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European Banks & the ECB
Alert: Lower Rates Positive for Peripheral Bank Shares

ECB Eases Into Negative Territory — Today, the ECB announced three easing
measures aimed at supporting the Eurozone economies: (1) refinancing rate
lowered by 10 bps to 0.15%; (2) bank deposit rate lowered by 10 bps to a negative
-0.10%; and (3) marginal lending rate lowered by 35 bps to 0.40%. Reasons cited
by the Governing Council included the latest drop in headline inflation, the strong
euro, significant amount of slack in the economy and persistently negative credit
growth threatening the outlook for price stability over the medium to longer term.

Focus on Conference Call at 13.30 (BST) — Look out for the introductory
statement during today’s conference call which could provide further information on
future liquidity, funding and QE actions as well as guidance on future policy rate
developments.

Positive for Peripheral Banks — The announced ECB actions should positively
impact the peripheral banks via three main routes: (1) lower sovereign yields should
feed into lower funding costs and gains on the holdings of sovereign bonds; (2)
lower rates should drive a reduction in the cost of equity; and (3) potentially provide
incentives for the banks to increase credit to the real economy. Possible headwinds
include lower carry trade profitability and subdued lending ahead of the AQR.

Buy BES, Bankia, Caixa, Unicredit in Periphery — Most periphery banks should
benefit from the ECB actions. We have Buy ratings on BES, Bankia, Caixa and
Unicredit. Among the small caps we also like UBI (Neutral rated).

(BES.LS; €1.06; 1H)(CABK.MC; €4.56; 1)(BKIA.MC; €1.49; 1)(CRDI.MI; €6.60;
1)(UBL.MI; €7.01; 2H)
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Banco Espirito Santo
(BES.LS; €1.06; 1H)

Valuation

To value BES, we use an 5-year dividend discount model (DDM). On this basis, we
calculate BES's fair value is €1.75/share, which we set as our target price. To derive
this figure we employ a cost of equity 11% and a growth rate of 2%.

Risks

We rate BES as High Risk, based on our assessment of industry- and company-
specific risk factors. Our risk rating principally reflects the uncertainties surrounding
the current sovereign debt crisis in Europe. We see the following as risks that could
impede the share price from reaching our target price:

The key risk to our investment case for the Portuguese banks is that Portugal does
not converge with core Europe and the conclusion to the current debt crisis is
disorderly.

In our opinion, a disorderly conclusion to the current debt crisis in Portugal or any of
the periphery countries would put significant negative pressure on BES shares.

Additionally, with c70% of its stock of loans in corporates, a new economic downturn
could impair capital. Outside the Euro Area, the key risks to our investment cases
are: (i) a sharp correction in global commodity prices; and (ii) limited improvements
in the democratisation and transparency of Angola's government.

Bankia SA

(BKIA.MC; €1.49; 1)

Valuation

We value Bankia on a Dividend Discount Model (DDM) methodology. Our €1.70
target price is adjusted for any capital and provisions surplus (shortfall). The DDM
assumes a sustainable ROE of ¢10.0% (18.0% on a base of 10% of RWA) with a
cost of equity of 11.0% and 1.0% growth rate.

Risks

With regards to Bankia, we would highlight the following specific risks which could
cause the stock to deviate from our target price. (1) Macro-economic environment: a
weak recovery in real GDP growth and employment in Spain could mean the shares
undershoot our forecasts. Conversely, a better than expected recovery could make
the share price outperform our target. (2) Asset quality: we have assumed
normalisation of credit costs in 2015-16. If non-performing loans and provisions
increase more than expected, the shares may not reach our TP. Conversely, if non-
performing loans and provisions normalise, the shares may rise beyond our TP.
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CaixaBank SA

(CABK.MC; €4.56; 1)

Valuation

We value CaixaBank on a Dividend Discount Model (DDM) methodology. Our €5.10
target price is adjusted for any capital and provisions surplus (shortfall). The DDM
assumes a sustainable ROE of 8.2% (18.0% on a base of 10% of RWA) with a cost
of equity of 10.5%. We cross check our main valuation against the results of two
other methods, Sum of the Parts and Discount to NAV, which explicitly value
CaixaBank's segments and stakes.

Risks

With regards to CaixaBank, we would highlight the following specific risks which
could cause the stock to deviate from our target price (TP): (1) Macro-economic
environment: a weak recovery in real GDP growth and employment in Spain could
mean the shares undershoot our TP. Conversely, a better than expected recovery
could make the share price outperform our TP. (2) Asset quality: we have assumed
normalization of credit costs in 2015-16. If non-performing loans and provisions
increase more than expected, the shares may not reach our TP. Conversely, if non-
performing loans and provisions normalise, the shares may rise beyond our TP.

UniCredit Group

(CRDI.MI; €6.60; 1)

Valuation

We have a €7.30 target price for UCI. In valuing UCI, we focus primarily on a DDM
valuation, using a ¢10.5% cost of equity and a c11% sustainable tangible ROE, we
also take into account the group's capital position and business mix. We cross-
check this with a price-to-book methodology. At our target price, the stock would
trade at c1.0x price to tangible book valuation.

Risks

We identify a number of industry- and company-specific risks that may prevent the
shares achieving our target price, although after the large clean-up in 4Q13 the
market's perception of implied risk in the group's balance sheet has decreased.
While AQR remains a headwind for the banking sector, we expect UCI to be in a
more comfortable position now.Other key risks that need to be considered include
potential deterioration of macroeconomic conditions and sovereign volatility, credit
rating agency action, political developments in Italy, liquidity and execution risk in
the restructuring plan all could weigh on group profitability (lower revenue growth
and higher cost of risk) and share price performance. UCI has a large exposure to
CEE, which still leaves a risk of incurring sizeable credit or other losses if there is
concern over EM profitability or in case of currency volatility. The group also has
significant capital market activities (more than other Italian banks), which have
caused sizeable losses in the past. The group is exposed to credit risk (provisions
are higher than peers) as well as market rate risk.
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Unione Banche Italiane
(UBIL.MI; €7.01; 2H)

Valuation

We have a €5.80 target price for UBI. In valuing UBI, we focus primarily on a DDM
valuation using a c10% cost of equity and a c7% sustainable tangible ROE, also
taking into account the group capital position. We cross-check this with a price-to-
book methodology. At our target price, the stock would trade at c0.7x price to
tangible book, reflecting UBI's defensive business mix and balance sheet
characteristics, but accounting also for the low level of profitability.

Risks

We have a High Risk Rating on UBI. Any revenue slippage would affect UBI's
profits. Net interest income is the major revenue generator; NIl margin and
profitability are at risk in the event of movement of the ECB rate and market rates,
or of more pricing pressure in Italy both on the asset and liability side. Among the
potential risks for the stock, we would highlight: a weaker-than-expected Italian
economy, regulatory pressure on capital, slowdown in dividend payments or
payment in script, deterioration in asset quality, rising provisions, any worries on
Italian sovereign risk, rating agency downgrade and any speculation indicating UBI
as a possible partner in case of a rescue merger of any of its peers. Also, any
development on the group outstanding convertible bond, represent an additional
area of uncertainty for the market. If the impact of these risk factors is more or less
negative than we currently anticipate, then the share price could deviate
significantly from our target price.
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Citigroup Global Markets Ltd is acting as Joint Bookrunner in relation to Banco Espirito Santo's announced rights offering

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 Unione Banche
Italiane, CaixaBank SA, UniCredit Group, Banco Espirito Santo.

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Unione
Banche ltaliane, CaixaBank SA, UniCredit Group, Bankia SA, Banco Espirito Santo.

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 Banco Espirito Santo.

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Unione Banche
Italiane, CaixaBank SA, UniCredit Group, Bankia SA, Banco Espirito Santo 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): Unione Banche Italiane,
CaixaBank SA, UniCredit Group, Bankia SA, Banco Espirito Santo.

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: Unione Banche Italiane, CaixaBank SA, UniCredit Group, Bankia SA, Banco Espirito Santo.

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, non-securities-related: Unione Banche Italiane, CaixaBank SA, UniCredit Group, Bankia SA, Banco Espirito Santo.

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 Research product ("the
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6BWYB6412478]. 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 https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. Valuation and Risk assessments can be found in the text of the
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.
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Citi Research Equity Ratings Distribution

12 Month Rating Relative Rating
Data current as of 31 Mar 2014 Buy Hold Sell Buy Hold Sell
Citi Research Global Fundamental Coverage 49%  40% 12% 1%  98% 1%
% of companies in each rating category that are investment banking clients 55% 53% 45% 58% 53%  42%

Guide to Citi Research Fundamental Research Investment Ratings:

Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks.

Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned.

Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return
("ETR") and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months. The
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not
assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment
catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research management not to assign a target price and,
thus, not derive an ETR. Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the
analyst's thesis) affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.
Relative three-month ratings: Citi Research may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may highlight a specific
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration,
explaining the basis for this short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which
reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to
a buy recommendation and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is
considered non-relative-rated (NRR). For purposes of NASD/NY SE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings
distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a recommendation.

Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S). Investment Ratings of Buy, Hold and Sell were a
function of the Citi Research expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally,
analysts could have placed covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis)
affecting the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed "Under Review" were monitored daily by
management and as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets
(US, UK, Europe, Japan, and Australia/New Zealand), investment ratings were:Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or
more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15%
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). For securities in emerging
markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were:Buy (1) (expected total return of 15% or 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, 10%-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 price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to
review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk.

NON-US RESEARCH ANALYST DISCLOSURES

Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Ltd Ronit Ghose; Kinner Lakhani; Azzurra Guelfi; Stefan Nedialkov

OTHER DISCLOSURES

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to CaixaBank SA, UniCredit Group, Banco Espirito Santo. (For
an explanation of the determination of significant financial interest, please refer to the policy for managing conflicts of interest which can be found at
www.citiVelocity.com.)

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (i) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
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amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.

Important Disclosures for Bell Potter Customers: Bell Potter is making this Product available to its clients pursuant to an agreement with Citigroup Global
Markets Australia Pty Limited. Neither Citigroup Global Markets Australia Pty Limited nor any of its affiliates has made any determination as to the suitability
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