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City Union Bank Ltd. (CUB)

Stock Idea BUY

Investment Rationale

Nifty: 8,238 Sensex: 26,867
CcMP Rs110.6
BUY range Rs105-Rs110
Stop Loss Rs90
Target Price Rs145+

Potential Upside/Downside  +31%

Tenure 6-9 Months
Key Stock Data
Sector Banking
Bloomberg/Reuters  CUBKIN/CTBK.BO
Shares o/s (mn) 598
Market cap. (Rs mn) 65,720
Market cap. (USS mn) 975
3-m daily average vol. 168,318
Price Performance
52-week high/low Rs112/77
-Im  -3m -12m
Absolute (%) 12 21 8

Rel to Sensex (%) 6 15 10

Shareholding Pattern (%)

Flls/NRIs/OCBs/GDR 39.0
MFs/Banks/Fls 9.6
Non Promoter Corporate 7.9
Public & Others 43.4
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NIMs at peak but sustainable levels still healthy: CUB’s NIMs touched a rich 3.96% level in
Q4FY16 and could be topping out given the relatively low correction in yield on funds (-26bps
YoY) vis-a-vis cost of funds (-52bps YoY). Also, the shift to MCLR may eventually bring in the
yield correction. However, given CUB’s focus on mid-market business and it’s improving CASA
franchise, we believe CUB could sustain NIM levels of 3.5-3.6% going forward.

Healthy loan growth to provide earnings momentum, fees can surprise positively: CUB’s CD
ratio expanded 300bps YoY to 78% in FY16 with loans expanding at a stronger 17% YoY vis-a-
vis deposits that grew 13% YoY. We believe the growth in loan book is likely to average 17%
FY16-FY18E while keeping the CD ratio steady.

The other income on the other side was at a healthy ~29% of net income in Q4FY16 and a little
higher at ~29.5% in FY16. On a full year basis, other income was flattish at 1.4% YoY in FY16.
We believe other income can add better momentum going forward and increase at ~10%
CAGR FY16-FY18E.

Return ratios to stay healthy: CUB delivered 15.6% RoE and 1.5% RoA with 10x leverage in
FY16. The scope to expand leverage and RoE therefore remains strong. As stated earlier, we
expect CD ratio to stay stable though the incremental loan growth should continue to stay
robust, adding to incremental leverage. We believe CUB’s RoE/RoAs should sustain above
FY16 levels with a positive bias.

Valuations: CUB trades at 14.8x FY16 basic EPS Rs7.44 and 2.15x FY16 BV Rs51.0. Presuming a
sustained profit momentum of ~14% FY16-FY18E, CUB’s EPS should increase to Rs9.67 in
FY18E. At a P/E multiple of 15x FY18E EPS, CUB could trade at a fair value of Rs145.

Key risk

Asset quality: CUB reported a rise in GNPAs from 1.86% in FY15 to 2.41% in FY16. The net
NPAs increased from 1.3% to 1.5%. However, on the positive side, the PCR improved 200bps
YoY to 60%. Secondly, the bank’s SMA2 (4.4% of loans) and restructured book (96bps) is
declining and the higher slippages in Q4FY16 were outsized due to a one off slippage in a steel
account.
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Technical Overview
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B Stock made all time high of Rs.105.55 in month of June
2015 and after a consolidation of 12months stock
breached the previous high and the recent high of the
stock is Rs.112.25.

B On monthly chart, upward sloping trend line breakout
level is at around Rs.112.50 and the rally can be faster on
breach of this level.

B On weekly chart, the stock is showing rounding pattern
break-out by crossing the neckline level of around Rs.105.

B On daily chart, the stock is trading above the key moving
averages i.e. 50DMA Rs.100.70, 100DMA Rs. 93.64 and
200 DMA Rs 91.47.

B Considering all above factors we can build long position
in the stock with 6-9 months perspective and target can
be placed at around 145, with the stop loss of 90 (stop
loss intraday and spot basis). Since past few days the
stock is showing strong momentum, so it may retrace in
near-term which can be considered as buying opportunity
to accumulate the stock in the range of 105-110.
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Disclaimer

This document has been prepared by IDBI Capital Markets & Securities Ltd. (IDBI Capital) and is meant for the recipient only for use as intended and not for circulation. This document should not
be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or initiate contact with you for the purposes of elaborating or following up on the
information contained in this document.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or sources believed to be reliable. While reasonable care has been taken to ensure that information given is at the time believed to be
fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied
upon as such. In so far as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital,
its directors, employees are under no obligation to update or keep the information current. Further there may be regulatory, compliance, or other reasons that prevent us from doing so.
Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.

IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including
notional losses/lost opportunities incurred by a recipient as a result of acting or non acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behaviour of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must
make their own investment decision based on their own investment objectives, goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the
recipient makes, including but not limited to loss of capital.

Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI
Capital, its directors, officers, or employees.

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 IDBI Capital and affiliates to any registration or licensing requirement within such
jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

IDBI Capital, its directors or employees or affiliates, may from time to time, have positions in, or options on, and buy and sell securities referred to herein. IDBI Capital or its affiliates, during the
normal course of business, from time to time, may solicit from or perform investment banking or other services for any company mentioned in this document or their connected persons or be
engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or
their affiliate companies or act as advisor or lender / borrower to such company(ies)/affiliate companies or have other potential conflict of interest.

This report may provide hyperlinks to other websites. Except to the extent to which the report refers to the website of IDBI Capital, IDBI Capital states that it has not reviewed the linked site and
takes no responsibility for the content contained in such other websites. Accessing such websites shall be at recipient's own risk.

E-mail is not a secure method of communication. IDBI Capital Markets & Securities Ltd. cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrive late. IDBI Capital, its directors or employees or affiliates accept no liability for any damage
caused, directly or indirectly, by this email.
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Disclosures

1, A.K. Prabhakar, certify that (1) the views expressed in this report accurately reflect my personal views about all of the subject companies and securities and (2) no part of my compensation was,
is or will be directly or indirectly related to the specific recommendations or views expressed in this report.

IDBI Capital Markets & Securities Ltd. (“IDBI Capital”) and its associates (IDBI Capital is a wholly owned subsidiary of IDBI Bank Ltd. IDBI Asset Management Ltd., IDBI MF Trustee Company Ltd. and
IDBI Intech Ltd.) are a full-service, banking, integrated investment banking, investment management, brokerage and financing group. We along with our affiliates are leading underwriter of
securities and participants in virtually all securities trading markets in India. We and our affiliates have investment banking and other business relationships with a significant percentage of the
companies covered by our Research Department. Investors should assume that IDBI Capital and/or its affiliates are seeking or will seek investment banking or other business from the company or
companies that are the subject of this material. IDBI Capital generally prohibits its analysts, persons reporting to analysts, and their dependant family members having a financial conflict of
interest in the securities or derivatives of any companies that the analysts cover. Additionally, IDBI Capital Markets & Securities Ltd. generally prohibits its analysts and persons reporting to
analysts from serving as an officer, director, or advisory board member of any companies that the analysts cover. Our salespeople, traders, and other professionals may provide oral or written
market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make
investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things,
may give rise to real or potential conflicts of interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is
provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. We are not soliciting
any action based on this material. It is for the general information of clients of IDBI Capital. It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, clients should consider whether it is suitable for their particular
circumstances and, if necessary, seek professional advice. The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors
may realize losses on any investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or “short” positions in, act as
principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. For the purpose of calculating whether IDBI Capital Markets & Securities Ltd. and its affiliates
holds beneficially owns or controls, including the right to vote for directors, 1% of more of the equity shares of the subject issuer of a research report, the holdings does not include accounts
managed by IDBI Asset Management Company/ IDBI Mutual Fund.

IDBI Capital Markets & Securities Ltd. established in 1993, is a wholly owned subsidiary of IDBI Bank Limited. IDBI Capital Markets & Securities Ltd. is one of India’s leading brokerage and
distribution house.

IDBI Capital Markets & Securities Ltd. is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), and a dealer of the OTC
Exchange of India (OTCEI) and is also a SEBI registered Merchant Banker and Portfolio Manager. Our businesses include stock broking, services rendered in connection with distribution of primary
market issues and financial products like merchant banking, depository services and Portfolio Management.

IDBI Capital Markets & Securities Ltd. is also a depository participant with National Securities Depository Limited (NSDL) and is also a Mutual Fund Advisor registered with Association of Mutual
Funds in India (AMFI)

We hereby declare that our activities were neither suspended nor we have materially defaulted with any stock exchange authority with whom we are registered in last five years. However SEBI,
Exchanges and Depositories have conducted the routine inspection and based on their observations have issued advise letters or levied minor penalty on IDBI Capital for certain operational
deviations. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has our certificate of registration been cancelled by SEBI at any point of
time.

We offer our research services to primarily institutional investors and their employees, directors , fund managers, advisors who are registered with us.

The Research Analyst has not served as an officer, director or employee of Subject Company.

We or our associates may have received compensation from the subject company in the past 12 months. We or our associates may have managed or co-managed public offering of securities for
the subject company in the past 12 months. We or our associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company
in the past 12 months. We or our associates may have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the
subject company in the past 12 months. We or our associates may have received any compensation or other benefits from the Subject Company or third party in connection with the research
report.

Research Analyst or his/her relative’s may have financial interest in the subject company. IDBI Capital Markets & Securities Ltd. or its associates may have financial interest in the subject company.
Research Analyst or his/her relatives does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of
publication of Research Report : IDBI Capital Markets & Securities Ltd. or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the
month immediately preceding the date of publication of Research Report. The Subject Company may have been a client during twelve months preceding the date of distribution of the research
report.

Price history of the daily closing price of the securities covered in this note is available at nseindia.com and economictimes.indiatimes.com/markets/stocks/stock-quotes.
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