Prabhudas  Union Bank of India
Lilladher Witnessing healthy business growth

June 10. 2010 We recently met Mr. M. V. Nair, CMD, Union Bank of India (UBI) and the key takeaways of the
’ meeting are as follows:

B Growth outlook maintained: UBI remains comfortable with its FY11l guidance of 22%
deposit growth and 25% advances growth. The FY11l YTD deposit growth for the bank is
significantly higher than the current industry growth of 14-15%.

Rating Accumulate
Pri Rs306 . . . . .
rice S B Margins to remain ~2.9% for FY11: UBI had lost 93bps in NIMs from its peak (3.22% in
Target Price Rs344 Q3FY09) to trough (2.29% in Q1FY10) and regained 110bps with Q4FY10 NIMs at 3.4%.
However, significant re-pricing benefits are already there in the margins, hence, going

Implied Upside 12.5% forward, margins are likely to stabilize at ~2.9% post the savings bank and CRR impact for

Sensex 16,658 FY11. NIMs stood at 2.7% for FY10.

(Prices as on June 9, 2010) B Asset quality and re-structured portfolio status: The management has guided for 15%
slippages from the restructured portfolio, of which 8% has already slipped. This is likely to
result in additional slippages of ~Rs5.4bn in coming quarters. Total stressed assets for UBI
stood at Rs76.3bn, of which Rs49.6bn are from the restructured portfolio. Management has

Trading Data guided for a year-end GNPA ~2.1% and contains slippages between 1.7-1.9% in FY11.

Market Cap. (Rs bn) 154.5 B Capital infusion plans: The current Tier | is at 7.9% and a marginal token capital amount
may be infused by the GOI to bring it up to 8% and then plan for larger capital issuances in

Shares o/s (m) 505.1 the form of rights or other modes as preferred by the GOI during H2FY11.

Free Float 44 .57%

B Capital requirements for the insurance venture: The life insurance venture doesn’t
3M Avg. Daily Vol (“‘000) 861.0 require any funding in FY11. However, there could be a requirement of Rs500m in FY12.
UBI has plans to garner insurance distribution fees equivalent to its funding requirements

3M Avg. Daily Value (Rs m) 253.5 for the life insurance venture.

B Current concern, lower deposit growth and bunching up of credit demand: The banking
sector had seen lot of sanctions related to infrastructure sector during FY10, where
disbursements are yet to happen. The telecom sector will also have its fair share of loan

] demand post the 3G auctions. If pending disbursements start picking up in tandem with
Major Shareholders telecom demand, there could be a bunching-up of credit demand and some tightness in
Promoters 55.43% liquidity conditions. Howev_er, UBI’s YTD deposit growth remains fa_r higher t_han the_ systgm

) rate and hence, the bank is not unduly concerned at the current juncture if the situation
Foreign 17.42% pans out the way mentioned above.
Domestic Inst. 12.68% W valuation and Outlook: We have already factored in a 10% equity dilution into our

Public & Others 14.47% estimates during our Q4FY10 result update. At CMP, the stock trades at 1.4x its FY11E ABV

and 1.2x its FY12E ABV. UBI will continue to improve its core performance with no major
overseas risk. Hence, we maintain our ‘Accumulate’ rating, with a price target of Rs344.

Key financials (Rs m) FY09 FY10 FY11E FY12E
Net interest income 38,136 41,924 50,642 62,722
Stock Performance Growth (%) 33.6 9.9 20.8 23.9
(%) M 6M 12M Operating profit 30,820 36,593 43,377 57,125
Absolute 53 15.0 42.6 PAT 17,266 20,749 23,811 29,466
EPS (Rs) 34.2 41.1 42.9 53.0
Relative 8.5 17.5 34.2 Growth (%) 24.5 20.2 4.3 23.8
Net DPS (Rs) 5.0 5.2 6.5 6.5
Source: Company Data; PL Research
Price Performance (RIC: UNBK.BO, BB: UNBK IN) Profitability & valuation FY09 FY10 FY11E FY12E
(Rs) NIM (%) 2.7 2.3 2.3 2.4
340 ROAE (%) 21.5 21.6 19.5 19.5
320 ROAA (%) 1.2 1.1 1.1 1.1
300 P/ BV (X) 2.2 1.8 1.4 1.2
280 P / ABV (X) 2.1 1.8 1.4 1.2
260 PE (x) 8.9 7.4 7.1 5.8
240 Net dividend yield (%) 1.6 1.7 2.1 2.1
22 Source: Company Data; PL Research
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Buy Accumulate Reduce Sell

PL’s Recommendation Nomenclature

BUY : Over 15% Outperformance to Sensex over 12-months Accumulate : Outperformance to Sensex over 12-months

Reduce : Underperformance to Sensex over 12-months Sell : Over 15% underperformance to Sensex over 12-months
Trading Buy : Over 10% absolute upside in 1-month Trading Sell : Over 10% absolute decline in 1-month

Not Rated (NR) : No specific call on the stock Under Review (UR) : Rating likely to change shortly

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient
only as information and is not for circulation. This document is not to be reported or copied or made available to others without prior permission of
PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently
verified the accuracy or completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of
whatsoever nature for the information, statements and opinion given, made available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go
down as well. The suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice

should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act
as principal or engage in transactions of securities of companies referred to in this report and they may have used the research material prior to

publication.
We may from time to time solicit or perform investment banking or other services for any company mentioned in this document.
For Clients / Recipients in United States of America:

All materials are furnished courtesy of Direct Access Partners LLC ("DAP") and produced by Prabhudas Lilladher Pvt. Ltd. ("PLI"). This material is for
informational purposes only and provided to Qualified and Accredited Investors. You are under no obligation to DAP or PLI for the information
provided herein unless agreed to by all of the parties. Additionally, you are prohibited from using the information for any reason or purpose outside
its intended use. Any questions should be directed to Gerard Visci at DAP at 212.850.8888.




