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Investment Rationale:

Strong CASA ratio, reflected in lower cost of funds: United Bank of India has a robust CASA ratio of 34%. The competitive advantage of the bank is reflected in its lower cost of funds at 5.9% in FY2009, compared to an average cost of funds of 6.6% for comparable banks like Allahabad Bank (CASA of 34.5%) and Uco Bank (CASA of 24.2%). In the next couple of quarters, the NIMs of the bank are expected to improve on the back of improvemnt in Credit-Deposit ratio and lower cost of funds. We also believe that the bank is relatively well-positioned to protect its NIMs post FY2010E, on account of high CASA ratio.


Reasonable Asset Quality : Gross NPAs were Rs1,023cr as of 1HFY2010, representing 2.5% of gross advances, while Net NPAs were Rs531cr, representing 1.3% of net advances. The bank has restructured Rs1,500cr of advances (forming 3.7% of the total advances and 49.2% of the networth of the bank), compared to an average of 65% for PSU Banks. However, considering technical write-offs of around Rs900cr, the effective provision coverage as per revised norms is at 70.1% at the end of 1HFY2010. 

 

 


 

 

Outlook and Valuation: The issue is priced at 0.8x and 0.7x at FY2010E ABV and FY2011E ABV, respectively, (at the upper-end of the price band). Uco Bank and Allahabad bank, the closest peers for UBI, are trading at 0.9x FY2010E ABV. We believe that the issue is attractively priced at Rs60-66. Assigning a conservative multiple of 0.8x FY2011E ABV of Rs99.4, the stock can give a reasonable upside of 20% from the upper level of the price band. We recommend a Subscribe to the issue on account of attractive valuations.


Details of the Issue: The IPO comprises of a net issue of 4.75cr equity shares of a Face Value of Rs 10 each to the public, and a reservation of 25 lakh equity shares for subscription by eligible employees. The issue shall constitute 15.80% of the post-issue paid-up capital and the net issue shall constitute 15.01% of the post-issue capital of the bank.


The bank has fixed the issue price band at Rs 60-66 per share and has also announced a 5% discount for retail investors. UBI will be able to raise Rs300cr to Rs330cr at the lower and upper price band, respectively. The bank aims to utilise the funds to augment the capital base to meet Basel - II standards and to fund its advances' growth. 

 

 

Company Background

United Bank of India is a public sector banking institution, with branches in 28 States and 4 Union Territories in India. As of January 31, 2010, the branch network stood at 1,505 (622 rural, 262 semi-urban, 333 urban and 288 metropolitan), with 270 ATMs, 28 regional offices, 10 extension counters and a representative office in Dhaka, Bangladesh. As of January 31, 2010, the bank had a workforce of 16,768 employees (including part-time employees). The bank has implemented CBS in all its branches, covering 100% of the business. The total Business of UBI stood at Rs1,05,627cr at the end of 1HFY2010. The bank restructured its capital, prior to the issue, after which its equity share capital reduced to Rs266.4cr as on Q2FY10 from Rs1,532cr in FY2009. However, the same amount of funds were infused in the bank in the form of a grant by the Government; thus, the number of shares were reduced to 26.6cr, but the Networth remained the same. As a result, the Book Value per share increased to Rs88 in FY2010E (from Rs15.2 in FY2009).
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Strong Business Growth
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During FY2005-09, the advances and deposits of the bank have grown at a CAGR of
34.8% and 19.1%, respectively.




 

 

Advances Mix

Advances to the corporate sector have grown by 36.32% in FY2009, while retail advances (which include housing loans) increased by 14.30% (compared with a 7.42% increase in FY2008).
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The year-to-date growth at the end of 1HFY2010 stood at 15.5%, we expect the bank to achieve an advances growth of 25% during FY2010, and 18% each in FY2011E and FY2012E.

 


Investment Rationale

Strong CASA ratio reflected in lower cost of funds

United Bank of India has a high proportion of CASA deposits, mainly because of a large retail customer base spread in the eastern and north-eastern regions. Out of a total branch network of 1,505, 59% is concentrated in rural and semi-urban areas. The CASA deposits of the bank have grown at a CAGR of 14.9% during FY2005-09. As of September 30, 2009, the CASA ratio of the bank stood at 34%, out of which saving deposits (less volatile) accounted for 26.4% of the total deposits, while current deposits accounted for 7.6%. The bank recorded a Net Interest Margin of 2.1% during 1HFY2010, and is expected to improve to 2.3% by the end of FY2010, as per our estimates. We believe that the Credit-Deposit ratio of 63.2% of the bank (as on 1HFY2010) leaves scope for improvement in NIMs, going forward. We also believe that the bank is well-positioned to protect its NIMs post FY2010E, on account of high CASA ratio.
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The competitive advantage of the bank is reflected in its lower cost of funds at 5.9% in FY2009, compared to an average cost of funds of 6.6% for comparable banks like Allahabad Bank (CASA of 34.5%) and Uco Bank (CASA of 24.2%). In FY2009, the bank had a market share of 1.7% (1.8% in FY2008) and 1.2% (1.2% in FY2008) in Savings and Demand Deposits, respectively.
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Reasonable Asset Quality

Gross NPAs were Rs1,023cr as of 1HFY2010, representing 2.5% of gross advances, while Net NPAs were Rs531cr, representing 1.3% of net advances. The bank has restructured Rs1,500cr of advances (forming 3.7% of the total advances and 49.2% of the networth of the bank), compared to an average of 65% for PSU Banks. However, considering technical write-offs of around Rs900cr, the effective provision coverage as per revised norms is at 70.1% at the end of 1HFY2010. Historically, NPAs were higher in priority sector lending as compared with non-priority sector lending. 
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As of 1HFY2010, the percentage of priority sector gross NPAs to total priority sector advances was 6.2%, which was higher than the percentage of total gross NPAs to total gross advances of 2.5%. The top five industries accounted for 33.1% of its funded exposure as of September 30, 2009. As compared to its peers, the bank has higher Gross and Net NPA ratios; however, UBI has a reasonable Provision Coverage ratio of 71.0%.
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Bank Gross NPAs  Net NPAs  Gross NPAs  Net NPAs Coverage
. (Rs er) (Rs cr) (%) (%) Ratio (%)
Allahabad Bank 1161 228 18 03 80.4
Dena Bank 586 365 19 1.2 822
UCO Bank® 1493 657 2.0 0.9 56.0
United Bank of India 1022 530 25 13 71.0

Source: Company, Angel Research, Note: *Uco Bank's Provision Coverage s available as per old method,
without any adjustment for Technical Write-offs

Exhibit 9: Crifical Industry Exposure (Funded Exposure)
Industry (Rs cr) % of Total Funded Exposure
Infrastructure 7,282 17.7
Metals 2,432 59
Petroleum, Coal, Nuclear Fuel 2,338 =4
Chemicals 924 2.2
Textiles 666 1.6
Total 13,642 33.1

Source: Company, Angel Research




 

 

The Yield on Advances (YoA) of the bank improved to 9.43% from the level of 8.98% in FY2008, an improvement of 45bp as against 11bp improvement for PSU Banks during the same period. However, the improvement in YoA has been on a lower base in FY2008 compared to its peers.
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Capital Adequacy Ratio

The Capital Adequacy ratio of the bank stood at 12.9%, with Tier-I capital of 7.6% (constituting 59% of the total CAR). After the equity-raising, the Capital Adequacy ratio of the bank is estimated to improve to 15.2%, which will be sufficient for the bank to grow its advances in line with industry growth. Bank has also requested Government to infuse Rs500cr of capital to improve its CAR and to fund the future growth, however, due to lack of clarity on the same, we have not factored-in the same.
 

 

Investment Concerns

Lower Productivity compared to its Peers

The cost-to-income ratio of UBI stood at 57.1% at the end of 1HFY2010, while the operating costs as a percentage of assets of the bank stood at 1.7% (higher than most of its peers, but lower than Dena Bank, which has a similar level of CASA deposits). The bank has recently implemented Core banking Solutions in its entire branch network, covering 100% of its business. With the implementation of the technology and an improvement in operating income, the productivity is expected to improve, going forward, for the bank. However, we have conservatively factored in a growth of 12% and 16% for FY2011E and FY2012E, respectively.

Non-Interest Income leaves scope for improvement

The core fee income of the bank constituted 0.5% of the total non-interest income at the end of 1HFY2010. We have estimated a yoy growth of 6.9% and 16.1% in the Non-Interest Income in FY2011E and FY2012E, respectively.
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(Rs cr) FY2009 % of Assets  1HFY2010 % of Assets
Commision and Brokerage 136.3 0.2 65.2 0.2
Treasury Income 216.0 0.4 88.9 03
Others 138.6 0.2 110.7 03
Total 490.9 0.8 264.8 0.8
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Apart from traditional sources, the bank also earns in the form of recoveries from written-off assets, which contributed 7% of the non-interest income during FY2009 (13.3% in FY2008). The bank has a total, written-off portfolio of around Rs900cr, of which Rs70-80cr can be expected to be recovered per annum, going forward, for two years (Rs40.6cr recovered during 1HFY2010).
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Investment Portfolio

The bank had an investment to deposit ratio of 35.4% in 1HFY2010, with a total investment portfolio of about Rs22,905cr. Out of this, 36.5% was in Available For Sale (AFS) and 63.5% was in Held Till Maturity (HTM). The modified duration of AFS and HTM for the bank was 2.9 years and 6.5 years, respectively, at the end of 1HFY2010.
 

 

Outlook and Valuation

The issue is priced at 0.7x FY2010 Book Value (at the upper-end of the price band), compared to 0.9x for its peers. Uco Bank and Allahabad Bank are the closest peers for UBI, based on their branch presence that is concentrated in the north-eastern region of the country. The bank has a higher CASA ratio of 34% (compared to 24% for Uco Bank). The bank's cost of funds are also lower at 5.9% (FY2009), compared to 6.3% and 6.8% for Allahabad Bank and Uco Bank, respectively. On the negative side, the bank's non-interest income to assets leaves scope for improvement, as it forms only 0.5% of the assets, compared to 0.7% for the peer banks.
 

We believe that the issue is attractively priced at Rs60-66. Assigning a conservative multiple of 0.8x FY2011E ABV of Rs99.4, the stock can give a reasonable upside of 20% from the upper level of the price band. We recommend a Subscribe to the issue on account of attractive valuations.
 

 

[image: image11.jpg]Exhibit 13: Peer Comparison

Bank CWP FYIE  FYITE  FYIOE  FYITE  FYIOE  FYIIE
(Rs) ABV(R) ABV(Rs) P/ABV (9 P/AB () RoE (%) RoE (%)

United Bank of India ~ 66.0 ~ 88.0  99.4 08 07 143 127

Allahabad Bank* 1340 1534 1761 0.9 08 181 160
Uco Bank* 570 610 771 0.9 07 243 239
Dena Bank 790 827 101.0 1.0 08 206  20.6

Source: Company, Angel Research, *Bloomberg Consensus Esfimates

Exhibit 14: Peer Comparison (Du Pont Analysis)

United Bank FY2007 FY2008 FY2009 3YrAvg 3YrAvg 3 YrAvg
of India (AL Bk) (UcoBk) (Dena Bk)
NIl 3.0 1.9 2.0 25 1.9 26
() Prov. Exp. 11 0.6 0.4 08 07 1.0
Adj. NIl 19 13 1.6 17 12 17
Treasury 0.1 0.4 0.4 05 0.2 0.2
Int. Sens. Inc. 2.1 16 1.9 2.2 1.4 19
Other Inc. 08 0.6 05 07 0.7 1.0
Op. Inc. 29 2.2 24 29 2.1 29
Opeex. 21 19 17 1.6 1.6 19
PBT 0.8 0.4 07 13 05 1.0
Taxes 0.1 0.1 0.1 0.2 0.0 0.1
RoA 07 03 0.6 1 05 09
Leverage 210 237 257 19.0 353 21.2
RoE 148 71 158 21.2 179 19.1

Source: Company, Angel Research
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