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CMP : Rs. 113

Sector : Bank

Rating : Outperform
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Net Interest Income 23,743 27,902 32,181 38,402
Operating Income 28,688 34,768 39,423 46,375
Core Op. Profits 13,710 18,923 21,363 25,073
Net Profits 6,752 8,454 9,737 11,261
EPS (Rs.) 13.4 16.7 19.3 22.3
Book Value (Rs.) 81.0 93.7 117.4 134.5
Net NPAs (%) 1.6 1.0 0.9 0.8

Credit Growth 33.1 16.9 24.2 21.8
Deposits Growth 19.8 15.0 22.6 18.2
RoA 0.8 0.9 0.9 0.8
RoE 18.7 19.2 19.1 19.1
NIMs 3.1 3.0 2.9 2.9

GoI 55.4%

MF and FIIs 9%

Other 2.4%

FII 19.7

Public 13.5

Union Bk Nifty

Reason for report

Margins expected to be in the range of 2.9-3.0%

Credit quality in control; slippages at relatively lower

levels.

UBI's RoE are best amongst the peer banks

Lower than expected business growth and NIMs are the

key risk

Valuation

a) Revision of business growth targets, b) Earnings revisions
and c) Upgrading price target.

Union Bank has hiked rates by almost 250 bps over the
last 12 months in a bid to save its margins. More
importantly UBI intends to curb reliance on high cost
bulk deposits to fund its credit growth. Hence, overall we
expect the margins to sustain in the range of 2.9-3.0%.

UBI's gross and net NPA declined and stood at 2.94% and
0.96% respectively at end of FY07. Slippages also stood at
1.4% as compared to 1.8% in FY06. Favorable trend in
NPA is expected to continue in near to medium term
driven by better recoveries and lower slippages resulting
in lower credit cost.

UBI's RoE at 19% continue to be the best amongst the peer
banks. We expect the bank to maintain RoE at same levels
over the next couple of years.

Lower than expected growth in business volumes and
decline in NIMs owing to cost pressure are key risk to our
earnings estimates and valuation.

At CMP of Rs. 113, the stock trades at 1.0x (FY2008E) and
0.9x (FY2009E) its adjusted book value and 2.5x
(FY2008E) and 2.1x (FY2009E) its core operating profits.
We continue to maintain outperform rating on the stock.
We are revising our price target from Rs. 135 to Rs. 147 to
factor in revised earnings estimates

We are revising our financial forecast for FY08E

and introducing FY09E estimates based on our assessment

of industry growth in general and Union Bank (UBI) in

particular. Net interest margins (NIMs) of UBI are expected

to be in the corridor of 2.9-3.0% over the next couple of

years. This coupled with better business volumes would

enable the bank to deliver 19% average RoE and 15%

CAGR earnings growth during the period.
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Investment Arguments

NIMs likely to be in the range of 2.9-3.0%

We expect NIMs of UBI to be in the range of 2.9-3.0% over the next couple of years.
UBI has responded swiftly to rising rates by hiking PLR. Over the last 12 months it
has raised its PLR by 250 bps to 13.25%, which are amongst the highest in the state
owned banks. Moreover, it intends to reduce the dependence on the high cost bulk
deposits and grow its retail deposits portfolio to fund the credit growth. CASA has
improved in last 12 months by almost 200 bps to 34.5%, we expect the CASA ratio
to further improve by 100-150 bps over the next couple of years.

Chart 1: Movement in NIMs (TTM)                            Chart 2: Movement in PLR

Source: Company, SBICAP Research Source: Company, SBICAP Research

Credit quality under control, slippages at relatively lower levels
Gross and Net NPAs of the bank continue to decline progressively. They stood at
2.94% and 0.96% at the end of FY2007. Decline in NPAs is driven by relatively lower
slippages and better recoveries. Slippages have declined from high of 3.8% in
FY2002 to 1.4% in FY2007 reflecting better quality of assets being added to portfolio
and also the fact that overall macro environment is currently favorable. We are
factoring in slippages of 1.5% over the next couple of years. Any further
improvement in slippages would be upside in terms of higher earnings and
consequently better valuations.

Chart 3: Movement in Gross NPAs and Slippages

Source: Company, SBICAP Research
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RoE of the bank are best amongst the peer banks
UBI has reported an ROE of 19.2% during FY2007 and we expect the average ROE
of the bank to be ~19% over the next couple of years driven by stable NIMs and
higher business volumes. Current RoEs are best amongst the peer banks.

Capital adequacy comfortable post issuance of Tier I bonds
UBI has raised Tier I bonds of Rs. 3 bn to support the growth in business volumes.
This coupled with the internal capital generation of 21% has helped the Tier I ratio
to be around 7.8% at the end of FY2007. We believe that current capital coupled
with available legroom to raise further capital through issuance of Tier I and Tier
II bonds would enable the bank to meet the business growth objectives and BASEL
II norms comfortably over near to medium term.

Lower than expected business growth and NIMs are the key risk
Lower than expected business growth on account of slowdown in credit demand
could lead to lower earnings growth. Further any decline in NIMs relative to our
assumption would also impact earnings growth and hence, valuation for the bank.

Revision in business growth and earnings estimates
We are revising the business growth and earnings estimates for UBI for FY2008E
and introducing estimates for FY2009E based on our assessment of industry growth
in general and UBI in particular. Following is the table indicating change in key
parameters in our financial forecast.

Table 1: Revision in key financial variables

                                                                          FY2008E                             2009E

Earlier Revised New

Credit growth (%) 20.0 24.2 21.8

Deposit growth (%) 16.2 22.6 18.2

NII (Rs. Mn) 30,717 32181 38402

NIMs (%) 2.9 2.9 2.9

PAT 9,255 9737 11261

PAT growth 15.0 15.2 15.6
Source:Company



4 Securities Research

              Union Bank  of  IndiaSBICAP  Securities Limited

Please refer to our disclaimer given at the front & back cover page

0

50

100

150

200

250

S
e

p
-0

2

J
a

n
-0

3

M
a

y
-0

3

S
e

p
-0

3

J
a

n
-0

4

M
a

y
-0

4

S
e

p
-0

4

J
a

n
-0

5

M
a

y
-0

5

S
e

p
-0

5

J
a

n
-0

6

M
a

y
-0

6

S
e

p
-0

6

J
a

n
-0

7

M
a

y
-0

7

S
e

p
-0

7

J
a

n
-0

8

3.0

1.0

2.0

4.0x

0

50

100

150

200

250
Se
p
-0
2

Ja
n
-0
3

M
ay
-0
3

Se
p
-0
3

Ja
n
-0
4

M
ay
-0
4

Se
p
-0
4

Ja
n
-0
5

M
ay
-0
5

Se
p
-0
5

Ja
n
-0
6

M
ay
-0
6

Se
p
-0
6

Ja
n
-0
7

M
ay
-0
7

Se
p
-0
7

Ja
n
-0
8

2.0x

1.5x

1.0x

0.5x

Chart 4: I yr Forward Price to adjusted book value

Source: BSE, SBICAP Research

Chart 5: I yr Forward Price to core operating profits

Source: BSE, SBICAP Research

UBI has been trading in the
band of 0.9x to 1.4x its
adjusted book value

UBI has been trading in the
band of 2.3x to 3.5x its core
operating profits.

Valuation
At CMP of Rs. 113, UBI trades at 1.0x (FY2008E) and 0.9x (FY2009E) its adjusted
book value and 2.5x (FY2008E) and 2.1x (FY2009E) its core operating profits. We
are maintaining our outperform rating on the stock and upgrading price target to
Rs. 147 (earlier Rs. 135) to factor in earnings revision and introduction of FY2009
estimates. Target price puts the value of stock at 1.3x its adjusted book value and
3.5x its core operating profits for FY2008E
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Forcasted Income Statment                                                                                                                   (Rs Mn)

Y/E. March FY2006 FY2007 FY2008E FY2009E
Interest Earned 58,637 73,822 92,866 114,330
Interest Expended 34,894 45,920 60,684 75,928
Net Interest Income 23,743 27,902 32,181 38,402
 -  YoY Growth (%) 15.0 17.5 15.3 19.3
 -  as a % of Operating Income 82.8 80.3 81.6 82.8
Other Income 4,945 6,865 7,241 7,973
 -  YoY Growth (%) -35.5 38.8 5.5 10.1
 -  as a % of Operating Income 17.2 19.7 18.4 17.2
Operating Income 28,688 34,768 39,422 46,375
 -  YoY Growth (%) 1.3 21.2 13.4 17.6
Operating Expenses 14,024 14,759 17,310 20,402
 -  YoY Growth (%) 11.5 5.2 17.3 17.9
 -  as a % of Operating Income 48.9 42.5 43.9 44.0
 -  Employee Costs 8,668 8,737 10,022 11,833
 -  Other Operating Expenses 5,357 6,023 7,288 8,569
Core Operating Profits 15,016 20,475 23,113 27,113
 -  YoY Growth (%) 14.4 36.4 12.9 17.3
Pre - Provision Profit 14,664 20,008 22,113 25,973
 -  YoY Growth (%) -6.8 36.4 10.5 17.5
Provision and Contingencies 5,717 6,204 7,426 8,988
Profit Before Tax 8,946 13,804 14,687 16,985
Taxes 2,195 5,350 4,949 5,724
 -  as a % of PBT 24.5 38.8 33.7 33.7
PAT 6,752 8,454 9,737 11,261
 -  YoY Growth (%) -6.1 25.2 15.2 15.6

Source: Company, SBICAP Research

Forecasted Balance Sheet                                                                                                                (Rs Mn)

Y/E. March FY2006 FY2007 FY2008E FY2009E
Share Capital 5,051 5,051 5,051 5,051
Reserve & Surplus 40,530 46,848 54,247 62,877
Deposits 740,943 851,802 1,044,449 1,234,348
Borrowings 39,744 42,155 53,602 51,860
Bond Capital 27,700 34,200 37,200 49,200
Other Liabilities & Provisions 37,292 46,723 56,288 66,126

Total Liabilities 891,260 1,026,779 1,250,837 1,469,462

Cash in Hand and with RBI 43,873 59,176 75,050 88,168
Bal. with banks & money at call 20,032 25,089 25,017 29,389
Investments 259,177 279,818 331,319 356,845
Advances 533,800 623,864 775,046 944,364
Fixed Assets 8,104 8,250 10,007 11,021
Other Assets 26,275 30,582 34,398 39,675

Total Assets 891,260 1,026,779 1,250,837 1,469,462

Source: Company, SBICAP Research
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 Ratio Analysis

Y/E. March FY2006 FY2007 FY2008E FY2009E
Per Share Data (Rs.)
Earnings (EPS) 13.4 16.7 19.3 22.3
Core. Op. Profits  (COPPS) 29.7 40.5 45.8 53.7
Pre-Provision Profits (PPP) 29.0 39.6 43.8 51.4
Book Value 81.0 93.7 117.4 134.4
Adj. Book Value 74.9 91.1 115.1 132.7
Dividend 3.5 3.5 4.0 4.5

Profitability ratios (%)
Yield on earning assets 7.6 8.0 8.5 8.7
Cost of funds 4.8 5.3 5.9 6.1
NIMs 3.1 3.0 2.9 2.9
Other Inc/Avg. assets 0.6 0.7 0.6 0.6
Cost to Income ratio 48.9 42.5 43.9 44.0
COPPS/Avg. assets 1.9 2.1 2.0 2.0
Return on Avg. Assets 0.8 0.9 0.9 0.8
Return on Avg. Equity 18.7 19.2 19.1 19.1

Liquidity & Leverage (%)
Loan deposit ratio 72.0 73.2 74.2 76.5
Investment deposit ratio 35.0 32.9 31.7 28.9
Networth/ Assets 4.6 4.6 4.4 4.3
Networth/Loans 7.7 7.6 7.0 6.7
Internal capital generation 21.5 20.7 20.6 20.6
Asset growth 23.0 15.2 21.8 17.5
CAR 11.4 12.8 11.6 11.5
 - Tier I 7.3 7.8 7.1 6.9

Asset Quality (%)
Gross NPAs 3.8 2.9 2.5 2.1
Net NPAs 1.6 1.0 0.8 0.6
Slippages 1.8 1.4 1.5 1.5
Loan loss prov. / PPP 10.6 16.5 19.4 20.5
Loan loss prov. /avg. assets 0.2 0.3 0.4 0.4
Provision coverage 60.3 67.9 69.2 70.7
Net NPAs as % of Networth 23.1 13.6 11.0 9.5

Valuation Ratios
PER (x) 8.5 6.8 5.9 5.1
P/BVPS (x) 1.4 1.2 1.0 0.8
P/ABVPS (x) 1.5 1.3 1.0 0.9
P/COPPS (x) 3.8 2.8 2.5 2.1
P/PPP (x) 3.9 2.9 2.6 2.2
Market Cap as % of Total Assets 6.5 5.6 4.6 3.9
Dividend Yield 3.1 3.1 3.5 4.0

Source: Company, SBICAP Research
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SBICAP Securities Limited
Corporate Office: 191, Maker Tower ‘F’, Cuffe Parade, Mumbai 400005.  Tel.: 91-22-30273340  Fax: (022) 30273420

Name Designation       Phone                 E-mail
Research (022) 2218 4301 sbicapresearch@sbicaps.com
Anil Advani Head (Research) (022) 30273339 anil.advani@sbicaps.com
Equity  Sales (022) 22165204
Equity  Dealing (022) 22160112
Jignesh Desai Head (Institutional Sales) (022) 30273302 jignesh.desai@sbicaps.com

Key to investment Ratings: Guide to the expected return relative to market over the next 12 months. 1=Buy (expected to
outperform the market by 15 or more percentage points); 2=Outperform (expected to outperform the market by 5-15 percentage
points); 3=Marketperform (expected to perform in line with the market); 4=Underperform (expected to underperform the
market) by 5-15 percentage points); 5=Sell (expected to underperform the market by 15 or more percentage points)

DISCLAIMER
SBICAP Securities Limited is a full service, Stock Broking Company and is a member of Bombay Stock Exchange Ltd. (BSE) and National Stock Exchange of India
Ltd. (NSE). It is a wholly owned subsidiary of SBI Capital Markets Ltd. (SBICAP), which is an integrated investment banker. SBICAP also is an underwriter of
securities. ("SBICAP and SBICAP Securities Ltd. are collectively referred to as SBICAP Group") SBICAP has Investment Banking, Advisory and other business
relationships with a significant percentage of the companies covered by our Research Group. Our research professionals provide important inputs into our
Investment Banking and other business selection processes. Recipients of this report should assume that SBICAP Group is seeking or may seek or will seek
Investment Banking, advisory, project finance or other businesses and may receive commission, brokerage, fees or other compensation from the company or
companies that are the subject of this material/ report.  SBICAP group and its officers, directors and employees, including the analysts and others involved in the
preparation or issuance of this materialand their dependant, may on the date of this report or from, time to time have "long" or "short" positions in, act as principal
in, and buy or sell the securities or derivatives thereof of companies mentioned herein. Our sales people, dealers, traders and other professionals may provide oral
or written market commentary or trading strategies to our clients that reflect opinion that are contrary to the opinions expressed herein, and our proprietary
trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. SBICAP Group may have
earlier issued or may issue in future reports on the companies covered herein with recommendations/ information inconsistent or different from those made in
this report. In reviewing this document, you should be aware that any or all of the foregoing, among other things, may give rise to potential conflicts of interest.
SBICAP Group may rely on information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within SBICAP Group
into other areas, units, groups or affiliates of SBICAP Group.
The projections and forecasts describe in this report were based upon a number of estimates and assumptions and are inherently subject to significant uncertainties
and contingencies. Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates on which the projections
and forecasts were based will not materialize or will vary significantly from actual results, and such variances will likely increase over time. All projections and
forecasts described in this report have been prepared solely by the authors of this report independently of the Bank. These projections and forecasts were not
prepared with a view toward compliance with published guidelines or generally accepted accounting principles. No independent accountants have expressed an
opinion or any other form of assurance on these projections or forecasts. You should not regard the inclusion of the projections and forecasts described herein as
a representation or warranty by or on behalf of the Bank, SBICAP, the authors of this report or any other person that these projections or forecasts or their
underlying assumptions will be achieved. For these reasons, you should only consider the projections and forecasts described in this report after carefully
evaluating all of the information in this report, including the assumption underlying such projections and forecasts.
This report is for information purposes only and this document/material should not be construed as an offer to sell or the solicitation of an offer to buy, purchase
or subscribe to any securities, and neither this document nor anything contained herein shall form the basis of or be relied upon in connection with any contract
or commitment whatsoever. This document does not solicit any action based on the material contained herein. It is for the general information of the clients of
SBICAP Group. Though disseminated to clients simultaneously, not all clients may receive this report at the same time. SBICAP Group will not treat recipients as
clients by virtue of their receiving this report. It does not constitute a personal recommendation or take into account the particular investment objectives, financial
situations, or needs of individual clients. Similarly, this document does not have regard to the specific investment objectives, financial situation/circumstances and
the particular needs of any specific person who may receive this document. The securities discussed in this report may not be suitable for all the investors. The
securities described herein may not be eligible for sale in all jurisdictions or to all categories of investors. The countries in which the companies mentioned in this
report are organized may have restrictions on investments, voting rights or dealings in securities by nationals of other countries. The appropriateness of a
particular investment or strategy will depend on an investor's individual circumstances and objectives. Persons who may receives this document should consider
and independently evaluate whether it is suitable for his/ her/their particular circumstances and, if necessary, seek professional/financial advice. Any such person
shall be responsible for conducting his/her/their own investigation and analysis of the information contained or referred to in this document and of evaluating
the merits and risks involved in the securities forming the subject matter of this document. The price and value of the investments referred to in this document/
material and the income from them may go down as well as up, and investors may realize losses on any investments. Past performance is not a guide for future
performance. Future returns are not guaranteed and a loss of original capital may occur. Actual results may differ materially from those set forth in projections.
Forward-looking statements are not predictions and may be subject to change without notice. SBICAP Group does not provide tax advise to its clients, and all
investors are strongly advised to consult regarding any potential investment. SBICAP Group and its affiliates accept no liabilities for any loss or damage of any
kind arising out of the use of this report. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse effect
on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies effectively assume currency risk. Certain transactions including those involving futures, options, and other derivatives as well as non-investment grade
securities give rise to substantial risk and are not suitable for all investors. Please ensure that you have read and understood the current risk disclosure documents
before entering into any derivative transactions.
This report/document has been prepared by the SBICAP Group based upon information available to the public and sources, believed to be reliable. Though
utmost care has been taken to ensure its accuracy, no representation or warranty, express or implied is made that it is accurate or complete.  SBICAP Group has
reviewed the report and, in so far as it includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be
guaranteed. SBICAP Group endeavors to update on a reasonable basis the information discussed in this document/material, but regulatory, compliance or other
reasons may prevent us from doing so. The opinions expressed in this document/material are subject to change without notice and have no obligation to tell the
clients when opinions or information in this report change.
This report or recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible media
and should not be reproduced, transmitted or published by the recipient. The report is for the use and consumption of the recipient only. This publication may not
be distributed to the public used by the public media without the express written consent of SBICAP Group. This report or any portion hereof may not be printed,
sold or distributed without the written consent of SBICAP Group. Neither this document nor any copy of it may be taken, transmitted or sent  into the United
States,  Canada,  Japan or to any U.S. persons or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any
resident thereof. The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should
inform themselves about, and observe, any such restrictions. Failure to comply with this restriction may constitute a violation of U.S., Canada or Japanese
securities laws. Neither SBICAP Group nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental,
special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information.


