October 31, 2019

City Union Bank Limited: Ratings reaffirmed
Summary of rating action
Instrument*
Issuer Rating^
Certificates of Deposit Programme
Total

Previous Rated Amount
(Rs. crore)
25.00
25.00

Current Rated Amount
(Rs. crore)
25.00
25.00

Rating Action
[ICRA]AA-(Stable); reaffirmed
[ICRA]A1+; reaffirmed

*Instrument details are provided in Annexure-1
^ Issuer rating is an opinion on the general creditworthiness of the rated issuer and is not specific to any particular debt instrument

Rationale
The rating reaffirmation takes into account City Union Bank Limited’s (CUB) established retail franchise, resulting in a granular
asset and liability base, its strong capitalisation (CET I ratio of 15.2% in June 2019) and liquidity profile, and the above-average
profitability indicators (return on assets stood at 1.6% for FY2019). The ratings, however, consider the moderate asset quality,
with gross NPA at 3.3% as of June 2019 (3.0% as of March 2019), the relatively high share of SMA 2 (5.5% as of June 2019
compared to 4.0% as of March 2019) and the vulnerability of the target borrower segment to economic disruptions. About
50% of the bank’s advances are towards the micro, small and medium enterprises (MSME) segment and traders. The ratings
also factor in CUB’s average deposit profile, as reflected in the higher cost of interest-bearing funds compared to the private
banks’ average, and the modest scale and geographically concentrated nature of operations (63% of advances and 79% of
deposits were in Tamil Nadu as of June 2019).
ICRA notes that the bank may not require any external capital to achieve a compounded annual growth rate (CAGR) of 15-18%
over the next three years (FY2020-2022) while maintaining sufficient cushion above the regulatory capital requirement1.
Going forward, CUB’s ability to strengthen its deposit profile through higher mobilisation of low-cost funds, thereby enabling
it to compete in better borrower segments, while maintaining a tight control over the asset quality as the business grows
would be a key rating driver.

Key rating drivers and their description
Credit strengths
Established retail franchise resulting in granular asset and liability base – CUB has more than 10 decades of operations with a
strong retail franchise. The bank’s focus on retail deposits is reflected in its granular liability profile with deposits below Rs. 5
crore constituting 88% of the overall term deposits as of March 2019 (91% as of March 2018). The top 20 depositors
accounted for 9% of the total deposits as of March 2019 (8% as of March 2018). Further, the bank has a built a granular loan
base with the top 20 exposures at 43% of the Tier I capital, which is relatively low compared to the private sector bank
average. Over the past 10 years (FY2010-2019), the bank achieved a steady business growth (advances and deposits) of 17.7%
(CAGR), backed by a stable senior management team headed by Dr. N. Kamakodi (Managing Director & Chief Executive
Officer). Nevertheless, its operations remain concentrated with a sizeable presence in Tamil Nadu, which accounted for 70%
of the branch network, while advances and deposits constituted 63% and 79% of the deposits, respectively, as of June 2019.
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Minimum Tier I capital requirement including capital conservation buffer (CCB) will be 9.5%, while total capital including CCB will be 11.5%
from March 31, 2020
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Likely to maintain above-average profitability, aided by high margins and stable operating efficiency – CUB’s net interest
margin (NIM), as a percentage of average total assets (ATA), remained healthy at 3.8% in FY2019 (3.8% in FY2018; 3.6% in
FY2017) supported by the high yielding and granular nature of its exposures; the NIM stood at 3.7% in Q1 FY2020. This was
despite the relatively high funding cost in relation to peers among the private sector banks. Given the granular nature of the
advances profile (about three-fourth of the advances have a ticket size of less than Rs. 5 crore) and the nature of the target
segment (MSME and traders constitute 50% of advances), the bank commands better pricing compared to larger corporates
or prime retail exposures. Further, close to 65% of CUB’s advances were in the form of working capital facilities, which enable
the repricing of loans at regular intervals. Despite the granular loan book, the bank’s operating costs have remained lower
than peers as well as the private banks’ average at 2.0-2.1% of ATA over the last three years (FY2017-2019). Its credit costs
have also been lower in the range of 0.7-0.8% of ATA. CUB’s non-interest income, though lower than the private banks’
average, has remained comparable with peers and remained largely stable at about 1.1-1.2% over the last three years. It is
driven mainly by recoveries from written-off accounts. Healthy NIMs along with stable operating and credit costs have helped
the company maintain a stable RoA of 1.5-1.6% over the last three-year period, translating into above-average profitability.
Strong capitalisation levels – CUB’s capital levels have remained strong, supported by good internal generation 2 (return on
equity of 15% over the last three years). The bank raised equity capital of Rs. 350 crore in FY2015 and since then, the internal
generation has been adequate to meet the credit growth. Its overall capital adequacy under Basel III was comfortable at
15.7% (CET I ratio at 15.2%) as of June 2019. CUB’s current capital levels are likely to support its envisaged growth (15-18% per
annum) over the next three years (FY2020-2022) without any sizeable capital requirement. Its solvency ratio (net NPAs/net
worth) was comfortable at 11.9% as of June 2019 and was better than peers and the private sector banks’ average.

Credit challenges
Relatively marginal borrower profile, which can get impacted by economic disruptions and translate into asset quality
pressure for CUB – CUB’s gross NPAs increased to 3.3% in June 2019 (3.0% in March 2019) from 2.4% in March 2016 because
of the impact of the ongoing economic slowdown on the MSME sector, which is the target segment for CUB. The bank’s fresh
slippage rate remained in the range of 2.3-2.4% during FY2017-Q1 FY2020. ICRA also notes that CUB’s overall SMA 2 remained
high at 5.5% of advances in June 2019 compared to 4.0% in March 2019 (4.3% in March 2018). Further, the quantum of loans
restructured under the MSME window3 could increase to about 1% by March 2020 from 0.2% as of June 2019 as the MSME
segment continues to face stress. ICRA expects the gross fresh slippages to remain at 2-2.2% in FY2020. Higher-than-expected
slippages or the restructuring of loans, coupled with limited recoveries, would remain an overhang on the overall asset quality
and the same would be a rating monitorable. CUB’s unprovided security receipts (SRs) stood at about Rs. 200 crore (0.6% of
advances) as of June 2019.
ICRA, however, takes comfort from the granular nature of the bank’s advances, the sole banking arrangement for close to 95%
(in June 2019) of its exposures and the secured nature of its loans, which are expected to partially offset the inherent credit
risk of the target borrower segment. CUB’s exposures are generally secured by fixed assets (residential/commercial) to the
extent of 75-80% of the loan value. This is over and above the movable asset/book debt security of 125% on working capital
loans. The bank, therefore, is able to undertake effective recoveries from the overdue or written-off accounts. Recoveries
from technically written-off (TWO) accounts remained in the range of about 20-25% of the opening TWO accounts during
FY2018-2019.
Average deposit profile, reflected in relatively higher cost of interest-bearing funds compared to sector average – CUB’s
deposits increased at a CAGR of 12% during FY2016-2019, which lagged the advances growth over the same period. This led to
an increase in the credit-to-deposit (CD) ratio to 86% in March 2019 from 75% in March 2015. ICRA also notes that although
the CASA base improved to 25.2% in March 2019 from 20.4% in March 2016, it remains low compared to the private bank’
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average of ~39%. The lower share of CASA has resulted in a higher cost of interest-bearing funds compared to peers and the
sector average, thereby inhibiting the bank’s ability to pursue credit growth opportunities by targeting better credit profile
customers. The cost of interest-bearing funds for the bank stood at 5.8% compared to the private banks’ average of 5.5% in
FY2019 (6.0% and 5.3%, respectively, in FY2018). ICRA also takes note of the changing landscape with increasing competition
from small finance banks apart from other private sector banks in terms of deposit mobilisation. In this regard, the bank’s
ability to scale up the deposit base, improve the share of CASA deposits and reduce the cost of funds will remain enabling
factors to compete in better borrower segments and to achieve the envisaged growth and maintain a good earnings profile.
Modest scale and geographically concentrated operations – CUB’s advances and deposits stood at Rs. 32,229 crore and Rs.
39,077 crore, respectively, in June 2019 accounting for about 0.4% and 0.3%, respectively, of the banking sector’s. CUB’s
advances and deposits grew at a CAGR of 15.7% and 12.3%, respectively, during April 2016-March 2019 compared to the
private sector banks’ growth of 18.2% and 17.9%, respectively (6.7% and 8.3%, respectively, for the overall banking sector)
during this period. In line with its concentrated branch presence, about 63% of the advances and 79% of the deposits were
from Tamil Nadu in June 2019. ICRA expects the bank’s operations to remain regionally concentrated, going forward. ICRA
also expects CUB’s share in the banking sector to remain modest, notwithstanding the envisaged advances growth of about
15-18% over the near to medium term.

Liquidity position: Strong
The bank’s liquidity coverage ratio (LCR) remained high at 198.5% in Q1 FY2020 against the regulatory requirement of 100% as
on January 1, 2019. Apart from being driven by holdings in Government securities, the bank’s LCR is driven by the relatively
lower share of non-operational and less stable deposits, leading to lower near-term outflows even though inflows from
advances remain lower than the averages for other banks.
As per the structural liquidity statement for June 30, 2019, the bank has positive mismatches (inflows higher than outflows)
across all the buckets in the less than 1-year segment. The rollover rate of term deposits remained high at ~86-89% of retail
deposits during FY2018-2019. Going forward, CUB’s ability to expand its deposit base and maintain high renewals will remain
key for liquidity while achieving the desired growth. On a fortnightly average basis, the bank maintained an excess SLR holding
of 250 bps of the net demand and time liabilities during FY2019. The excess SLR holding above the regulatory levels can be
utilised to avail liquidity support from the RBI (through repo) apart from the marginal standing facility of the RBI in case of
urgent liquidity needs.

Rating sensitivities
Positive triggers – ICRA could revise the outlook to Positive or upgrade the rating if the bank continues to improve its cost of
interest-bearing funds while achieving growth, thereby bringing it closer to the sector average and enabling it to compete in
better borrower segments. This, in ICRA’s view, can be achieved by maintaining CASA deposits above 35%.
Negative triggers – ICRA could revise the outlook to Negative or downgrade the ratings if there is a weakening in the solvency
profile with Net NPA / CET I increasing to more than 20-25% or if the cushion over the regulatory Tier I capital adequacy falls
below 3% on a sustained basis. Further, the inability to internally generate growth capital (RoA below 1.0-1.1%) or a
deterioration in the liability franchise will be negative triggers.

Analytical approach
Analytical Approach

Comments

Applicable Rating Methodologies

ICRA’s Credit Rating Methodology for Banks

Parent/Group Support
Consolidation/Standalone

Not applicable
For arriving at the ratings, ICRA has considered the standalone financials of CUB
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About the company
Incorporated as The Kumbakonam Bank Limited in 1904, CUB is one of the oldest private sector banks, with its headquarters
in Kumbakonam, Tamil Nadu. As on June 30, 2019, it had a network of 650 branches and 1,711 ATMs with about 90% of the
total branches being in South India. About 56% of the branches are in semi-urban and rural areas. CUB reported a capital
adequacy ratio of 15.7% (Tier I: 15.2%) and gross and net NPAs of 3.3% and 1.9%, respectively, as of June 2019. In Q1 FY2020,
the bank reported a net profit of Rs. 186 crore on an asset base of Rs. 46,123 crore compared to a net profit of Rs. 162 crore
on an asset base of Rs. 39,870 crore in Q1 FY2019.

Key financial indicators (audited)
FY2018
Audited
1,430
790
592
28,239
39,937

FY2019
Audited
1,612
925
683
32,673
45,259

Q1 FY2019
Unaudited
375
222
162
28,215
39,870

Q1 FY2020
Unaudited
417
236
186
32,230
46,123

% CET I
% Tier I
% CRAR

15.8%
15.8%
16.2%

15.0%
15.0%
15.6%

15.6%
15.6%
16.1%

15.2%
15.2%
15.7%

% Net interest margin / Average total assets
% Net profit / Average total assets
% Return on net worth

3.8%
1.6%
15.3%

3.8%
1.6%
15.2%

3.8%
1.6%
15.2%

3.7%
1.6%
15.0%

% Gross NPAs
% Net NPAs
% Provision coverage excl. technical write-offs
% Net NPA/ CET I

3.0%
1.7%
44.6%
11.3%

3.0%
1.8%
39.4%
12.5%

3.0%
1.7%
44.4%
11.5%

3.3%
1.9%
44.2%
12.7%

Net interest income
Profit before tax
Profit after tax
Net advances
Total assets

All ratios as per ICRA calculations Amount in Rs. crore
Source: Bank, ICRA research

Status of non-cooperation with previous CRA: Not applicable
Any other information: None
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Rating history for past three years
Current Rating (FY2020)
Instrument

Type

Rating History for the Past 3 Years

Amount
Rated

Amount
Outstanding

Rating

FY2019

1

Issuer Rating

Long
Term

-

-

[ICRA]AA(Stable)

11-Sep2018
[ICRA]AA(Stable)

2

Certificates of
Deposit
Programme

Short
Term

25.0

25.0

[ICRA]A1+

[ICRA]A1+

31-Oct-2019

FY2018

FY2017

31-Aug2018

-

-

-

-

-

[ICRA]A1+

-

-

Amount in Rs. crore

Complexity level of the rated instrument
ICRA has classified various instruments based on their complexity as "Simple", "Complex" and "Highly Complex". The
classification of instruments according to their complexity levels is available on the website www.icra.in
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Annexure-1: Instrument details
ISIN
NA
NA

Instrument Name
Issuer Rating
Certificates of Deposit
Programme

Date of
Issuance /
Sanction
-

Coupon
Rate
-

Maturity
Date
-

Amount
Rated
(Rs. crore)
-

Current Rating and
Outlook
[ICRA]AA-(Stable)

-

-

-

25.00

[ICRA]A1+

Source: CUB

Annexure-2: List of entities considered for consolidated analysis
Not applicable
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