UNICREDIT

PAN-EUROPEAN BANKS

Q1 2010 EARNINGS BETTER ON LOWER
LLC AND STRONG TRADING PROFITS

Unicredit reported strong Q1 2010 results, substantially ahead of
our estimates. We believe they will be well received. The main
positive for us is that loan losses are some 8% lower than we
expected and 13% lower QoQ, with the cost of risk falling for the
third quarter in a row. Nll is in line with consensus estimates. On
the negative side, the revenue beat is of questionable quality
given that it was largely driven by strong trading profits. We
believe Unicredit is beginning to show better earnings resilience
compared to the past few quarters. However, we still see it as a
very low ROE company (annualised ROE was 1.9% in Q1 2010).
We maintain our SELL rating and target price at €2.00, seeing
much greater upside at other companies in its peer group.

e Unicredit's Q1 net income was €520m, substantially ahead of our estimate of
€290m. Pre-tax income and operating profit were also significantly better than
our and consensus forecasts.

e The annualised cost of risk improved to 127bps from 146bps in Q4 2009. This
is the main positive in the results in our opinion. Divisionally, there was a
substantial increase in the cost of credit in Italian retail (to 148bps from 88bps
in Q4 2009), which is more than offset by substantial improvements in certain
CEE territories: notably Turkey to -5bps from 497bps (due to some provision
releases); Kazakhstan to 268bps from 1515bps; and Russia to 142bps from
257bps. Management reassured on the conference call that the deterioration
in Italy was largely due to a one-off reappraisal of some Incagli loans (with
~30% provisioning) to Sofferenze loans (with provisioning of ~50%). The cost
of credit in Italy is expected to be lower in the remaining quarters of 2010.

¢ NIl was ahead of our estimate by 4%, although in line with consensus and
falling only 2.5% QoQ. NIM deteriorated again over the quarter, to 2.41% from
2.46%. However, we consider this a resilient performance. It is also somewhat
mitigated by the 2% increase in interest-earnings assets, which marks a return

to growth after the consistent quarterly falls that we have seen since late 2008.

Management indicated that we should expect balance sheet growth going
forward, which will have positive implications for NII.

e Management disclosed the exposure to sovereign bonds in Greece, Spain,
Ireland and Portugal as about €1.6bn in total. This is small. Unicredit also
owns about €31.5bn of Italian sovereign bonds. However, we consider Italy as
having the lowest risk of default among the peripheral European countries, so
we consider the balance sheet risk for Unicredit as low at present.
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Pan-Euro Banks

(€/€m) 2009 2010E 2011E
Net interest income 17,304 15,167 14,648
Net fees & 7,780 8,509 8,908
commissions
Trading profits/losses 1,803 870 913
Other revenue 685 481 474
Total operating 27,572 25,027 24,943
revenues
Operating costs -15,293 -14,664 -14,199
Operating profit 12,279 10,364 10,744
Total provisions -8,922 -7,024 -4,310
Pre-tax profit 3,331 3,099 6,269
ROA 0.18% 0.15% 0.36%
ROE 3.02% 218% 521%
ROTNAV 555% 3.68% 8.30%
Cost/Income -55.47% -58.59% -56.93%
Net interest margin 259% 241% 2.39%
LLC % gross loans -1.41% -1.22% -0.75%
NPL ratio 10.20% 11.75% 9.50%
NPL coverage ratio 46.13% 43.00% 51.00%
Loans % deposits 95% 90% 86%
Core tier 1 ratio 8.47% 8.92% 9.35%
(Basel II)
Est. Core tier 1 ratio 6.49% 6.94% 7.36%
(Basel lll)
EPS 0.10 0.07 0.18
DPS 0.03 0.02 0.07
Payout ratio 33.36% 35.00% 40.00%
P/E 19.10 27.77 10.86
P/TNAV 1.12 0.94 0.87
Div yield 1.52% 1.26% 3.69%
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UNICREDIT

OTHER KEY POINTS

Gradual Improvement in Loan Losses the Key Positive

The improvement in group loan losses is the key positive, in our view. The
magnitude of the improvement in loan losses is clearly not as marked as for the
Nordic banks, but the positive trend is nevertheless slightly better than the more flat-
bottomed trend that we had been forecasting. We see below that the addition to
impaired loans, used as a lead indicator for loan losses, is improving at an
accelerating pace, which should denote lower loan losses in the near term. This is
the best way to look at Unicredit’s overall asset quality development, in our opinion,
and smoothes out the quarter-by-quarter over-provisioning in certain territories (such
as Turkey in Q4 2009, and now ltalian Retail in Q1 2010).

Figure 1: Development of Unicredit’s Loan Losses and Addition to Impaired Loans
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Source: Company data, Matrix Research

To be clear, we do not anticipate loan losses substantially better than consensus
forecasts as we expect for Lloyds or the Nordic banks. On this basis we still judge
Unicredit to be fairly valued at €2.00 per share, which is in keeping with our view that
the bank should remain a low-ROE company for the foreseeable future. The
annualised ROE in Q1 2010 was still only 1.9% by our calculations.

High Costs Were Mainly Due to Foreign Exchange Effects

Costs were high in absolute terms, at €3,878m versus our expectation of €3,730m
and the consensus estimate of €3,822m. They were also 2% higher QoQ. However,
given stronger-than-expected revenues (albeit buoyed by strong trading gains), the
cost/income ratio actually improved to 57.0% from 59.0% in Q4 2009.

Perhaps more importantly, the costs included foreign exchange effects. On a
constant currency basis, it would seem to us that operating costs increased only
about 1% QoQ.

Core Tier 1 Ratio Disappointingly Flat QoQ

The Core Tier 1 ratio fell very slightly by 2bps QoQ to 8.45%, despite the stronger-
than-expected earnings. This is partly due to dividend accruals for the year (to be
expected), but also due to a 1% increase in RWA over the quarter. The RWA
expansion was attributed by management to foreign exchange effects, specifically
due to the weakening of the euro against CEE currencies. There may be further
weakening of the euro given current sovereign debt concerns, but we would not
expect this to be a major negative for the stock.
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Pioneer Now Considered Non-core

Pioneer, Unicredit's asset management subsidiary, has now been declared non-
core. This marks a surprising turnaround in strategy by management. We agree with
management that, with only €185bn under management, the business cannot be
considered market leading. Indeed, it is only the 17" largest asset manager in
Europe.

Management was at pains to point out, however, that the strategic review of the
business would not necessarily lead to a sale, so we think it is premature to think
that a benefit to capital ratios (from a gain on sale) should be expected. Indeed, it
could be the case that Pioneer is merged with another asset manager, in which
Unicredit would take an equity stake.
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Figure 2: Unicredit Earnings Table

UNICREDIT SPA Q4 2009 FY 2009 Q1 2010E Q12010 FY 2010E FY 2011E FY 2012E
Income statement (€m)

Net interest income 4,017 17,304 3,763 3,917 15,167 14,648 15,044
Net fees & commissions 2,114 7,780 2,074 2,169 8,509 8,908 9,328
Trading profits/losses 152 1,803 250 560 870 913 957
Other revenue 160 685 195 159 481 474 478
Total operating revenues 6,443 27,572 6,281 6,806 25,027 24,943 25,808
Operating costs -3,803 -15,293 -3,730 -3,878 -14,664 -14,199 -14,605
Operating profit 2,640 12,279 2,551 2,928 10,364 10,744 11,203
Total provisions -2,300 -8,922 -2,021 -1,946 -7,024 -4,310 -2,545
Investment income 217 232 110 69 -40 35 35
Goodwill impairment 0 0 0 0 0 0 0
Other income 63 -258 -50 -6 -200 -200 -200
Pre-tax profit 620 3,331 590 1,045 3,099 6,269 8,493
Taxes -124 -1,010 -189 -403 -1,212 -2,006 -2,717
Minorities -63 -332 -48 -63 -269 -512 -693
Other non-operating items -62 -256 -63 -58 -250 -250 -250
Net profit 371 1,733 290 521 1,369 3,501 4,833
Assets (€m)

Loans to customers 564,986 564,986 550,366 563,894 536,429 531,016 551,989
Interbank loans 78,269 78,269 78,269 91,862 78,269 82,182 86,292
Total securities 198,167 198,167 200,568 209,401 205,589 212,618 219,999
Intangible assets 5,332 5,332 5,050 5,288 5,132 4,932 4,732
Total assets 928,760 928,760 931,048 948,867 956,673 992,298 1,031,254
Net interest-earning assets 643,255 643,255 628,635 655,756 614,698 613,198 638,280
Liabilities (€m)

Interbank borrowings 106,800 106,800 104,664 112,828 117,285 125,708 136,070
Customer deposits 596,396 596,396 596,396 592,539 595,502 619,681 644,843
Total shareholders' equity 59,689 59,689 64,113 65,288 65,675 68,697 72,130
Tangible net asset value 33,866 33,866 39,063 39,185 40,543 43,765 47,398
Important Financial Ratios

ROA 0.16% 0.18% 0.12% 0.22% 0.15% 0.36% 0.48%
ROE 2.49% 3.02% 1.88% 3.33% 2.18% 5.21% 6.86%
ROTNAV 4.40% 5.55% 3.19% 5.70% 3.68% 8.30% 10.60%
Cost/income -59.03% -55.47% -59.38% -56.98% -58.59% -56.93% -56.59%
Tax rate -20.00% -30.31% -32.00% -38.59% -39.10% -32.01% -32.00%
Payout ratio 155.81% 33.36% 0.00% 0.00% 35.00% 40.00% 40.00%
Net interest margin 2.46% 2.59% 2.37% 2.41% 2.41% 2.39% 2.40%
LLC % gross loans -1.46% -1.41% -1.39% -1.27% -1.22% -0.75% -0.41%
Non-performing loans % gross loans 10.20% 10.20% 10.70% 10.66% 11.75% 9.50% 6.50%
NPL coverage ratio 46.13% 46.13% 44.00% 46.54% 43.00% 51.00% 59.00%
Loans % deposits 94.73% 94.73% 92.28% 95.17% 90.08% 85.69% 85.60%
Tier 1 ratio 9.49% 9.49% 9.89% 9.40% 9.89% 10.21% 10.41%
Core tier 1 ratio (Basel Il) 8.47% 8.47% 8.86% 8.45% 8.92% 9.35% 9.58%
Est. Core tier 1 ratio (Basel Ill) 6.49% 6.49% 6.88% 6.47% 6.94% 7.36% 7.60%
RWA % total assets 48.70% 48.70% 47.85% 48.05% 46.71% 46.40% 47.15%
Source: Matrix Research
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IMPORTANT DISCLOSURES

General Disclosures

MCC is committed to publishing accurate but non-independent research reports. MCC may provide
financial advice to, and undertake corporate finance and other transactions on behalf of, companies
on which it publishes research. Therefore, research reports published by MCC have not been
prepared in accordance with legal requirements designed to promote the independence of
investment research; nor is MCC subject to any prohibition on dealing ahead of the dissemination of
investment research. Accordingly, this research report should be treated as a marketing
communication.

This report was first released on 13 May 2010.

Unless otherwise noted, the securities prices noted in this report were market prices on 12 May
2010.

We seek to update our research as appropriate, but various regulations may prevent us from doing
so. Our reports are published at irregular intervals as appropriate in the analyst's judgement.

MCC's price targets are based on several methodologies, which may include, but are not restricted
to, analyses of market risk, growth rate, revenue stream, discounted cash flow, EBITDA, EPS, cash
flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, premium (discount)/average
group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value,
dividend returns, and return on equity over the next 12 months.

This report has been prepared by the individual(s) whose name(s) appear(s) on the front cover.
Unless it has been otherwise specified, the preparers are employed by MCC as research analysts.
Research analysts are paid in part based on the profitability of MCC, which includes remuneration
received from investment banking transactions.

Specific Disclosures

Company Disclosure
Unicredit (UCG) None

1. Matrix Corporate Capital acts as broker
2. Matrix Corporate Capital acts as NOMAD
3. Matrix Corporate Capital acts as market maker

MCC, its partners, employees and any affiliated undertaking may have a position or holding in any of
the securities mentioned in this report or in a related instrument.

Disclaimer

This report is issued by Matrix Corporate Capital LLP ("MCC") which is authorised and regulated in
the United Kingdom by the Financial Services Authority (FSA) and is a member of the London Stock
Exchange.

This report is not directed to, or intended for distribution to, or use by, any person or entity who is a
citizen or resident of, or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or which would
subject MCC to any registration or licensing requirement within such jurisdiction.
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This report is for the use of the addressees only and is intended for use only by a person or entity
that qualifies as an authorised person or exempt person within the meaning of section 19 of the
Financial Services and Markets Act 2000 (the "Act") or qualifies as a person to whom the financial
promotion restrictions imposed by the Act do not apply by virtue of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2005, or is a person classified as an "professional
client" for the purposes of the Conduct of Business Sourcebook of the FSA. Consequently, this
report is intended for use only by high net worth entities or by persons having professional
experience in matters relating to investments. This report is not intended for use by other persons, in
particular, "retail clients" as defined by the rules of the FSA. Any such person who receives this
report should not act upon the contents of this report.

The information and materials presented in this report have been obtained or derived from sources
believed by MCC to be reliable. Such information and materials have not been independently verified
and MCC makes no representation as to their accuracy or completeness. Neither MCC, nor any of
its directors or employees accepts liability for any loss arising from the use of material presented in
this report.

Any forecasts or target prices shown for companies or securities noted in this report may not be
achieved due to multiple risk factors including, without limitation, market volatility, sector volatility,
corporate actions, the unavailability of complete and accurate information or assumptions made by
MCC or other sources relied on in the report subsequently transpiring to be inapposite.

The information and materials presented in this report are provided to you for information purposes
only and are not to be used or considered as an offer, or the solicitation of an offer, to sell or buy or
subscribe for securities or other financial instruments. This report was prepared for general
circulation and does not give investment advice or personal recommendations specific to individual
investors. As such, the companies and securities discussed in this report may not be suitable for all
investors who must make their own investment decisions based on their specific investment
objectives and financial situation utilising their own financial advisors as they deem necessary. MCC
will not treat recipients of this report as clients by virtue of their receiving it.

Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied, is made regarding future performance. Information,
opinions and estimates contained in this report reflect the preparer's best judgement at the date of
publication and are subject to change without notice. The price, value of, and income from any of the
securities or financial instruments mentioned in this report can fall as well as rise. You may not get
back as much as you invest. Fluctuations in exchange rates could have adverse effects on the value
or price of, or income derived from, certain investments.

None of the material presented in this report, nor its content, nor any copy of it, may be altered in
any way, transmitted, copied or distributed to, any other party, without the express prior written
permission of MCC.
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