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The Background… 
 
It all began with the Reserve Bank of India (RBI) placing the United Western Bank (UWB) under 
moratorium on September 2, 2006, citing poor financials and the need to protect depositors. The 
move by RBI came on the back of UWB’s capital to risk weighted assets ratio (CRAR), or more 
commonly referred to as CAR, turning negative, while its bad loans had risen to a level that was 
much higher than that of its peers. According to a statement by the RBI, "The bank was also unable 
to come up with any credible plan to raise fresh capital to bring its CRAR to the prescribed level." 
As per the RBI, the moratorium, which came into effect on September 2, 2006 afternoon, would last 
until December 1 2006, or earlier, if alternative arrangements were made. 
  
In response to RBI’s statement that it would consider various options, including merging United 
Western with another bank in order to protect public deposits close to Rs. 65 bn, a number of banks 
have either submitted their Expression of Interest (EoI) or are meeting within the next few days for 
gaining the approval from their respective boards for submitting the EoI. The names of the banks that 
have submitted or are about to submit the EoI include: 
 
Public Sector Banks (PSBs) – Andhra Bank, Canara Bank, IDBI, Allahabad Bank,                          
                                                           Corporation Bank 
 
Private Sector Banks (Pvt. SBs) – ICICI Bank, Federal Bank 
 
Foreign Banks (FBs) - Stanchart Bank, Citibank 
 
Cooperative Bank: Saraswat Co-op Bank 
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The ringmaster holds the whip 
 
But the takeover game can hardly be simple. As a regulator of the Indian banking sector, the RBI, 
which has put UWB on moratorium, will rely on its internal expertise to select the ideal candidate, or 
in other words, decide on the right bank where UWB would fit in perfectly after its takeover.  
 
We have our own take on this takeover story, which takes into account the RBI’s earlier stance 
during a similar situation (the case of the ailing GTB that was handed over to OBC), the present state 
of policy direction at the RBI (in terms of focus on asset quality and stricter branch licensing policy) 
and the future road map of banking in India (where 
foreign banks will be allowed to act freely only after 
2009). We have done a quick analysis, which looks 
more at the macro factors than the micro factors, to 
identify the winner in the race for the takeover of 
UWB. And our analysis has picked IDBI as the 
potential winner, which will amalgamate UWB with 
itself. We think that the “UWB takeover game” is 
more likely to be a rejection process than a selection 
process, as many of the potential bidders will be able 
to more or less satisfy the basic criteria. We have, 
therefore, tried to analyse as to why these potential 
bidders will eventually fall out of the race. And here’s 
what we think: 

We think that the “UWB takeover 
game” is more likely to be a 

rejection process than a selection 
process, as many of the potential 

bidders will be able to more or less 
satisfy the basic criteria. We have, 

therefore, tried to analyse as to why 
these potential bidders will 

eventually fall out of the race 
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Who will impress the ringmaster 
the most? 

 

Foreign Banks:  
 
In “the roadmap for presence of foreign banks in India and guidelines on ownership and 
governance in private sector banks,” the RBI has clearly stated that in the first phase between 
March 2005 and March 2009, foreign banks will be permitted to establish a presence by way of 
setting up a wholly owned subsidiary (WOS), or the conversion of existing branches into a WOS. 
The WOS will have a minimum capital requirement of Rs. 300 crores (Rs.3 bn) and will be treated 
on a par with the existing branches of foreign banks for branch expansion, with flexibility to go 
beyond the existing WTO commitments of 12 branches a year and preference for branch 
expansion in under-banked areas.  
 
Hence, if we go by the above guidelines, foreign banks initially do not appear to stand much of a 
chance with the RBI. But the catch lies in the line that has been inserted in the guidelines, which 
says, “during this phase, permission for acquisition of share holding in Indian private sector banks 
by eligible foreign banks will be limited to banks identified by the RBI for restructuring. The RBI 
may if it is satisfied that such investment by the foreign bank concerned will be in the long term 
interest of all the stakeholders in the investee bank, permit such acquisition”. And it is based on this 
logic that Stanchart and Citibank have put forward their proposals for UWB’s takeover. But foreign 
banks bidding for UWB will have to fight it out with a slew of PSBs, as well as the old and new 
PvtSBs, who have also put forward their bid to takeover UWB.   
 
Private Sector Banks (PvtSBs): 
 
The most lucrative part of the deal for any bank taking over UWB will be its extensive branch 
network, which comprises of 238 branches spread across 9 states, although most are significantly 

concentrated in Western Maharastra. The 
importance of such an extensive branch 
network has assumed centre stage, given 
the stricter norms on branch licensing by 
the RBI, of late. While PSBs still enjoy 
widespread reach in terms of branches, 
the old and new aged PvtSBs are finding 
it difficult to grow their business in the 
absence of new branch rollouts, due to 
new branch licensing norms, which are 
getting stricter with each passing day. 
Hence, for any old or new PvtSBs, UWB 
matters more in terms of its branch 
network, which has become the most 
critical and scarce input for driving 
business growth for any bank under the 

present circumstances. Logically then, the private banks that desperately need branches will be the 
one to bid aggressively bid for UWB. And so far, the Federal Bank (old aged PvtSBs) and ICICI 
Bank (new aged PvtSBs) have already put in their EoIs to takeover UWB. 

The most lucrative part of the deal for any bank 
taking over UWB will be its extensive branch 

network, which comprises of 238 branches spread 
across 9 states, although most are significantly 

concentrated in Western Maharastra. The 
importance of such an extensive branch network 

has assumed centre stage, given the stricter norms 
on branch licensing by the RBI, of late… 

… for any old or new PvtSBs, UWB matters more 
in terms of its branch network, which has become 

the most critical and scarce input for driving 
business growth for any bank under the present 

circumstances 
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Public Sector Banks (PSBs): 

So far, five PSBs have submitted their EoIs for UWB. And within any category of banks, this forms 
the highest number of bidders. While UWB’s branch network assumes greater importance for 
PvtSBs and FBs, it is the bank’s geographical coverage that has kept the interest alive for PSBs. On a 
larger scale, the banking operations of all those PSBs, which have 
so far submitted their EoIs, are more or less restricted to one or 
the other part of the country. For instance, Andhra Bank has a 
larger presence in the Andhra region and the Eastern coast of 
India, while Allahabad Bank has a major presence in Eastern 
India and Canara Bank enjoys a major presence in Southern India. 
Hence, to our mind, apart from branch networking, geographical 
synergy also seems to be driving the PSB bids for UWB. 
 

And for another PSB viz. IDBI, taking over UWB could 
mean a lot. The most important benefit to IDBI from 
UWB’s takeover would, of course, be the much needed 
branch network for supporting a balance sheet size of 
close to Rs 885 bn., against which IDBI has merely 171 
branches, as at the end of FY06. The table below gives a 
comparison of the balance sheet size of other PSBs and 
their respective branch networks.  
 

 
 

What does number of Branches and Balance Sheet size suggests: 

  Number of  Balance sheet Size 

  Branches ATMs Employees  Total Assets (Rs mn)

UWB 242 75 NA 71,670 

PSU Banks         

Allahabad Bank 1,999 192 19,134 552,919 

Andhra Bank 1,339 412 14,028 406,733 

Canara Bank 2,532 815 46,893 1,328,218 

Corporation Bank 835 901 11,325 405,064 

IDBI 171 377 4,548 885,648 

UCO Bank 1,744 93 24,622 618,394 

Private Banks         

ICICI Bank 614 2,200 25,384 2,520,587 

Federal Bank 480* 282* NA 168210* 

Foreign Banks         

CITI Bank NA NA NA NA 

STANCHART NA NA NA NA 

   * as at the end of FY05, rest all figures are as at the end of FY06 
 

To our mind, apart from 
branch networking, 

geographical synergy also 
seems to be driving the PSB 

bids for UWB 
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the end of FY06 
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And the second synergy relates to the fallout of IDBI’s conversion from a Development Financial 
Institution (DFI) to a Commercial Bank (CB). With its conversion from a DFI to a CB, most of 

IDBI’s liabilities are still in the form of borrowings (58% as on 
FY06), which need to be replaced by low cost deposits in 
order for it to succeed in the long run and to also reflect the 
true characteristics of a commercial bank. And with UWB’s 
takeover, IDBI may get that much needed deposit franchise to 
alter its deposit borrowing mix in its existing balance sheet in 
the favour of deposits.   
 
 
 

Cooperative Banks: 
 
The most surprising bid for UWB came from one of the strongest cooperative banks in India, 
Saraswat Co-op Bank. Saraswat, a multi-state co-op bank with operations in Maharashtra, Goa, 
Karnataka, Gujarat, and Madhya Pradesh, has a total of 86 branches. Sarwaswat’s proposal 
seems to be unique as it marks the first time that a cooperative bank has shown interest in taking 
over an old age PvtSB. However, we think that the presence of big players among the PSBs, PvtSBs 
as well as the FBs category will hardly leave any scope for cooperative banks. And as Saraswat Co-
op Bank also has major presence in the state of Maharashtra, there could be overlapping of branches 
if Saraswat Co-op Bank goes ahead. 
 
Consortium of SICOM, Maharashtra Government and HDFC: 
 
This one is the Dark Horse in this race. HDFC has also joined the race fir UWB by submitting its bid 
along with the Maharashtra state government and SICOM. The trio will invest up to Rs.3.5 bn ($76 
mn) to revive the troubled UWB. HDFC has indicated that it will invest up to Rs. 700 mn. The 
Maharashtra government and the state-run developer SICOM Ltd., which owns 10.4% of UWB, will 
pump in the balance, with State of Maharashtra pumping in Rs. 2100 mn and another Rs. 700 mn 
will by infused by SICOM. One of UWB’s largest shareholders, SICOM has been a strategic 
investor in the bank since its very inception. The joint bid by the Maharashtra state government 
appears more to do with the powerful local politicians, for whom UWB is a sensitive issue, given its 
top clients who are farmers in the sugarcane regions of Maharashtra. This consortium, with the 
backing of the powerful state and its politicians, and supported by the credibility of HDFC for 
professional governance, will surely have a significant influence on any decision made by the 
RBI.  

With UWB’s takeover, IDBI 
may get that much needed 

deposit franchise to alter its 
deposit borrowing mix in its 
existing balance sheet in the 

favour of deposits 
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What does UWB’s shareholding 
pattern suggest? 

UWB’s shareholding pattern from September 30, 2004 to June 30, 2006 suggests that it is the 
individual and the “other” category, which will suffer the most due to the bank being put under 
moratorium by the RBI. The other category includes corporate bodies, NRIs/PIOs and others. There 
is some relief in the reduction in the individual’s stake to the present 54.9% from a high of 62.2% as 
on September 30, 2004. The shareholding pattern also suggests that some purchase by the FIIs took 
place during the last two quarters, indicating that this must have been in anticipation of a change in 
UWB’s management, as its financials could have hardly been criteria for any FII to invest in the 
stock.  

It’s retail investor again, who seem to be on losing side: 

 Banks/FI Promoter FII Individuals Others 
30-Jun-06 14.2% 0.02% 2.0% 54.9% 28.9% 
31-Mar-06 14.7% 0.02% 1.8% 57.7% 25.8% 
31-Dec-05 17.8% 0.02% 0.0% 56.8% 25.5% 
30-Sep-05 17.8% 0.02% 0.0% 59.0% 23.2% 
30-Jun-05 16.0% 0.02% 0.0% 59.5% 24.4% 
31-Mar-05 16.2% 0.03% 0.0% 59.4% 24.3% 
31-Dec-04 16.4% 0.02% 0.0% 60.6% 22.7% 
30-Sep-04 17.1% 0.02% 0.0% 62.2% 20.5% 

 
 
 

About UWB 
 
Incorporated in 1936, United Western Bank Limited is one of the largest and oldest private sector 
commercial banks in India.  In 1951, UWB acquired the status of a Scheduled Bank. A series of 
mergers followed – the Union Bank of Kolhapur in 1956 and the Satara Swadeshi Commercial Bank 
Limited, in 1961. This, and the progressive policies of the bank, resulted in UWB acquiring status 'B' 
class Bank in 1969 and 'A' class Bank in 1974. 
 
The bank's 242 branches, spread over 47 districts in 9 states, are controlled by five zonal Offices. It 
has a very strong network of branches in Maharashtra, which is one of the most developed states in 
India. UWB’s network presents a significant business opportunity in both industrial (read SME 
financing, etc.), as well as agricultural activity in terms of loan disbursal, trade finance, and also 
provides a base to garner low cost CASA deposits.  
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Basic statistics of UWB and the  
potential bidders 

 

  
Loans  

(Rs mn) 
Deposits  
(Rs mn) 

Total Assets  
(Rs mn) 

Cap Ade Ratio  
(in %) 

UWB 40,063 64,802 71,670 0.65%** 

PSU Banks         

Allahabad Bank 300,610 485,000 552,919 13.4% 
Andhra Bank 221,004 33,924 406,733 14.0% 
Canara Bank 794,260 1,168,030 1,328,218 11.2% 
Corporation Bank 239,624 328,765 405,064 13.9% 
IDBI 527,391 260,009 885,648 14.8% 
UCO Bank 373,776 545,437 618,394 11.1% 

Private Banks         

ICICI Bank 1,461,631 1,650,832 2,520,587 13.4% 
Federal Bank 88226* 151929* 168210* 13.8% 

Foreign Banks         

CITI Bank NA NA NA NA 
STANCHART NA NA NA NA 

  *  As at the end of FY05 

**  As on Q1FY07, rest of the figures are as at the end of FY06 
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IMPORTANT DISCLOSURES 
 

Price Target 
 
Price targets (if any) are derived from a subjective and/or quantitative analysis of financial and non 
financial data of the concerned company using a combination of P/E, P/Book, Dividend Yield, 
earnings growth, Dividend Discount Model and its stock price history.  

 
The risks that may impede achievement of the price target/investment thesis are -   

1) The future profitability and revenue growth of Indian banks is dependent on the country’s 
macro economic factors. Hence, any slowdown in the growth rate of the Indian economy or 
the major change in the economic factor may change our recommendations. 

 
2) The competition in Indian banking space has increased of late and this has resulted in more 

aggressive pricing of the products by the banks however this may result in lower margins and 
higher level of NPAs in the future also.   

 
3) Higher interest rates may adversely impact the bank’s profitability.  
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Rating system of First Global 

Our rating system consists of three categories of ratings: Positive, Neutral and Negative. Within each 
of these categories, the rating may be absolute or relative. When assigning an absolute rating, the 
price target, if any, and the time period for the achievement of this price target, are given in the 
report. Similarly when assigning a relative rating, it will be with respect to certain market/sector 
index and for a certain period of time, both of which are specified in the report. 

Rating in this report is relative to: CNX Nifty 50 Index 

Positive Ratings 
 

(i) Buy (B) – This rating means that we expect the stock price to move up and achieve our specified 
price target, if any, over the specified time period. 
(ii) Buy at Declines (BD) – This rating means that we expect the stock to provide a better (lower) 
entry price and then move up and achieve our specified price target, if any, over the specified time 
period.     

(ii) Outperform (OP) – This is a relative rating, which means that we expect the stock price to 
outperform the specified market/sector index over the specified time period. 

 

Neutral Ratings 
 

(i) Hold (H) – This rating means that we expect no substantial move in the stock price over the 
specified time period.   

(ii) Marketperform (MP) – This is a relative rating, which means that we expect the stock price to 
perform in line with the performance of the specified market/sector index over the specified time 
period. 

 
Negative Ratings 

 
(i) Sell (S) – This rating means that we expect the stock price to go down and achieve our specified 
price target, if any, over the specified time period.   

(ii) Sell into Strength (SS) – This rating means that we expect the stock to provide a better (higher) 
exit price in the short term, by going up. Thereafter, we expect it to move down and achieve our 
specified price target, if any, over the specified time period.     

(iii) Underperform (UP) – This is a relative rating, which means that we expect the stock price to 
underperform the specified market/sector index over the specified time period. 

(iv) Avoid (A) – This rating means that the valuation concerns and/or the risks and uncertainties 
related to the stock are such that we do not recommend considering the stock for investment 
purposes. 
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