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1010 Results: Quantitatively Fine; Qualitative Decline

1Q11 profits up 36%; 6% above our estimates — Union’s 1Q11 profits increased
36% yoy and were sustained by its strong loan growth (+30% yoy), higher NIMs
(+74bps yoy) and sharply lower loan loss charges. However, qualitatively, we
believe all was not so well — pains of growing were beginning to show up in NIM
pressure (down 34bps goq, higher than peers), decline in fee income growth,
increase in operating costs (mostly permanent) and higher delinquencies. While
the numbers look good, we believe, qualitatively this is a modest quarter.

P&L: NIMs off peak, costs high, but watch for credit costs — Union’s NIMs have
fallen sharply (-34bps goq) from their peak in 4Q10, core fee income growth
dropped to 10% yoy (management though confident of regaining momentum) and
operating costs increased 46% yoy (some one-offs in employee costs, but we
believe largely recurring). This was, however, offset by higher trading gains goq
and a sharp decline in loan loss charges (sharply lowering coverage levels). We
believe it raises income volatility going forward and, coupled with management
guidance of delinquencies peaking in 2Q, could impact earnings meaningfully.

Balance sheet: Growth, but watch the quality — Union’s loan growth remains
strong (+30% yoy), broad based and management maintains its 25% guidance for
FY11. Its deposit franchise has sustained with improved CASA levels of 32%.
However, we believe a rise in delinquencies (2.6% annualized) and lower
coverage levels imply lesser cushion to absorb likely NPL pressures. Management
guides to some pressures in 2Q — but improving thereafter, maintains its full-year
guidance of 2.1% NPLs (2.2% currently).

Maintain Sell: Good earnings profile but at risk of higher delinquencies — Union’s
overall return profile remains above most peers, but its higher valuations and
near-term risk from higher delinquencies suggest downside pressures.
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Figure 1. Statistical Abstract

Year to Net Profit  FD EPS  EPS Growth P/E  P/BV  RoAE  ROAA DivYid
March (Rs Mils.) (Rs) (%) (X) (X) (%) (%) (%)
FY08 13,870 21.5 641 117 2.9 22.1 1.2 1.2
FY09 17,266 34.2 24.5 9.4 2.3 21.5 1.2 1.6
FY10E 19,435 38.5 12.6 8.3 1.9 20.3 1.1 1.6
FYL1E 23,563 46.6 21.2 6.9 1.5 20.6 1.2 1.7
FY12E 27,123 53.7 15.1 6.0 1.2 19.9 1.2 1.7

Source: Citi Investment Research and Analysis estimates
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Fiscal year end 31-Mar 2008 2009 2010E 2011E 2012E
Valuation Ratios

P/E adjusted (x) 11.7 9.4 8.3 6.9 6.0
P/E reported (x) 11.7 9.4 8.3 6.9 6.0
P/BV (x) 2.2 1.9 1.6 1.3 1.1
P/Adjusted BV diluted (x) 2.9 2.3 1.9 1.5 1.2
Dividend yield (%) 1.2 1.6 1.6 1.7 1.7
Per Share Data (Rs)

EPS adjusted 27.46 34.18 38.48 46.65 53.70
EPS reported 27.46 34.18 38.48 46.65 53.70
BVPS 145.47 173.04 205.94 246.51 294.14
Tangible BVPS 145.47 173.04 205.94 246.51 294.14
Adjusted BVPS diluted 111.33 139.66 172.56 213.14 260.76
DPS 4.00 5.00 5.00 5.50 5.50
Profit & Loss (RsM)

Net interest income 28,537 38,136 38,250 48,834 56,491
Fees and commissions 3,010 3,133 3,697 4,140 4,637
Other operating Income 10,187 11,693 16,273 15,279 17,031
Total operating income 41,733 52,961 58,220 68,254 18,159
Total operating expenses -15,930 -22,141 -24,012 -26,863 -29,833
Oper. profit bef. provisions 25,803 30,820 34,207 41,390 48,326
Bad debt provisions -6,652 -6,266 -5,442 -6,728 -8,578
Non-operating/exceptionals -b47 -989 -1,000 -1,000 -1,000
Pre-tax profit 18,604 23,566 217,165 33,662 38,748
Tax -4,734 -6,300 -8,329 -10,099 -11,624
Extraord./Min. Int./Pref. Div. 0 0 0 0 0
Attributable profit 13,870 17,266 19,435 23,563 21,123
Adjusted earnings 13,870 17,266 19,435 23,563 27,123
Growth Rates (%)

EPS adjusted 64.1 24.5 12.6 21.2 15.1
Oper. profit bef. prov. 19.7 19.4 11.0 21.0 16.8
Balance Sheet (RsM)

Total assets 1,239,919 1,609,755 1,826,216 2,111,546 2,456,541
Avg interest earning assets 1,102,470 1,388,503 1,680,514 1,929,314 2,241,614
Customer loans 762,110 986,256 1,128,149 1,325,136 1,570,225
Gross NPLs 16,578 19,235 20,642 21,735 24,630
Liab. & shar. funds 1,239,919 1,609,755 1,826,216 2,117,546 2,456,541
Total customer deposits 1,038,586 1,387,028 1,578,539 1,840,551 2,146,121
Reserve for loan losses 19,441 20,914 18,005 19,679 22,010
Shareholders' equity 13,417 87,404 104,023 124,519 148,574
Profitability/Solvency Ratios (%)

ROE adjusted 22.1 21.5 20.3 20.6 19.9
Net interest margin 2.59 2.75 2.28 2.53 2.52
Cost/income ratio 38.2 41.8 412 39.4 38.2
Cash cost/average assets 1.4 1.6 1.4 1.4 1.3
NPLs/customer loans 2.2 2.0 1.8 1.6 1.6
Reserve for loan losses/NPLs 117.3 108.7 87.2 90.5 89.4
Bad debt prov./avg. cust. loans 0.9 0.7 0.5 0.5 0.6
Loans/deposit ratio 734 71.1 715 72.0 73.2
Tier 1 capital ratio 1.5 8.2 7.6 8.0 8.4
Total capital ratio 12.5 133 11.8 11.9 11.5
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Figure 2. Union Bank of India: 1011 Financial Highlights (Rupees Million, Percent)

1an 1010 YoY % 4010 000% CIRA Comments
Interest Income 36,859 31,753 16.1 35,617 3.5
Interest Expense -23,378 -23,737 -1.5 -21,656 8.0 107bps reduction in cost of funds
Net Interest Income 13,480 8,016 68.2 13,961 -3.4 Significant increase - largely due to funding cost gains, as
well as a strong loan growth
Fee-Based Income 2,800 3,197 -12.4 4,775 -41.4 Disappointing with loss of the healthy momentum exhibited
in recent quarters
Other Non-Interest Income 1,550 2,090 -25.8 150 933.3 Relatively subdued and in-line with most peers
Non Interest Income 4,350 5,287 -17.7 4,925 -11.7
Operating Income 17,830 13,303 34.0 18,887 -5.6
Operating Expenses (7,393) (5,429) 36.2 (7,411) -0.2 Sharp increase, much higher than peers, management says

includes one-offs for employee benfits - we believe partly
recurring e.g pension costs (Rs0.6bn every quarter)

Pre-Provision Profit 10,437 1,875 32.5 11,475 -9.0
Pre-Provision Profit (ex-trading gains 8,887 5,785 53.6 11,325 -21.5 Healthy, but slightly below estimates as cost rises
and one-offs) moderate an otherwise healthy revenue quarter
Charges for Bad Debts (1,090) (2,860) -61.9 (3,610) -69.8 Sharp reduction, but management warned of further
slippages, expecting it to peak next quarter

Other Operating Items (883) 957 NM 210 NM

Operating Profit 8,464 5,972 41.7 8,075 4.8

Pre-Tax Profit 8,464 5,972 41.7 8,075 4.8

Tax (2,450) (1,550) 58.1 (2,140) 14.5
Net Profit 6,014 4,422 36.0 5,935 1.3 Overall, a reasonable quarter but incrasing pains on NIMs
and asset quality starting to show

EPS 11.91 8.76 36.0 11.75 1.3

DPS 0.0 0.0 NM 5.5 NM
Customer Loans 1,247,430 960,260 29.9 1,212,490 2.9 Strong growth and management conitnues to maintain its
targeted 25% growth this year
Customer Deposits 1,714,840 1,438,890 19.2 1,700,400 0.8 CASA deposits are sustained at 32.5% and can be a key
support in a rising rate environment

AIEA 1,778,917 1,398,222 27.2 1,654,110 1.5

AIBL 1,707,620 1,412,960 20.9 1,605,625 6.4

Total Assets 2,013,757 1,678,131 20.0 1,990,576 1.2

Avg Assets 2,002,166 1,648,242 21.5 1,930,246 3.7

Risk-Weighted Assets 0 0 NM 0 NM

Avg RWA 0 0 NM 0 NM
Non-Performing Loans (NPL) 27,356 18,740 46.0 26,709 2.4 Largely stable - though management suggests more
deterioration likely in 2Q; will be watched keenly
Loan Loss Reserves (LLR) (15,860) (11,970) 32.5 (17,056) -7.0 some reduction in coverage levels - has significantly come
down form a year ago

Shareholders’ Funds 93,580 77,921 20.1 88,078 6.2

Book Value Per Share 185.3 154.3 20.1 174.4 6.2

Key Ratios (%) 1an 1010 Bps A YoY 4010 Bps A 0oQ

ROAA (annualized) 1.20 1.07 13 1.23 -3

ROAE (annualized) 25.71 22.70 301 26.95 -125
Net Interest Margin (bps) 303 229 74 338 -34  Pressures of high growth and rising interest rates starting
to show - has long been Union's Achilles Heel
Fee Inc/Operating Income 15.7 24.0 -833 25.3 -958  Fee income momentum moderating - though management
confident of 30% growth for FY11

Other Non-Interest Inc/Op Inc 24.4 39.7 -1535 26.1 -168
Op. Cost/ Operating Income 41.5 40.8 66 39.2 222 Has remained in-line; though pressures clearly evident and
is partly recurring

Loan-to-Deposit Ratio (LDR) 12.7 66.7 601 71.3 144
NPL/Loan Ratio 2.19 1.95 24 2.2 -1 Management guides to 2.1% NPLs by March 2011

LLR/NPL Ratio 58 64 -590 64 -588
Reported LLR (Incl Techinical w/o0) 71 93 -2,155 74 -290 Continued decline in coverage levels - will make it
vulnerable to higher delinquencies near term

Amount of Technical w/o's included 12,451 73,611 -83.1 10,448 19.2

Source: Citi Investment Research and Analysis, Company




Union Bank Of India (UNBK.BO)
26 July 2010

Union Bank Of India

Company description

Union Bank is the seventh largest bank in India and sixth largest government
bank, with a large balance sheet size and diversified distribution network. It
currently has 2,821 branches and 2,127 ATMs spread across the country. Its
business is distributed across the country with a slight concentration in
Western India. Union Bank listed in 2002. A follow-on offer was transacted in
February 2006, with the government holding a 55% stake in the bank.

Investment strategy

We rate Union Bank Sell/Low Risk. Union has key strengths with its large
balance sheet and distribution, low operating costs (as a proportion of assets)
below industry average, good technology ahead of its peer group in
implementation, and a clean balance sheet with low gross and net NPLs
(improving above industry levels). However, the risks to Union lie in: 1) Its low
balance sheet liquidity, and the need to grow term deposits rapidly to fund loan
growth; 2) Its relatively lower capital cushion, which is likely to moderate asset
growth in a higher growth environment; 3) Its NIMs have been impacted
recently due to dependence on bulk deposits induced by the highly volatile
interest rate environment. We believe Union's current valuations are pricing in
most of the upside and leave little room for outperformance.

Valuation

Our target price of Rs275 is based on our EVA model, which we believe
captures the long-term value of the business and is a standard valuation
measure for our India banking coverage. We are factoring in a risk-free rate of
8.0%, with an industry average spread (200bps) and a longer term cost income
ratio of 37%. We also benchmark our target price ona 1.3x 1Yr Fwd PBYV,
which translates to a fair value of Rs293. We believe Union should trade at a
10% discount to the larger banks like SBI and PNB, due to: 1) its lower capital
cushion which is likely to cap upside in a higher growth environment; 2) its
modest deposit mix, which increases dependence on wholesale funding; and 3)
sharp increase in restructured assets. Additionally, Union's NIMs have come
under pressure and could remain subdued as its high cost bulk deposits are
likely to re-price with a lag. We use EVA as a primary methodology as we
believe it better adjusts for the relatively dynamic cost of capital, and as it is
usually the more conservative target price in a difficult interest rate
environment.

Risks

We rate Union Bank Low Risk, as opposed to the Medium Risk suggested by
our quantitative risk rating system, which tracks 260-day historical share price
volatility, given Union's large balance sheet, strong management and superior
return profile. Key upside risks which could sustain the shares above our target
price include: 1) continued low interest rate environment which could support
NIMs, 2) easing of asset quality pressures, 3) higher loan growth environment,
and 4) improvement in its deposit mix.
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The research analyst(s) primarily responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research
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analyst in this research report.
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Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Union Bank Of India.

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Union Bank Of India.

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking services from Union
Bank Of India.

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Union Bank Of India in the past
12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Union Bank Of India.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, securities-
related: Union Bank Of India.
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Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking revenues.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product
("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the
same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at
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Citi Investment Research & Analysis Ratings Distribution
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Citi Investment Research & Analysis Global Fundamental Coverage 54% 35% 12%
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Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings:

CIRA's stock recommendations include a risk rating and an investment rating.

Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S).

Investment ratings are a function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating.




Union Bank Of India (UNBK.BO)
26 July 2010
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more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-
Risk stocks, 109%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10%
or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target
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and Citibank N.A. is regulated by the Hong Kong Monetary Authority. The Product is made available in India by Citigroup Global Markets India Private Limited, which is
regulated by Securities and Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400-021. The Product is made available in Indonesia through PT Citigroup
Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any copy hereof may be distributed in
Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with applicable capital market laws and regulations.
This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been registered with the Capital Market and Financial Institutions
Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory of the Republic of Indonesia
or to Indonesian citizens through a public offering or in circumstances which constitute an offer within the meaning of the Indonesian capital market laws and regulations.
The Product is made available in Israel through Citibank NA, regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21
Ha'arba'ah St, Tel Aviv, Israel. The Product is made available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services
Authority. Foro Buonaparte 16, Milan, 20121, Italy. The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by
Financial Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange.
Shin-Marunouchi Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by Nikko Cordial Securities Inc. it is being so distributed
under license. In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Global Equities Online (GEO) website. If you
have questions regarding GEO, please call (81 3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea Securities Ltd., which is
regulated by Financial Services Commission and the Financial Supervisory Service. Hungkuk Life Insurance Building, 226 Shinmunno 1-GA, Jongno-Gu, Seoul, 110-061.
The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd, which is regulated by Malaysia Securities Commission. Menara Citibank, 165
Jalan Ampang, Kuala Lumpur, 50450. The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo
Financiero Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez,
06600 Mexico, D.F. In New Zealand the Product is made available through Citigroup Global Markets New Zealand Ltd. (Company Number 604457), a Participant of the New
Zealand Exchange Limited and regulated by the New Zealand Securities Commission. Level 19, Mobile on the Park, 157 Lambton Quay, Wellington. The Product is made
available in Pakistan by Citibank N.A. Pakistan branch, which is regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1.
Chundrigar Road, P.0. Box 4889, Karachi-74200. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc.,
which is regulated by Komisja Nadzoru Finansowego. Dom Maklerski Banku Handlowego S.A. ul. Chalubinskiego 8, 00-630 Warszawa. The Product is made available in the
Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the general banking license issued
by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets. Neither the
Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation
or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-
FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made available in Singapore through Citigroup
Global Markets Singapore Pte. Ltd., a Capital Markets Services Licence holder, and regulated by Monetary Authority of Singapore. 1 Temasek Avenue, #39-02 Millenia
Tower, Singapore 039192. The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., Singapore branch, a licensed bank in
Singapore that is regulated by Monetary Authority of Singapore. Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration
number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities
Exchange South Africa, South African Reserve Bank and the Financial Services Board. The investments and services contained herein are not available to private
customers in South Africa. The Product is made available in Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.
29 Jose Ortega Y Gassef, 4th Floor, Madrid, 28006, Spain. The Product is made available in Taiwan through Citigroup Global Markets Taiwan Securities Company Ltd.,
which is regulated by Securities & Futures Bureau. No portion of the report may be reproduced or quoted in Taiwan by the press or any other person. No. 1, Songzhi Road,
Taipei 110, Taiwan. The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission
of Thailand. 18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, Thailand. The Product is made available in Turkey through Citibank AS which is
regulated by Capital Markets Board. Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the "Materials")
are communicated by Citigroup Global Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and
regulated by the Dubai Financial Services Authority ("DFSA" to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail
Clients. A distribution of the different CIRA ratings distribution, in percentage terms for Investments in each sector covered is made available on request. Financial
products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties. The Product is made available in
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United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. This material may relate to investments or services
of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to where this may be the case are available upon request in
respect of this material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. The Product is made available in United States by Citigroup Global Markets
Inc, which is regulated by FINRA and the US Securities and Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU
Member States, the Product is made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority. Many European regulators require
that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of publication or distribution of investment
research. The policy applicable to CIRA's Products can be found at www.citigroupgeo.com. Compensation of equity research analysts is determined by equity research
management and Citigroup's senior management and is not linked to specific transactions or recommendations. The Product may have been distributed simultaneously, in
multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to be construed as providing investment services in any jurisdiction where
the provision of such services would not be permitted. Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in
price and/or value and investors may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could
equal or exceed the amount invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation
may be subject to change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other
risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared without taking
account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness of
the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to obtain the relevant
offer document for the product and consider it before making a decision as to whether to purchase the product.
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