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RATING RATIONALE

The rating assigned to the United Bank for Africa Plc (“UBA” or “the Bank”) reflects the Bank’s strong
industry position, strong liquidity profile, experienced management, improved asset quality and ade-
quate capitalization. Offsetting these factors are low profitability, single party concentration in loan
book and a declining market share.

UBA'’s total assets and contingents of #2.1 trillion ranked third amongst the 24 banks operating in
Nigeria as at 31 December 2010. Loans and advances (gross) stood at 8601 billion and accounted for
29% of total assets. In the period under review, the Bank impaired credits of sold #&22 billion to’ Asset
Management Company of Nigeria (AMCON) and wrote-off #13.7 billion. Despite the write off and

sale to AMCON, the Bank’s non-performing loans still accounted for 7% of total loans (2009: 7%), on
account of new loan classifications totaling #21.8 billion as at 31 December 2010. Subsequent to year

end, UBA’s ratio of non performing loans to total loan improved to 5% by Q2 2011, benefitting from
the additional sale of #44 billion impaired assets to the AMCON and exposures refinanced with the

Nigerian Bank of Industry (BOI). Notwithstanding, the Bank’s ability to maintain good asset quality
on the back of adept risk management practices remains to be seen.

UBA’s loss absorbing capacity is adequate as indicated by the Bank’s Basle ratio of 17.5% as at 31 De-
cember 2010. Though Agusto & Co. expects capital ratios to decline-gradually in conjunction with
planned loan growth. Net earnings for the year under review were depressed by lower business vol-
umes and high credit costs; UBA’s net earnings declined by an annualized 24% to %99 billion in 2010.
Cost efficiency ratios reflected the impact of pressured earnings. At 83%, UBA'’s cost to income ratio is
the highest in over nine years. Profitability -indicators were moderate, but remain below both the
Bank’s historical trends and its peer average. In the period under review, UBA’s pre-tax return on
average assets (ROA) and pre-tax return on average equity (ROE) amounted to 0.8% and 9.3% respec-
tively (December 2009: 0.9% and 10.4%).

As one of the oldest banks in Nigeria, UBA'’s liquidity and funding profile is underpinned by its estab-
lished brand and large customer base. As at 31 December 2010, the Bank’s local currency deposits was
the third largest amongst Nigerian banks. These deposits adequately funded its loan book and the
Bank’s liquidity ratio stood at 65% as at 31 December 2010, well above the regulatory minimum. UBA
market share of total assets, local currency deposits and net interest income has declined over the last
two years. While we note that this decline in market share needs to be urgently addressed, we also
believe that the Bank’s strong franchise presents an opportunity for it to grow business volumes and
reclaim its market share. On the basis of the foregoing, we maintain our “A+” rating for United Bank
for-Africa Plc. !

STRENGTHS WEAKNESSES

1. Strong domestic franchise 1. Single party concentration in the loan book
2. Good market share 2. High operating costs

3. Experienced management 3. Low staff productivity

4. + Strong liquidity profile

CHALLENGES
1. Improving operating efficiency
2. Growing earnings amidst competitive pressures.

FINANCIAL DATA 31 December 2010 31 December 2009
Total assets & contingents #§2.05 trillion #2.08 trillion
Local Currency Deposits (Excluding interbank) 879 billion 8948 billion
Net earnings #N98.8 billion #§134.6 billion
Pre-tax return on average assets 0.79% 0.87%
Pre-tax return on average equity 9.27% 10.41%
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CURRENT DIRECTORS

SHAREHOLDING (%)

Israel Ogbue (Chairman) 4.7(direct & indirect)
Joseph Chiedu Keshi (Vice Chairman) Nil

Phillips Oduoza (Group Managing Director) 0.10 (direct & indirect)
Victor A. Osadolor (Deputy Managing Director) 0.10

Emmanuel N. Nnorom (Executive Director) 0.02 (direct & indirect)
Kennedy Uzoka (Executive Director) 0.06 (indirect)
Rasheed Olaoluwa '(Executive Director) 0.02 :

Ifeatu Onejeme (Executive Director) 0.08

Femi Olaloku (Executive Director) 0.002

Abdulgadir Bello (Executive Director) Nil

Kolawole B. Jamodu
Paolo A. Di Martino
Foluke K. Abdulrazaq

0.002 (direct & indirect)
0.77 (indirect)
0.02 (indirect)

Jaafaru A. Paki 0.07 (indirect)

Adekunle A. Olumide v ) " ) . 0.001
Angela Nwabuoku Nil
Yahaya Zekeri i Nil
Runa N. Alam Nil
6.00

OTHER SIGNIFICANT SHAREHOLDERS OWNERSHIP STAKE (%)

UBA Staff Investment Trust Scheme 8.04
StanbicIBTC Nominees - 12.74
Management Team

Mr. Phillips Oduoza was appointed the Group Managing Director of United Bank for Africa Limited effective August 2010.
Prior to this appointment, he was the Deputy Managing Director of the Bank’s business in Southern Nigeria as well as the
Corporate Banking business, the largest strategic business group in UBA. Mr. Oduoza has over twenty two years experience
in the banking and financial services industry, spanning areas such as banking operations, relationship management, credit,
risk management and brand management. He holds a Bachelors degree in civil engineering (First Class Honors) and an MBA
in finance, both from the University of Lagos. Mr. Oduoza is also an Alumnus of Harvard Business School’s Advanced Man-
agement Program.

Other members of the Bank’s executive management team include:

Victor Osadolor
Rasheed Olaoluwa
Emmanuel N. Nnorom
Abdulgadir Bello
Ifeatu Onejeme

Deputy Managing Director, UBA Nigeria, East
Executive Director, Lagos & West

Executive Director, Finance

Executive Director, Risk Management

Executive Director, Corporate & International Banking
Kennedy Uzoka Executive Director, Resources .

Femi Olaloku Executive Director, Operations and Technology

Bili Odum Company Secretary
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BANK PROFILE

United Bank for Africa Plc (‘UBA’ or ‘the Bank’) is one of Nige-
ria’s oldest financial institutions. The Bank was incorporated in
Nigeria in 1961 as a limited liability company, and assumed the
banking business of the erstwhile British and French Bank Lim-
ited, which had been operating in Nigeria since 1949. In 2005,
UBA merged with the former Standard Trust Bank Plc and ac-
quired Continental Trust Bank Limited. Thereafter, the Bank
acquired six banks under the Central Bank of Nigeria (CBN)
‘Purchase & Assumption Scheme’ in 2006. Under the scheme, the
Bank purchased certain assets and all the private sector liabili-
ties of six banks namely, Trade Bank Plc, City Express Bank Plc,
Afex Bank Plc, Gulf Bank Plc, Metropolitan Bank Ltd and Lib-
erty Bank Plc.

With over 280,000 ‘shareholders, UBA has a large shareholder
base comprising Nigerian citizens & associations, as well as
foreign institutions based on the disclosure in the annual ac-
counts. UBA Staff Investment Trust scheme and StanbicIlBTC
Nominees were the only shareholders controlling over 5% of
the Bank’s shares as at 31 December 2010 as disclosed in the
annual accounts. The Bank’s eighteen member board of direc-
tors jointly control (directly & indirectly), 6% of its shares.

UBA'’s board-comprises nine executive and nine non-executive
directors. During the period under review, there were a number
of notable changes to the Board. In August 2010, Mr. Tony Elu-
melu (MFR) stepped down as the Managing Director of UBA,
following CBN'’s new regulation mandating a ten-year maxi-
mum tenor for banks chief executive officers. He was replaced
by Mr. Phillips Oduoza, an erstwhile Deputy Managing Direc-
tor of the Bank. Three non-executive directors -Mr Willy
Kroeger, Alhaji Garba Ruma and Mrs. Rose Okwechime - re-
signed their appointments from the board. These directors were
replaced by Ambassador Joe Keshi, Alhaji Yahya Zekeri and
Mrs Angela Nwabuoko who resigned from her position as Ex-
ecutive Director in July 2010. Also during the period, Mr
Godwin lze-lyamu resigned from his positions as an executive
director, while Mr Ifeatu Onejeme and Mr Femi Olaloku were
appointed executive directors in charge of the UBA’s Corporate
& International Banking and Operations & Technology director-
ate respectively.

By virtue of its age and geographical spread, UBA has a good
domestic franchise with strengths in wholesale, corporate, pub-
lic sector and retail banking. With 622 operational locations
spread across both the metropolitan and rural areas of the coun-
try, UBA has one of the largest branch networks in the industry.
Apart from Nigeria, the Bank has operations in 20 countries,
including Paris, New York and -London. As at 31 December
2010, UBA had deployed over 1,083 ATM machines in Nigeria.

UBA ‘offers a wide range of financial services encompassing
corporate finance, current and deposit accounts, electronic
banking, trade finance, foreign exchange and investment bank:
ing services. For the creation of risk assets, UBA’s key growth
sectors are telecommunications, infrastructure and most re-

8 cgntly the power sector and oil & gas.
age

Over the last year, the Bank financed several multi million
dollar deals in the oil & gas sector, which includes the partici-
pation in a US$375 million syndicated loan and a US$540 facil-
ity granted to the Nigerian gas to liquid project.

Through its subsidiaries and affiliates, the ' Bank has ‘offers
other financial services such as registrarship, trusteeship, cus-
todial services, stock brokering, insurance and asset manage-
ment.

The Bank’s direct subsidiaries include:

e UBA Pension Custodian Ltd (100%) - Pensions Custody
e 'UBA Asset Management Ltd (100%) - Asset Management
e UBA Capital (Africa) Ltd (100%) - Investment Banking

e  UBAFX Mart Ltd (100%) - Bureau De Clunge

o UBA Retail Financial Services Ltd (100%) - Consuer Banking
e UBA Cote d’lvoire (100%) - Commercial Bank

e UBA Cameroon (100%) - Commercial Bank

e UBA Liberia (100%) - Commercial Bank

e  UBA Kenya Bank Ltd (100%)- Commercial Bank

e  UBA Sierra Leone (100%) - Commercial Bank

e UBA Uganda (100%) - Commercial Bank

e UBA Chad (100%) - Comimercial Bank

e  UBA Senégal (100%) - Commercial Bank

e UBA Congo DRC (100%) - Commercial Bank

e  UBACongo Brazzaville (100%) - Commercial Bank

¢ UBA Mozambique(100%) - Commercial Bank

e  UBA Zambia Ltd (100%) - Commercial Bank

e  UBA Tanzania Ltd (100%) - Commercial Bank

e  UBA Gabon Ltd(100%) - Commercial Bank

e  UBA Guinea Ltd (100%) - Commercial Bank

e UBA Insurance Brokers Ltd (99%) - Insurance

e . UBA Ghana (91%) - Commercial Bank

e  Continental Bank Benin (76%)- Commercial Bank

e  Bandue International du Burkina Faso (57%)- Commercial Bank

UBA also has the following indirect subsidiaries:

. UBA Stockbrokers Ltd
e _UBA Registrars Ltd
¢  UBA Trustees Ltd

During the period under review, UBA was granted an Interna-
tional Banking license by the Central Bank of Nigeria. In addi-
tion, the Bank has obtained an approval in principle to operate
as a holding company (HoldCo) — UBA Holdings Plc. The
HoldCo will have UBA Plc, UBA Capital Holdings Plc and
UBA Africa Holdings as subsidiaries.

A banking group will operate under UBA Plc and will include
operations in Nigeria and New York as well'as UBA Pension
Custodians Limited. Other banking operations outside Nigeria
(18 countries) will operate under UBA Africa Holdings Lim-
ited. UBA Plc is to'divest its interest in©\UBA Registrars Limited
and UBA Properties Limited. UBA Capital Holdings will
house all the other non-banking subsidiaries of UBA in asst
management, investment banking, trusteeship and insurance.
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Information Technology

UBA views technology as an integral part of its business strategy. To
support the Bank’s large customer base of over seven million clients,
UBA has automated most of its processes to minimize costs and en-
hance service delivery. The Bank core banking application is the Fi-
nacle software. The software runs on an Oracle database and is de-
ployed on a central architecture on HP and IBM servers. Finacle solu-
tion addresses the requirements of the Bank’s operations,.interfacing
with e-delivery channels and other subsidiary’ systems. UBA’s
branches are linked via fibre, VSAT, DSL and radio telecommunica-
tions infrastructure.

Correspondent Banks

UBA maintains correspondent banking relationships with: ABSA
Bank South Africa; Fortis London; BNP Paribas Paris; Credit’Suisse
Zurich; UBA Capital Lbndon; UBA New York; Deutsche Bank Lon-
don; FBN ‘Bank (UK) Ltd.; HSBC; Standard Bank of South Africa;
Standard Chartered Bank London; Sumitomo Mitsui Banking Corpo-
ration London; Commerzbank AG; Bank of Tokyo; UBS Switzerland;
Mashreq Bank UAE; Rand Merchant Bank; Nordea Bank AB; Sven
Handelson Banken; BCGE Bank; Natixis Bank; ING Belgium SA/NV
Brussels, Bank of Beirut, London, Babylos Bank, UK, Credit Agricole
Geneva, BCP, Switzerland and ICICI Bank Ltd Bahrain.

Financial Performance

UBA is one of the largest banks in Nigeria, with Tier one capital of
#§176.5 billion as at 31 December 2010. Total assets and contingents as
at same date stood at §2.1 trillion, ranking third amongst the 24
banks operating in Nigeria.

Loans and advances (gross) stood at 601 billion, slightly lower than
the N612 billion in 2009. As at 31 December 2010, UBA’s impaired

loans accounted for 7% of total loans, remaining largely unchanged
from the prior year. UBA’s NPL’s accounted for 5% of the.total loan
book as at Q2 2011 benefitting to a large extent from CBN'’s refinanc-
ing schemes and the sale of impaired assets to AMCON.

Profitability indicators were moderate, but remain below both the
Bank’s historical trends and the peer average. In the period under
review, UBA’s pre-tax return on average assets (ROA) and pre-tax
return on average equity (ROE) stood at 0.8% and 9.3% respectively
(December 2009: 0.9% and.10.4%). 2
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ANALYST’'S COMMENTS _

ASSET QUALITY
UBA'’s total assets and contingents stood at §2.1 trillion as at 31

December 2010. UBA’s largest earning assets during the period
were contingent assets (30%) and loans and advances (29%). Dur-
ing the period under review, liquid assets comprising largely gov-
ernment securities, grew by 93%,to account for 19% of total assets
(2009: 10%). In 2010, most banks-in Nigeria channeled excess li-
quidity to government securities, while focusing on loan recover-
ies. Contributing to the increase in the Bank’s portfolio of govern-
ment securities, were treasury bills pledged with the CBN, on ac-
count of loans refinanced under the CBN/BOI scheme. As at year
end 2010, a significant 8% of the Bank’s total assets were balances
with Nigerian banks, higher than the industry -average of 5%.
About 23% of these placements were with institutions we consider
to be #high risk”. Nonetheless, the banks were nationalized 'subse-
quent to year end and are thus not likely to renege on their obliga-
tions. Furthermore, the CBN. has guaranteed the inter-bank obliga-
tions of the nationalized banks till December 31, 2011.

UBA lends to a diverse group ranging from the public sector to
top tier multinationals and small enterprises in various sectors of
the economy. Loan growth has been fairly aggressive; the loan
book has grown at a cumulative average growth rate of 39% in the
last five years. Though most recently, UBA redefined its risk appe-
tite to more prudent levels, following the huge credit losses re-
corded in 2009 and 2010. Loans and-advances (gross) stood at #601

billion slightly lower than the %612 billion in 2009.

Over the past year, the Bank took various strategic actions to im-
prove the quality of its loan book. UBA stopped lending to- ‘high
risk sectors’ such as to the capital market, while exploring opportu-
nities in key growth sectors such as infrastructure, agriculture and
oil & gas, which have recently benefitted from government re-
forms. Combined exposures to these sectors grew by over %63 bil-
lion in 2010, while capital market loans and consumer credits de-
clined by #d25 and 33 billion respectively from the prior year.
Overall, sector concentration risks remain minimal;, UBA’s loan
book is fairly diversified, with the largest exposure to one sector
accounting for 18% of the loan book. Within this sector, loans are
further spread across various sub-segments, further moderating
sector.concentration risks.

Figure 1: Breakdown of Loans by Sector

Financial

Transport  Agriculture
Institutions

Telecoms % 6%

Services 9%
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Real Estate &
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Capital Market
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eral Commerce
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Single party concentration risks are high, in our view. The
twenty largest borrowers account for more than half of the
Bank’s loan book. This high level of concentration exposes
UBA to adverse changes in the financial condition of these
borrowers, and poses a threat to UBA’s earnings. Credit con-
centration risks are further compounded by the quality of the
Bank’s top twenty obligors; we consider over half of these ex-
posures to be “speculative grade”. However, most of these
loans are secured, which provides some level of comfort. As at
year end 2010, ninety-three percent of the Bank’s exposures
were secured against mortgages and other eligible assets.

Like most banks in Nigeria, UBA's loans are predominantly
short dated; sixty-five percent of the Bank’s loans mature
within 360 days. However, in the last three years, there has
been a lengthening in the loan book with loans maturing be-
yond-360 days growing substantially from %8 billion in 2007,

to over 8211 billion by 2010.

As at 31 December 2010, UBA'’s impaired loans accounted for
7% of total loans, remaining largely unchanged from the prior
year. This is in spite of the sale of #22 billion non-performing
loans (NPLs) to AMCON and write-offs of #13.7 billion.
Newly classified credits for the period under review
amounted to a considerable #20.8 billion or 52% of total NPLs.
This suggests some weaknesses in the Bank’s risk manage-
ment processes. Nonetheless, UBA’s NPL to total loans ratio
compares well with its peers (see figure 2) and the industry
average of 16%.

Figure 2: Non-performing Loans to Total Loans
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As in the prior year, consumer/retail exposures accounted for
the largest incidence (56%) of delinquent loans. This segment
has contributed the largest portion (31%) of loan impairment
charges over the last two years. A sizeable portion of the loans
were classified as ‘lost’, indicating recovery constraints. Some
of these loans have been restructured to encourage repaymént.
We nevertheless expect these repayments to remain low in the
short term. Cumulative loan provisioning at 78% was in line
with the regulatory prudential requirements and at par with
the industry average for the period under review.
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ASSET QUALITY (CONTD.)

UBA expects to grow its loan book by about 15% in the cur-
rent financial year. Loan growth is expected to come from
large ticket credits extended to customers that meet the
Bank’s risk acceptance criteria. To forestall further loan losses,
the Bank has improved its credit risk management frame-
work. In August 2010, UBA implemented new credit policy
guidelines to enhance loan appraisal and disbursement_proc-
esses. The Bank’s obligor/facility risk rating software has also
been upgraded to enhance credit approval decisions.

Subsequent to year end, UBA took advantage of the Federal
Government’s loan refinancing/guarantee schemes to reduce
some of its large exposures and to provide clients with more
flexible payment terms. An additional ¥44 billion worth of
troubled assets were sold to AMCON in April 2011. As at Q2
2011, UBA’s NPL’s accounted for 5% of the total loan book. In
our opinion, the Bank’s asset quality is satisfactory.
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RISk MANAGEMENT

UBA'’s risk management processes are guided by Basle 1l
principles. The Bank has adopted an Enterprise Risk Man-
agement (ERM) approach in line with Basle Il guidelines
and CBN’s risk based supervision framework. UBA’s risk
policy is all encompassing spanning across credit, market,
liquidity and operational risks. :

The Bank operates a centralized risk management and
compliance division. The Board Risk Committee and Board
Credit Committee provide risk management oversight at
the board level. In addition to its responsibility regarding
the establishment of the various risk management policies,
the committee also ensures compliance with laid down risk
policies. UBA’s’ Group Risk Management 'Committee sets
policies, defines risk limits and provides the framework of
managing risks for other units in the Bank.

The Risk Management Directorate is headed by an Execu-
tive Director. This Directorate is responsible for imple-
menting the Bank’s risk management policies, while the
Internal Control division undertakes frequent independent
verifications of processes to ensure that all risk measures
are in compliance with UBA'’s standards.

We consider UBA’s risk management framework to be
adequate, though a key rating consideration would be the
Bank’s ability to fully comply with this risk management
framework.
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UBA'’s 2009 audited accounts were for a 15 month period, while the 2010 accounts were over a period of 12 months. For proper analysis,

all the comparative percentages in this section have been annualized.

EARNINGS

UBA'’s net earnings declined by 5% to #99 billion in 2010, on the
back of lower business volumes and high credit charges. Interest
derived from lending activities dipped by 23% to #66 billion,
while interbank placements, which contributed a third of interest
income in 2009, declined by 55% to #11 billion. Margins were also

depressed, in spite of the industry wide decline in funding rates.
The Bank’s net interest margin declined by 700 basis points to 59%
from the prior year, partly influenced by the Bank’s high propor-
tion of corporate loans, for which margins have been under in-
creased pressure. We foresee a further decline in interest margins
in the 2011 financial year; interest rates have been on the rise, fu-
elled by the CBN’s contractionary monetary policies. We also ex-
pect yields to be further pressured by the #40.5 billion loans refi-

nanced under the CBN/ BOI scheme for margins as low as 1%.

Notwithstanding, interest accrued on loans contributed the larg-
est portion of the Bank’s earnings in the year under review, ac-
counting for 42% of. net earnings. Income from government and
other investment securities performed well, growing by a strong
47% to N29 billion, thus supporting profitability. On the contrary,
commissions and- fees on client’s transactions and foreign ex-
change income declined by 9% and 23% respectively.

Figure 3: Breakdown of Earnings by Source
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In the past year, management has implemented several cost cut-
ting strategies, some of which have begun to yield efficiency
gains. Operating expenses declined by 10% from the prior year to
N82 hillion. However, the average cost (excluding depreciation) of
running each of UBA’s branches amounted to #&121 million in
2010, higher than #109 million accrued the prior year, but better
than the industry average of #8152 million.

Cost efficiency ratios reflected the impact of pressured earnings;
UBA'’s cost-to-income ratio peaked at 83%, the highest in the last
nine years. This ratio is higher than its peers (GTBank: 56%, First-
Bank: 77% and Zenith: 68%), as well as the industry average of
72%.
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UBA'’s pre-tax profits for the year amounted to #16.4 billion,
indicating an 11% decline on prior year fig'ures. Impacting re-
tained profits were exceptional expenses of #12.7 billion, repre-
senting the last installment of the amortization of special assets
arising from the takeover of Continental Trust Bank in 2005 ,as
well as losses from the sale of impaired assets to AMCON.

Profitability indicators were moderate, but remain below both
the Bank’s historical trends and the peer average. In the period
under review, UBA’s pre-tax return on average assets (ROA)
and pre-tax return on average-equity (ROE) declined further to
0.8% and 9.3% respectively (December 2009: 0.9% and 10.4%)
due to credit costs.

Figure 4: Pre-tax Return on Average Equity
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Figure 5: Pretax Return on Average Assets
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UBA'’s income streams are deemed sustainable given the Bank’s
wide-and diverse client base. Expected loan growth and- re-
duced impairment charges should ensure that earnings remain
satisfactory in the short to medium term. We however expect
that UBA’s earnings in 2011 financial year will come under
pressure from the 1% general loan.loss provision currently esti-
mated at about 6 billion, and a further ¥4 billion representing
0.3% of total assets (using the Bank’s balance sheet as at 31 De-
cember 2010) pledged as a contribution to AMCON. Further-
more, a large chunk of UBA’s assets are.in low yielding govern-
ment securities which, in our view, restricts its earning capac-
ity. We also expect that UBA’s predominant focus on top tier
corporates will further depress portfolio yields.
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CAPITAL ADEQUACY

UBA'’s core capital stood at #176.5 billion as at 31 December
2010. Tier 2 capital, comprising largely of long-term borrowings
amounted to #73 billion. (2009: ™11 billion). In the year under
review, UBA raised Tier 2 capital of #20 billion via a medium
term bond issuance programme to support business growth. The
Bank also secured a ™41 billion seven year credit facility from
the:Nigerian Bank of Industry:(BOI) for on-lending to small and
medium manufacturing and agricultural companies. UBA’s Ba-
sle ratio thus improved from 13% to 17.5% as at year-end, higher
than the regulatory minimum of 10%. Net loans stood at a multi-
ple of 3 times adjusted capital, well below the regulatory maxi-
mum of 10 times.

There are no indications that UBA will raise additional equityin
the short to medium term. However, the Bank is considering
raising series 2 of its bond issuance program in the near term. In
addition, management has indicated that UBA wiII'grow its loan
book to boost earnings and shore up the capital base.

UBA'’s capitalization provides a sufficient buffer for the current
level of business risk but, in our opinion, provides a modest ca-
pacity to grow risk assets or absorb further losses. When we
stress capital for additional losses, the Basle ratio declines to
10%. Though at par with our minimum expectation for a Nige-
rian bank, we believe this level of capitalisation is low, given the
size of the Bank, and in view of expected loan growth plans.

Figure 6: Adjusted Capital/Risk Weighted Assets —-Basle Ratio
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LIQUIDITY & LIABILITY GENERATION

UBA is one of the oldest banks in Nigeria and has one of the
most extensive ATM and branch networks in the country. This
network provides the Bank with a diversified funding base. As
at 31 December 2010, UBA had total local currency (LCY) depos-
its (excluding interbank takings) of #879 billion which funded a
signifi'cant 43% of the Bank's total assets and contingents as at
the same date. During the period under review, low cost de-
mand and savings deposits accounted for 71% of LCY deposits
(2009: 65%), while tenored funds constituted 29% of the Bank’s
deposit liabilities. Foreign currency deposits stood at #254 billion
as at balance sheet date. This deposit mix translated to an esti-
mated weighted average cost of funds of 3.4%, in line with its
peer average.

Figuré 7: Breakdown of Deposits- by Type
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UBA maintains a fairly liquid balance sheet. Liquid assets com-
prising largely of government securities amounted to 8396 bil-
lion as at 31 December 2010 and accounted for 19% of the bal-
ance sheet. This large securities portfolio provides an additional
liquidity cushion but presents an opportunlty cost in view of the
declining yields on treasury bills and government bonds.

As at year end 2010, UBA’s twenty largest depositors accounted
for a moderate 32% of its deposit base. However, a high portion
(78%) of these depositors are government agencies. Management
has stated that these accounts are fairly stable. Concentration
risks are further mitigated by UBA'’s large pool of retail accounts.
Retail deposits account for a third of the Bank’s funding base
(see figure 8 below).

Figure 8: Breakdown of Deposits by Source
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LIQUIDITY & LIABILITY GENERATION (CONTD.)

An asset and liability gap analysis (based on contractual ma-
turities) shows a mismatch in tenors, with 40% of loans in the
‘above 180 days’ bucket, compared to less than 1% of deposits
in the same bucket. However, behaviorally, most of these
short term deposits are stable over long periods. We are also
comforted by the availability of long-term financing which
the Bank uses to fund long dated loans. -

Foreign currency borrowings obtained from the African De-
velopment Bank amounted to #22.3 billion as at 31 December
2010. The Bank also had standby confirmed trade lines of
US$1.2 billion with twenty-three banks in the United King-
dom, Germany, the ‘United States, France, Belgium, the
United Arab Emirates and South Africa. These lines of credit
are used to facilitate short term trade transactions. To hedge
against foreign exc'hange risks, foreign currehcy loans are
only granted to clients with dollar denominated revenues.
Exchange rate risks are also mitigated through open position
limits recommended by the CBN as well as intra-day, cur-
rency, product and risk exposure limits specified by the Bank.

UBA'’s funding and liquidity position has traditionally been
sound, underpinned by a large base of retail deposits and an
extensive branch network. On the strength of its brand, the
Bank has a good reputation in the Nigerian money market
which gives it the ability to refinance should the need arise.
UBA’s deposit liabilities have consistently funded its loan
portfolio. As at 31 December 2010, its loan to deposit ratio
(after backing out loans funded by free capital) at 53% was
within our expectations and lower than the industry average
of 57%. A review of regulatory filings indicates that local cur-
rency deposits increased considerably by half year 2011 com-
pared with the position as at 2010. The Bank’s.liquidity ratio
which stood at 65%, was above the statutory minimum. In
our opinion, UBA’s liquidity position is strong.

We however note that over the last three years, UBA’s de-
posit base has been pressured by increased competition par-
ticularly in the retail segment. The Bank’s total deposits have
declined by 24% between 2008 and 2010. In 2010, the Bank
launched ‘the U-Mo’, its mobile money as well as introduced
minimum balances: for its savings accounts, which should
support some stability in deposit liabilities.

OWNERSHIP, MANAGEMENT & STAFF

UBA has a diverse ownership base comprising over 280,000
Nigerian citizens & associations, as well as foreign institu-
tions holding 25.9 billion ordinary shares in issue. As dis-
closed in the annual accounts,. UBA Staff Investment Trust
Scheme and Stanbi¢IBTC Nominees are UBA’S major share-
holder’s each controlling over 5%. of the Bank’s shares. The
Bank’s twenty member Board of Directors jointly control 6%
of its equity.
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The Board is made up of nine executive directors and nine non-
executive directors. In line with the statutory requirements, two
of these board members were independent directors. In the pe-
riod under review, UBA revised its corporate governance poli-
cies which became effective in August 2010. UBA'’s external con-
sultants, Akintola:Williams Delliote have certified that the per-
formance of the Board complies with CBN’s corporate govern-
ance code for banks in Nigeria. Board related exposures
amounted to less than 0.3% of total loans, all of which were per-
forming as at year end 2010.

In 2011, UBA obtained an approval in principle to operate as a
holding ‘company (HoldCo) - see page 1- following which the
Bank made some senior management appointments. UBA Plc
will be headed by the current Managing' Director, Phillips
Oduoza. Gabriel Edgal has been ;appointed to head UBA Africa
Holdings Limited. Prior to this appointment, he was the chief
executive officer of UBA West Africa. Victor Osadolor, the cur-
rent Deputy Managing Director, has been appointed the Manag-
ing Director , UBA Capital Holdings Limited. In July 2011, Faith
Tuedor-Matthews,.the Bank’s other Deputy Managing Director
left to serve as a Managing Director in one of the banks taken
over by AMCON- Mainstreet Bank Limited.

UBA’s management team is led by Mr. Phillips Oduoza, who
has an extensive experience in the banking industry. He is as-
sisted by a highly experienced senior management team. The
Bank’s ‘UBA Academy’ ensures that staff are equipped with
necessary knowledge and competencies for good performance.
UBA’s average staff strength during the year-ended 31 Decem-
ber 2010 was 10,651 (2009: 11,791). Senior and junior staff ac-
counted for 97% of the Bank’s employees as at the end of the
period. UBA'’s staff productivity- as measured by net earnings
per staff improved moderately to #9.3 million (2009: 88.7 mil-
lion), aided by reduced staff numbers.

Table 1: Staff Productivity Ratios

UBA First GTBank Zenith

N'000 N'000 N'000 N'000
Net Earnings/Staff 9,278 18,281 40,280 18,363
Loans/Staff 56,405 + 143,467 233,827 100,086 «
Deposits/Staff 82,557 151,687 234,921 162,567
Staff Costs/Employee 2,672 ' 6,684 5,840 4413

In our opinion, UBA’s management is experienced and quali-
fied. Nonetheless, the Bank lags behind all its peers on all our
staff productivity indicators (see table 1 above). We believe that
staff emoluments are low compared with the industry average.
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MARKET POSITION

As at 31 December 2010, UBA accounted for 11.4% of the indus-
try’s total assets and contingents. The Bank held an estimated
9.8% of local currency deposits and 9.5% of total loans and
leases (2009: 11.5% and 9.8% respectively). During the period
under review, the Bank accounted for 8.8% of the industry’s net
interest income and 6% of net earnings (Zenith: 10%, FirstBank:
10.6% and Gtbank: 7.9%)

Figure 9: Market Share of Total Assets and Contingents
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Figure 10: Market Share of Local Currency Deposits
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Figure 11: Market Share of Net Interest Income
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Over the last year, the Bank has lost a considerable portion of
its market share of total assets, loans and local currency depos-
its to its contemporaries. We note ‘that UBA’s visjble presence
and strong brand provide a leverage to grow business volumes.
Nonetheless, we believe that this decline in market share needs
to be addressed urgently by the Bank.
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OuTLOOK

UBA'’s key strategy for growth in the forthcoming financial
year is to leverage on its brand, size and outreach to deepen its
share of ‘large corporates. The Bank has traditionally been
strong in corporate lending, particularly to large indigenous
companies. During the period under review, this segment ac-
counted for over half of UBA’s loan book. The key growth
sectors that have been identified by the Bank are power, con-
struction (roads, rail and ports), large scale agriculture as well
as oil & gas.

To support business growth, funding will largely come from
retail deposits as these deposits are considered more stable
and command lower interest rates. To this end,'the Bank has
deployed several €-payment channels to imptrove service de-
livery, reduce processing costs and ultimately deepen its share
of the retail market. In 2011, UBA introduced minimum bal-
ances for savings accounts which should support some stabil-
ity in the Bank’s deposit base.

In addition, various cost optimization strategies have been
deployed to reduce administrative expenses. A significant
portion of the Bank’s branch operations have been centralized
to enhance economies of scale. Also evident is an increased
emphasis on shared services that should translate to cost sav-
ings and better employment of resources.

Nonetheless, we believe that growth in earnings is likely to be
constrained by increased competitive and operating cost pres-
sures. Margins will'remain under pressure as the Bank’s key
focus (corporate banking) continues to be exposed to fierce
compétition.

However, we expect liquidity to remain strong and believe
that asset quality and profitability. will remain éatisfactory in
the short term. UBA’s strong brand and expansive branch net-
work makes it a predominant player in the industry. We there-
fore attach a stable outlook to UBA's rating.
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UNITED BANK FOR AFRICA PLC

BALANCE SHEET AS AT 31-Dec-2010 31-Dec-09 30-Sep-08

N'000 N*000 N'000
ASSETS
Cash & equivalents 31,561,000 1.5% 31,260,000 1.5% 83,396,000 3.9%
Government securities 281,039,000 13.7% 15,945,000 0.8% 264,947,000 12.4%
Stabilisation securities
Quoted investments 83,840,000 4.1% 125,157,000 6.0% 210,000 0.0%
Placements with discount houses i 33,520,000 1.6% 96,111,000 4.5%
LIQUID ASSETS 396,440,000 19.4% 205,882,000 9.9% 444,664,000 20.8%
BALANCES WITH NIGERIAN BANKS 171,318,000 8.4% 40,605,000 2.0% 211,641,000 9.9%
BALANCES WITH BANKS OUTSIDE NIGERIA 119,417,000 5.8% 385,704,000 18.6% 284,039,000 13.3%
Direct loans and advances - Gross 600,772,000 29.4% 611,847,000 29.5% 419,029,000 19.6%
Less: Cumulative loan loss provision (31,460,000) -1.5% (38,382,000) -1.8% (13,489,000) -0.6%
Direct loans &advances - net 569,312,000 27.8% 573,465,000 27.6% 405,540,000 19.0%
Advances under finance leases - net : .
TOTAL LOANS'& LEASES - NET 569,312,000 27.8% 573,465,000 27.6% 405,540,000 19.0%
INTEREST RECEIVABLE 2,106,000 0.1% 13,827,000 0.7% 6,500,000 0.3%
OTHER ASSETS 20,884,000 1.0% 36,183,000 1.7% 62,643,000 2.9%
DEFERRED LOSSES
RESTRICTED FUNDS 8,258,000 0.4% 7,712,000 0.4% 12,337,000 0.6%
UNCONSOLIDATED SUBSIDIARIES & ASSOCIATES 61,198,000 3.0% 48,596,000 2.3% 15,057,000 0.7%
OTHER LONG-TERM INVESTMENTS 27,483,000 1.3% 25,408,000 1.2% 21,505,000 1.0%
FIXED ASSETS & INTANGIBLES 56,216,000 2.7% 63,497,000 3.1% 56,165,000 2.6%
TOTAL ASSETS 1,432,632,000 70.0% 1,400,879,000 67.5% 1,520,091,000  71.2%
TOTAL CONTINGENT ASéETS 613,887,000 30.0% 675,635,000 32.5% 616,031,000 28.8%
TOTAL ASSETS & CONTINGENTS 2,046,519,000 100% 2,076,514,000 100% 2,136,122,000 100%
CAPITAL & LIABILITIES
TIER 1 CAPITAL (CORE CAPITAL) 176,499,000 8.6% 176,488,000 8.5% 176,924,000 8.3%
TIER 2 CAPITAL 72,886,000 3.6% . 11,231,000 0.5% 11,231,000 0.5%
OTHER LONG TERM FOREIGN BORROWINGS 22,301,000 1.1% 14,760,000 0.7%
Demand deposits 434,034,000 21.2% 462,627,000 22:3% 655,689,000 30.7%
Savings deposits 192,969,000 9.4% 155,050,000 7.5% 146,876,000 6.9%
Time deposits 252,315,000 12.3% 330,643,000 15.9% 347,665,000 16.3%
Inter-bank takings 51,000 0.0% 10,080,000 0.5% 32,000,000 1.5%
TOTAL DEPOSIT LIABILITIES - LCY 879,369,000 43.0% 958,400,000 46.2% 1,182,230,000 55.3%
Customers' foreign currency balances 254,111,000 12.4% 211,178,000 10.2% 113,723,000 5.3%
TOTAL DEPOSIT LIABILITIES 1,155,781,000 56.5% 1,184,338,000 57.0% 1,295,953,000 60.7%
INTEREST PAYABLE 1,789,000 0.1% 2,648,000 0.1% 2,202,000 0.1%
OTHER LIABILITIES 25,677,000 1.3% 26,174,000 1.3% 33,781,000 1.6%
TOTAL CAPITAL & LIABILITIES 1,432,632,000 70.0% 1,400,879,000 67.5% 1,520,091,000  71.2%
TOTAL CONTINGENT LIABILITIES 613,887,000 30.0% 675,635,000 32.5% 616,031,000 28.8%
TOTAL CAPITAL, LIABILITIES & CONTINGENTS 2,046,519,000 100% 2,076,514,000 100% 2,136,122,000 100%
Proof .
BREAKDOWN OF CONTINGENTS
Acceptances & direct credit substitutes 47,946,000 2.3% 40,801,000 2.0% 212,786,000 10.0%
Guarantees, bonds etc.. 124,602,000 6.1% 254,236,000 12.2% 233,968,000 11.0%
Short-term self liquidating contingencies 441,339,000 21.6% 380,598,000 18.3% 169,277,000 7.9%
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UNITED BANK FOR AFRICA PLC

INCOME STATEMENT FOR THE YEAR END 31-Dec-2010 31-Dec-09 30-Sep-08
N'000 N'000 N'000
42 Interest income 106,597,000 67.6% 163,456,000 74.9% 111,172,000 72.0%
43 Interest expense (43,670,000) -27.7% (54,920,000) -25.2% (39,800,000)  -25.8%
44 Loan loss expense (15,179,000) -9.6% (32,568,000) -14.9% (1,548,000) -1.0%
45 NET REVENUE FROM FUNDS 47,748,000 30.3%- 75,968,000 34.8% 69,824,000 45.2%
46 ALL OTHER INCOME 51,069,000 32.4% 54,738,000 25.1% 43,158,000 28.0%
47 NET EARNINGS 98,817,000 62.7% 130,706,000 59.9% 112,982,000 73.2%
48 Staff costs (28,457,000) -18.0% (34,054,000) -15.6% (21,103,000)  -13.7%
49 Depreciation expense (8,250,000) -5.2% (10,370,000) -4.8% (5,747,000) -3.7%
50 Other operating expenses (45,751,000) -29.0% (63,293,000) -29.0% (31,495,000)  -20.4%
51 TOTAL OPERATING EXPENSES (82,458,000) -52.3% (107,717,000) -49.4% (58,345,000)  -37.8%
52 PROFIT (LOSS) BEFORE TAXATION 16,359,000 10.4% 22,989,000 10.5% 54,637,000 35.4%
53 TAX (EXPENSE) BENEFIT (1,526,000) -1.0% (3,075,000) -1.4% (5,849,000) -3.8%
54 PROFIT (LOSS) AFTER TAXATION 14,833,000 9.4% 19,914,000 9.1% 48,788,000 31.6%
55 NON-OPERATING INCOME (EXPENSE) - NET (12,666,000) -8.0% (7,025,000) -3.2% (8,786,000) -5.7%
56 PROPOSED DIVIDEND (2,156,000) -1.4% (12,934,000) -5.9% (13,794,000) -8.9%
57 GROSS EARNINGS | 157,666,000 * 100%| 218,194,000] 100%| 154,330,000 100%
58 AUDITORS PWC AWD AWD
59. OPINION CLEAN CLEAN CLEAN
KEY RATIOS 31-Dec-2010 31-Dec-09 30-Sep-08
EARNINGS
60 Net interest margin 59.0% 66.4% 64.2%
61 Loan loss expense/Interest income 14.2% 19.9% 1.4%
62 Return on average assets (Pre - tax) 0.8% 0.9% 3.1%
63 Return on average equity (Pre - tax) 9.3% 10.4% 33.1%
64 Operating Expenses/Net earnings 83.4% 82.4% 51.6%
65 Gross earnings/Total assets & contingents 7.6% 10.4% 8.8%
EARNINGS MIX
66 Net revenue from funds 48.3% 58.1% 61.8%
67 All other income 51.7% 41.9% 38.2%
_LIQUIDITY
68 Total loans & leases - net/Total Icy deposits 52.9% 54.6% 26.2%
69 Liquid assets/Total Icy deposits 64.6% 24.9% 54.3%
70 Demand deposits/Total Icy deposits 49.4% 48.3% 55.5%
71 Savings deposits/Total Icy deposits 21.9% 16.2% 12.4%
72 Time deposits/Total Icy deposits 28.7% 34.5% 29.4%
73 Inter-bank borrowings/Total Icy deposits 0.0% 1.1% 2.7%
74 Interest expense - banks/Interest expense 0.7% 5.9% 7.9%
75 NET FOREIGN CURRENCY ASSETS (LIABILITIES) (134,694,000) 174,526,000 170,316,000
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UNITED BANK FOR AFRICA PLC

KEY RATIOS CONT'D 31-Dec-2010 31-Dec-09 30-Sep-08

ASSET QUALITY

76 Performing loans (N'000) 560,572,000 572,210,000 419,658,000
77 Non-performing loans (N'000) 40,200,000 39,637,000 15,579,000
78 Non-performing loans/Total loans - Gross . 6.69% Lo 6.48% . 3.72%
79 Loan loss provision/Total loans - Gross 5.2% 6.3% 3.2%
80 Loan loss provision/Non-performing loans 78.3% 96.8% 86.6%
81 Risk-weighted assets/Total assets & contingents 52.5% 51.1% 52.2%

CAPITAL ADEQUACY

82 Adjusted capital/risk weighted assets 17.5% 13.1% 15.5%
83 Tier 1 capital/Adjusted capital 94% 127% 102%
84 Total loans/Adjusted capital - times 3.0 4.1 2.3
85 Capital unimpaired by losses (N'000) 176,499,000 176,488,000 176,924,000

CAPITAL ADEQUACY STRESS TEST

86 Total shareholders' funds (N'000) 188,187,000 139,123,000 173,098,000
87 Cumulative loan loss provision (actual reserves) 31,460,000 38,382,000 13,489,000
88 Equity before all provision (line 86 + line 87) 219,647,000 177,505,000 186,587,000
89 Required reserves* 112,135,830 84,025,660 57,811,250
90 Equity after required reserves (line 88 - line 89) 107,511,170 93,479,340 128,775,750
91 Equity after required reserves/risk weighted assets 10.0% 8.8% 11.6%

STAFF INFORMATION

92 Net earnings per staff (N'000) 9,278 8,868 20,121
93 Staff cost per employee (N'000) : 2672 2311 , 3758
94 Staff costs/Operating expenses 34.5% 31.6% 36.2%
95 Average number of employees 10,651 11,791 5,615
96 Average staff per branch 20 17 9

OTHER KEY INFORMATION

97 Legal lending limit(N'000) 35,299,800 ' 35,297,600 ’ 35,384,800
98 Other unamortised losses(N'000) NONE NONE ' NONE
99 Unreconciled inter-branch items (N'000) DR/(CR) NIL NIL NIL
100 Number of Offices 525 712 613
101 Age (in years) 61 60 59
102 Government stake in equity (Indirect) Nil Nil Nil
MARKET SHARE OF INDUSTRY TOTAL Actual Actual Actual

) 2010 2009 i 2008

103 Lcy deposits (excluding interbank takings) 9.8% 11.5% 12.2%
104 Total assets & contingents 11:4% . 13.0% 11.9%
105 Total loans & leases - net . 9.5% 9.8% : 8.5%
106 Net interest income 8.8% 14.3% 10.6%
107 Non interest Income 10.6% 12.3% 9.6%

*: Thisiis calculated as 100% of non-performing loans, 5% of performing loans (including.direct credit substitutes disclosed
as contingent assets) and 1% for all other assets excluding cash, federal government obligations, placements with
discount houses and balances at CBN. ; .
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RATING DEFINITION

Aaa A financial institution of impeccable financial condition and overwhelming capacity to meet obligations as and
when they fall due. Adverse changes in the environment (macro-economic, political'and regulatory) are unlikely to lead
to deterioration in financial condition or an impairment of the ability to meet its obligations as and when they fall due.
In our opinion, regulatory and/or shareholder support will be obtained, if required. Typically, a financial institution in
this category will score more than 89% on our scoring grid. .

Aa A financial institution of very good.financial condition and strong capacity to meet its obligations as and when
they fall due. Adverse changes in the environment (macro-economic, political and regulatory) will result in a slight
increase the risk attributable to an exposure to this financial institution. However, financial condition and ability to meet
obligations as and when they fall due should remain strong. Although regulatory support is not assured, shareholder
support will be obtained, if required. Typically, a financial institution in this category will score 80% to 89% on our
scoring grid.

A A financial institution of good financial condition and strong capacity to meet its obligations. Adverse changes
in the environment (macro-economic, political and regulatory) will result in a medium increase in the risk attributable to
an exposure to this financial institution. However, financial condition and ability to meet obligations as and when they
fall due should remain largely unchanged. In our opinion, shareholder support should be obtainable, if required.
Typically, a financial institution in this category will score 70% to 79% on our scoring grid.

Bbb A financial institution of satisfactory financial condition and adequate capacity to meet its obligations as and
when they fall due. It may have one major weakness which, if addressed, should not impair its ability to meet
obligations as and when due. Adverse changes in the environment (macro-economic, political and regulatory) will result
in a medium increase in the risk attributable to an exposure to this financial institution. Typically, a financial institution
in this category will score 60% to 69% on our scoring grid.

Bb Financial condition is satisfactory and ability to meet obligations as and when they fall due exists. May have
one or more major weaknesses. Adverse changes in the environment (macro-economic, political and regulatory) will
increase risk significantly. Typically, a financial institution in this category will score 50% to 59% on our scoring grid.

B Financial condition is'weak but obligations are still being met as and when they fall due. Has more than one
major weakness and may require external support, which, in our opinion, is not assured. Adverse changes in the
environment (macro-economic, political and regulatory) will increase risk significantly. Typically, a financial institution
in this category will score 40% to 49% on our scoring grid.

CCC Financial condition is very weak. Net worth is likely to be negative and obligations may already be in default.
A financial institution in this category will score less than 40% on our scoring grid.

D In default.

A "+" (plus) or wn (minus) sign may be aséigned to ratings from Aa fo C to reflect comparativé position within the
rating category. Therefore, a rating with + (plus) attachedto it is a notch higher thana rating without the + (plus) sign
and two notches higher than a rating with the - (minus) sign.
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