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NIl stood at INR 6,665 mn in Q2FY26, above our estimate of INR 6,376 mn, growing
6.6% QoQ and 14.4% YoY. PPOP camein at INR 4,706 mn vs our estimate of INR 4,730
mn, up 4.4% QoQ and 9.9% YoY. Provisions were lower at INR 570 mn compared to
our estimate of INR 788 mn, down 18.6% QoQ and YoY. PAT stood at INR 3,286 mn,
above of our estimate of INR 3,123 mn, up by 7.4% QoQ and 15.2% YoY. Asset quality
improved, with GNPA at 2.42% versus an estimate of 3.25%, down 57 bps QoQ and
112 bps YoY, while NNPA declined to 0.90% versus an estimate of 1.38%, down 30
bps QoQ and 72 bps YoY. Advances grew to INR 566,809 mn in Q2FY26, up 4.9% QoQ
and 18.7% YoY, reflecting healthy credit momentum.

Strong Asset Quality Improvement; GNPA Falls Below 2.5%, NNPA Below 1% : Asset
quality continues to strengthen. Gross NPA improved to 2.42% in Q2FY26 from 2.99%
in Q1FY26 and 3.54% in Q2FY25, while Net NPA declined to 0.90% versus 1.62% YoY;
the lowest in 46 quarters. Slippages were INR 1,560 Mn while recoveries totaled INR
3,030 Mn, yielding negative credit cost. SMA levels reduced sharply to 5.6%, with
SMA-2 down to 1.34% from 2.03% YoY. Recoveries are likely to surpass slippages for
the next few quarters, implying stable credit cost and resilient asset quality even amid
MSME growth.

Healthy Deposit Growth with CASA Revival Enhancing Liquidity Profile: Deposits grew
21% YoY to INR 694,860 Mn in Q2FY26 from INR 573,690 Mn in Q2FY25, with
sequential growth of 6% (INR 37,000 Mn). The CD ratio stood at 83%. CASA growth
accelerated to 16% YoY, driven by stronger branch-level focus. Cost of deposits
marginally increased to 5.71% but improvement is expected further as INR 300,000
Mn (~45-50% of deposits) will reprice at lower rates in H2FY26, aiding margin
expansion. We expect that the strong liability franchise provides a solid base for
sustaining growth without liquidity stress.

Margin Expansion Despite Rate Volatility; NIM Improves to 3.63%: The Bank
delivered a NIM of 3.63% in Q2FY26, up from 3.54% in Q1 despite a marginal decline in
yield on advances to 9.66% from 9.81%. The improvement was driven by a 24 bps
sequential decline in cost of deposits and repricing of high-cost borrowings from 8.1%
to 6.75-7%. Fixed-rate gold loans (~30% of portfolio) provided cushion against yield
compression. Interest income rose 15% YoY to INR 16,530 Mn, aided by treasury and
recoveries. Stable to slightly higher NIMs (3.6% 10 bps) is expected in H2FY26,
supported by repricing benefits, lower cost of funds, and maturing of older
borrowings.

Valuation & View: The bank delivered strong performance, supported by healthy
loan growth, improved asset quality, and stable profitability. Credit growth is
expected to stay in the mid-teens, ~2-3% above the industry average, driven by its
core MSME business and a growing secured retail book. Deposits grew keeping pace
with loan expansion, and it aims to maintain a C/l ratio of 48-50%. NIM is also
expected to remain stable ~3.5-3.6%, aided by lower cost of deposits and repricing
benefits. Asset quality remains solid, with gross NPA at 2.42% and net NPA below 1%,
and recoveries expected to exceed slippages for the next few quarters. The bank is
also diversifying into renewable energy financing with IFC support and plans to build a
INR 25,000 Mn green loan book in the next 2—3 years. We expect that strong growth
healthy margins, and stable returns may remains sustain, keeping ROA near 1.5%+ in
FY26. We upgrade our rating on the stock to BUY with a target price of INR 287,
valuing the bank at P/ABV of 1.56x FY28E ABV.

Financial Snapshot:

Particulars (INR Cr FY23 FY24 FY25E FY26E FY27E FY28E
NII 2,163 2,123 2,316 2,887 3,285 3,734
PPOP 1,818 1,517 1,679 2,278 2,594 3,170
PAT 937 1,016 1,124 1,399 1,591 2,014
NIM (%) 3.5 3.7 3.6 3.6 3.7 3.7
RoA (%) 1.5 1.5 1.5 1.7 1.7 1.9
RoE (%) 134 128 126 138 136 15.0
P /ABV (x) 2.7 2.3 2.0 1.7 1.5 1.3

Source: Arihant Research, Company Filings
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Quarterly Result Update (INR Mn) Q2FY26 Q1FY26 Q2FY25 Q-0-Q
Interest Income 16,531 16,053 14,339 3.0% 15.3%
Interest Expended 9,866 9,800 8,515 0.7% 15.9%
Net Interest Income 6,665 6,253 5,825 6.6% 14.4%
Other Income 2,591 2,439 2,263 6.3% 14.5%
Operating Income 9,257 8,692 8,088 6.5% 14.4%
Operating Expenses 4,551 4,182 3,806 8.8% 19.6%
Employee Expenses 2,244 2,006 1,835 11.8% 22.2%
Other Operating Expenses 2,307 2,176 1,971 6.0% 17.1%
PPOP 4,706 4,509 4,282 4.4% 9.9%
Provisions 570 700 700 -18.6% -18.6%
PBT 4,136 3,809 3,582 8.6% 15.5%
Tax Expenses 850 750 730 13.3% 16.4%
Net Income 3,286 3,059 2,852 7.4% 15.2%

Balance Sheet Analysis

Advances 5,66,809 5,40,203 4,77,715 4.9% 18.7%
Deposits 6,94,860 6,57,345 5,73,691 5.7% 21.1%
CASA Deposits 1,95,369 1,79,505 1,68,934 8.8% 15.6%
CASA (%) 28.12% 27.31% 29.45% 81bps -133bps
CAR (%) 21.68% 23.10% 22.98% -142bps -130bps
NIMs (%) 3.63% 3.54% 3.67% 9bps -4bps
Cost of Funds 4.77% 4.96% 4.80% -19bps -3bps
Yield on Average Advances 9.66% 9.81% 9.70% -15bps -4bps

Asset Quality

GNPA 13,932 16,170 17,255 -13.8% -19.3%
NNPA 5,129 6,346 7,750 -19.2% -33.8%
GNPA (%) 2.42% 2.99% 3.54% -57bps -112bps
NNPA (%) 0.90% 1.20% 1.62% -30bps -72bps
Provision Coverage Ratio 82% 79% 71% 300bps 1100bps

Returns & Expenses

RoA 1.59% 1.56% 1.59% 4bps Obps
RoE 13.35% 12.85% 12.93% 50bps 42bps
Cost / Income Ratio 49.16% 48.12% 47.06% 104bps 210bps

Source: Arihant Research, Company Filings
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Q2FY26 Conference Call Highlights:
Asset Quality:

* Gross NPA declined to 2.42% in Q2FY26, improving from 2.99% in Q1FY26 and 3.54% in Q2FY25,
reduction of 112 bps YoY.

* Net NPA declined to 0.90% in Q2FY26, down from 1.62% in Q2FY26, falling below 1% for the first time
in 46 quarters.

* Totalslippages in Q2FY26 stood at INR 1,560 Mn, while recoveries were significantly higher at INR
3,030 Mn ,comprising INR 2,500 Mn from live NPA accounts and INR 530 Mn from technical write-offs
resulting in a negative credit cost for the quarter.

* SMA-2 declined to 1.34% of total advances in Q2FY26, compared to 2.03% in Q2FY25.

* PCR including technical write-offs improved to 82% in Q2FY26 from 75% in Q2FY25, while PCR
excluding technical write-offs rose to 63% from 55% last year.

Highlights

* NIM improved to 3.63%in Q2FY26 from 3.54% in Q1FY26, supported by faster repricing of deposits
and stable gold loan yields.

* MSME continues to be the key growth driver, while the secured retail portfolio is expanding steadily
with the addition of new verticals.

* The gold loan portfolio remains on fixed rates, with retail gold loan yields ~ 11% and agricultural gold
loan yields at ~ 10%.

* Bank continues to expand with roughly 75 new branches added per year.
* The strategic partnership with IFC, involving a USD 50 Mn term loan, will support the bank’s transition
to renewable energy financing and is expected to help build a INR 25,000 Mn portfolio over the next 2—

2.5 years.

* The cost of deposits declined sharply to 5.71% in Q2FY26, down 24 basis points QoQ, driven by the
repricing of high-cost term deposits.

* The cost-to-income ratio stood at around 49% in H1FY26 and is expected to remain within the 48-50%
range for FY26.

* The secured retail vertical, launched after the BCG project, has now reached the break-even point and
is expected to start contributing to ROA from FY27 onward.

* Technology expenses remain at ~ 15-20% of operating costs, in line with the industry average.
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City Union Bank Ltd.

Key Financials

Income Statement

Income Statement (Rs Cr) 2023 2024 2025A 2026E 2027E 2028E
Interest Earned 4714 5271 5834 6860 7779 8824
Interest Expended 2552 3147 3518 3973 4494 5090
Net Interest Income 2163 2123 2316 2887 3285 3734
Other Income 810 742 898 913 946 1201
Fee Income 63 95 105 121 140 162
Treasury Income 0 0 483 642 606 819
Operating Income 2973 2865 3214 3799 4231 4935
Other Expenses 166 202 802 898 1006 1127
Employee Expenses 530 614 733 623 631 638
Profit before provision & tax 1818 1517 1679 2278 2594 3170
Provisions and Contingencies 641 286 262 408 468 478
Profit Before Tax 1177 1231 1417 1869 2126 2692
Provision for tax 240 215 293 471 535 677
Exp. Items 0 0 0 0 0 0
Profit After Tax 937 1016 1124 1399 1591 2014
Balance Sheet

Balance Sheet (Rs Cr) 2023 2024 2025 2026E 2027E 2028E
Sources of funds
Share Capital 74 74 74 74 74 74
Total Reserves 7383 8327 9393 10791 12382 | 14397
Shareholder's Fund 7457 8401 9467 10866 | 12457 | 14471
Deposits 52398 | 55657 | 63526 71239 80713 | 91536
Borrowings 4688 4724 2169 2343 2530 2733
Other Liabilities & provisions 2051 2044 2461 2621 2937 3277
Total Liabilities 66594 | 70825 | 77622 87067 | 98636 | 112015
Application of Funds
Cash & Bank 6649 6944 5291 10728 10381 9838
Investments 14333 | 15664 | 17336 12861 14570 | 16522
Advances 43053 | 45526 | 52081 59893 68877 | 79209
Fixed Assets 239 270 322 359 401 447
Other Assets 2320 2422 2593 3319 4248 5438
Total Assets 66595 | 70826 | 77623 87160 | 98477 | 111453
Source: Arihant Research, Company Filings
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City Union Bank Ltd.

Ratios %
Operational Ratios (%) 2023 2024 2025 2026E 2027E 2028E
Asset Quality
Gross NPA 4.4 40 3.1 2.6 2.2 1.8
Net NPA 24 2.0 1.2 1.0 1.0 1.1
PCR 69.0 72.0 78.0 76.0 74.0 74.0
Growth
Advances Growth 6.7 5.7 14.4 15.0 15.0 15.0
Deposit growth 9.9 6.2 14.1 12.1 13.3 13.4
Net Profit Growth 23.3 8.3 10.6 24.5 13.7 26.6
Liquidity
C-D Ratio 82.2 81.8 82.0 84.1 85.3 86.5
CASA 29.9 30.6 285.2 29.0 28.1 27.3
Capital Adequacy 22.3 23.7 23.8 22.7 22.6 22.8
Efficiency
Cost Income Ratio 38.9 47.1 47.8 40.0 38.7 35.8
Operating Costs to Assets 1.7 1.9 2.0 1.7 1.7 1.6

Valuation Ratios (%)

Spread Analysis

Yield on Advances 9.2 94 9.6 9.7 10.0 10.0
Yield on Investments 6.3 6.4 6.5 85 85 85
Cost of Funds 4.6 5.0 5.6 5.7 5.7 5.7
Cost of Deposits 4.6 54 59 5.8 5.8 5.8
NIM 35 3.7 3.6 3.6 3.7 3.7
Interest Spread 4.6 44 4.0 4.0 4.3 4.3
Profitability

ROE 13.4 12.8 12.6 13.8 13.6 15.0
ROA 15 15 15 1.7 1.7 1.9
Earnings Per Share (Rs) 12.7 13.7 15.2 18.9 21.5 27.2
Adjusted Book Value (Rs) 86.9 101.3 119.3 138.4 159.0 183.7
Valuation

P /EPS (x) 18.6 17.2 15.6 125 11.0 8.7
P/ABV (x) 2.7 23 2.0 1.7 15 13

Source: Arihant Research, Company Filings
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Disclaimer: This disclosure statement is provided in compliance with the SEBI Research Analyst Regulations, 2014.
Arihant Capital Markets Limited (ACML) is a registered stockbroker, merchant banker, and research analyst under
SEBI, and is also a Point of Presence with the Pension Fund Regulatory and Development Authority (PFRDA). ACML is
registered with SEBI with Research Analyst Registration Number INHO00002764, Stock Broker Registration Number
INZ000180939, and is a Trading Member with NSE, BSE, MCX, NCDEX, and a Depository Participant with CDSL and
NSDL.

ACML and its associates may have business relationships, including investment banking, with companies covered by
its Investment Research Department. The analysts of ACML, and their associates, are prohibited from holding a
financial interest in securities or derivatives of companies they cover, though they may hold stock in the companies
they analyze. The recommendations provided by ACML's research team are based on technical and derivative
analysis and may differ from fundamental research reports.

ACML confirms that neither it nor its associates have a financial interest or material conflict concerning the
companies covered in the research report at the time of publication. Furthermore, ACML, its analysts, and their
relatives have no ownership greater than 1% in the subject companies as of the month prior to publication. ACML
guarantees that the compensation for its research analysts is not influenced by specific securities or transactions.

ACML affirms that neither the analyst nor the company has served as an officer, director, employee, or engaged in
market-making activities for any of the subject companies. Additionally, the research report does not reflect any
conflict of interest and is not influenced by specific recommendations made. Neither ACML nor its analysts have
received compensation for investment banking or brokerage services from the subject companies in the last 12
months.

The views expressed in this report are those of the analysts and are independent of the proprietary trading desk of
ACML, which operates separately to maintain an unbiased stance. Analysts comply with SEBI Regulations when
offering recommendations or opinions through public media. The report is intended for informational purposes only
and is not an offer or solicitation for the purchase or sale of securities.

This report, which is confidential, may not be reproduced or shared without written consent from ACML. It is based
on publicly available data believed to be reliable but has not been independently verified, and no guarantees are
made about its accuracy. All opinions and information contained in the report are subject to change without notice.
ACML disclaims liability for any losses resulting from reliance on this report. The report does not constitute an offer
to buy or sell securities, and ACML is not responsible for the risks involved in investments. ACML and its affiliates may
have positions in the securities discussed or hold other financial interests in them.

The distribution of this report in certain jurisdictions may be restricted by law, and the report is not intended for
distribution where it would violate local laws. Investors are advised to consider their financial position, risk tolerance,
and investment objectives before engaging in transactions, particularly in high-risk financial products such as
derivatives.

ACML reserves the right to modify this disclosure statement without prior notice. The report has been prepared
using publicly available information and internally developed data, though ACML does not guarantee its
completeness or accuracy. Historical price data for securities can be accessed via official exchanges like NSE or BSE.
ACML and its affiliates may conduct proprietary transactions or investment banking services for the companies
mentioned in this report. In compliance with SEBI regulations, ACML maintains comprehensive records of research
reports, recommendations, and the rationale for those recommendations, which are preserved for at least five years.
An annual compliance audit is conducted by a member of the ICAI or ICSI to ensure adherence to applicable
regulations. This report is issued in accordance with applicable SEBI regulations and does not guarantee future
performance or returns.
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