75.5 76.4
CASA Ratio 36.5 35.3 33.6 34.0 34.3 34.3
Cost/Assets 1.6 1.7 1.8 1.7 1.7 1.7
Cost/Total Income 45.7 46.3 46.4 44.8 45.2 45.4
Cost/ Core Income -0.6 -2.1 -1.3 -1.0 -0.9 -0.9
Int. Expense/Int.Income 59.1 59.4 63.3 65.0 64.5 64.2
Fee Income/Total Income 22.9 28.6 26.9 29.3 28.9 28.6
Non Int. Inc.Total Income 31.1 30.9 30.5 33.8 33.8 34.0
Empl. Cost/Total Expense 54.9 56.5 58.8 57.7 57.8 57.5

Efficiency Ratios (%)

Employee per branch (in nos) 8.5 8.8 9.0 9.0 9.0 9.0
Staff cost per employee (INR m) 1.3 1.6 1.9 1.9 2.0 2.2
CASA per branch (INR m) 425.1 459.4 484.6 502.3 547.4 593.0
Deposits per branch (INR m) 1,163.5 1,303.2 1,443.2 1,477.5 1,596.0 1,728.7
Business per Employee (INR m) 225.2 248.6 275.8 288.6 312.5 340.2
Profit per Employee (INR m) 0.7 1.1 1.8 2.2 2.2 2.4

Profitability Ratios and Valuation (%)

RoE 8.3 12.2 16.7 17.4 15.5 14.7
RoOA 0.5 0.7 1.0 1.2 1.1 1.1
RoRWA 1.0 1.4 2.0 2.4 2.2 2.1
Book Value (INR) 99 110 123 141 160 180

- growth (%) 3.1 10.3 12.1 15.0 12.9 12.4
Price-BV (x) 1.1 1.0 0.9 0.8 0.7 0.6
Adjusted BV (INR) 72 94 112 132 151 170
Price-ABV (x) 1.5 1.2 1.0 0.8 0.7 0.7
EPS (INR) 7.9 12.3 18.9 22.4 22.8 24.4

- growth (%) 74.2 56.1 52.9 18.7 1.8 6.9
Price-Earnings (x) 14.0 9.0 5.9 5.0 49 4.6
Dividend Per Share (INR) 1.9 3.0 3.6 4.0 4.5 4.5
Dividend Yield (%) 1.7 2.7 3.2 3.6 4.1 4.1

E: MOFSL Estimates

Investment in securities market are subject to market risks. Read all the related documents carefully before investing
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