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United Bank for Africa Plc (UBA) made public its H1’11 results, showing a
6.7% YoY dip in gross earnings but an attractive bottom-line growth of
67.4%, largely on the back of the low base. Whilst we note the 13.8%
profit after tax outperformance over our base case estimate of N7.1 billion,
in the interim, we suspect relatively less-prudent provisions for risk assets
in the quarter under review. Hence, we think the bank may take possible
provisions arrears in the quarters ahead. Our view is justified by the
quantum of assets on the watch-list as at Q1’11; an early signal of asset
quality challenge and future cost of risk. While the AMCON deal may be a
source of upside surprise to our valuation, we do not think of provisions
release from the transaction, given the level of provisions coverage and
our view of the valuation of the toxic assets sold to AMCON. We recall that
the bank incurred a N5.6 billion loss on the Tranche I NPL sales to the
“bad bank” in December 2010. Overall, we expect our FY’11 provisions
estimate of N8.8 billion to come through, especially with the increasing
“exposure-at-default” in the “African bucket” (subsidiaries in eighteen
African countries and two other ones being rolled-out).
Overall, the H1’11 profit number translates to an annualized RoE of 8.6%
(Vs. peer RoE of 16%), supporting our position that the bank will continue
to trail its Tier-1 peers until 2013. Whilst we await clarity on the HoldCo
structure of UBA, particularly as regards the carve-out of UBA Capital and
UBA Africa Holdings, we maintain our estimates and target price of N6.75
for the year; still some 41% upside based on current market price
(N4.79). Having lost 34.2% YtD to the general market lull and the bank’s
weak performance, the counter trades at 0.8x current book value and 8.0x
FY’12 earnings; apparent evidences of its oversold level and fragile
investor confidence. Thus, we maintain our Buy rating on the shares of
UBA, albeit, with above average risk as we look forward to clarify listing,
accounting and ownership frameworks of the HoldCo structure.
Paying the price of infant African expansion: Our focus on the cost
structure is stimulated by the infancy of the “African bucket” (subsidiaries
in 18 African countries and 2 other ones being rolled-out). We note that
barely four of these subsidiaries are currently profit-making as others are
yet to attain critical mass. More importantly, the less competitive edge of
UBA and size of these markets justifies our conservatism that the African
portfolio will continue to weigh on the performance of the Group, until
H2’12 when we think the bucket will break-even. With the relatively low
yields on UBA’s assets and its structural constraints on operating expense,
we are convinced of our FY’11 cost-to-income ratio of 85% (though we
expect a moderation to 71% going forward). Whilst we think the bank has
learnt from previous acquisitions, we are still conservative on the
Brownfield acquisitions in some of these markets as this may throw further
downside to the currently high cost of risk of 4.5% on this portfolio. As we
look forward to further guidance from the Management on the current
balance sheet, we maintain our view on the asset quality and probable
provisions charge, especially with the quantum of loans on the watch-list
in the first quarter.
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Headline (N'bn)

Q2'11 Q2'10 YoY Change

Gross Earnings

87.7

93.7

-6.4%

Profit Before Tax

10.1

8.6

17.4%

Taxation

(2.0)

(3.8)

-47.4%

8.1

4.8

68.8%

715.8 628.8

13.8%

Deposit

1411.0 1267.0

11.4%

Total Asset

1817.8 1617.7

12.4%

Net Asset

187.1 179.4

4.3%

Profit After Tax
Loans
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Attractive loan growth; UBA becoming more risk-seeking: Whilst
balance sheet rigidity and toxic asset challenges informed UBA’s
conservatism in the last four quarters , the bank is cautiously improving its
risk absorption, especially as its traditional interbank market play becomes
more volatile with less attractive yields. We like the 13.7% QoQ growth in
the bank’s loan portfolio, an exploitation of its wide elbow room. With
loan-to-deposit ratio still standing at 51%, we believe the bank can
consolidate on its strong liability generation to grow its risk assets, with
ultimate benefit of earnings accretion. Though, the current capital
adequacy ratio of 17% (some 700bps above minimum regulatory
requirement but just 200bps above management’s conservative internal
target) may challenge this risk asset creation target of the bank, we are
upbeat that the improving access to international capital will pave way for
UBA’s leverage and capitalization going forward.
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INVESTMENT RECOMMENDATIONS
Vetiva uses a 5-tier recommendation system for stocks under coverage: Buy, Accumulate, Neutral, Reduce and Sell.
Buy ≥ +25.00% expected absolute price performance
Accumulate +10.00% to +24.99% expected absolute price performance
Neutral +5.00/+9.99% range expected absolute price performance
Reduce -5.00% to +4.99% expected absolute price performance
Sell < -5.00% expected absolute price performance
Definition of Ratings
Buy rating refers to stocks that are highly undervalued but with strong fundamentals and where potential return in
excess of or equal to 25.00% is expected to be realized between the current price and analysts’ target price.
Accumulate rating refers to stocks that are undervalued but with good fundamentals and where potential return of
between 10.00% and 24.99% is expected to be realized between the current price and analysts’ target price.
Neutral rating refers to stocks that are correctly valued with little upside or downside where potential return of
between +5.00 and +9.99% is expected to be realized between current price and analysts’ target price.
Reduce rating refers to stocks that are overvalued but with good or weakening fundamentals and where potential
return of between -5% and -/+4.99% is expected to be realized between current price and analysts’ target price.
Sell rating refers to stocks that are highly overvalued but with weak fundamentals and where potential return of less
than -5% is expected to be realized between current price and analysts’ target price.

Disclosures Section
Analyst Certification
The research analysts who prepared this report certify as follows:
1. That all of the views expressed in this report articulate the research analyst(s) independent views/opinions
regarding the companies, securities, industries or markets discussed in this report.

2.That the research analyst(s) compensation or remuneration is in no way connected (either directly or indirectly) to
the specific recommendations, estimates or opinions expressed in this report.

Other Disclosures
Vetiva Capital Management Limited or any of its affiliates (collectively “Vetiva”) may have financial or beneficial
interest in securities or related investments discussed in this report, potentially giving rise to a conflict of interest
which could affect the objectivity of this report. Material interests which Vetiva may have in companies or securities
discussed in this report are herein disclosed:
 Vetiva may own shares of the company/subject covered in this research report.
 Vetiva does or may seek to do business with the company/subject of this research report
 Vetiva may be or may seek to be a market maker for the company which is the subject of this research report
 Vetiva or any of its officers may be or may seek to be a director in the company which is the subject of this
research report
 Vetiva may be likely recipient of financial or other material benefits from the company/subject of this research
report.

3

United Bank for Africa Flashnote
Nigeria

|

Equity

|

Banking

|

UBA

Disclaimer
This research report is based on public information which the research analyst(s) consider credible and reliable.
Facts and views presented in this material have not been reviewed by, and may not reflect information known to,
professionals in other business areas of Vetiva, including the investment banking team, as Vetiva has established
information barriers between its Research team and certain business groups. Whilst reasonable care has been
taken in preparing this document, no responsibility or liability is accepted either by Vetiva, its officers or any of its
employees for any error of fact or opinion expressed herein. No reliance should be placed on the accuracy, fairness
or completeness of the information contained in this report as it has not been verified by the research analyst(s)
involved or the companies whose securities have been referred to except as otherwise disclosed. Neither Vetiva nor
any of its officers or employees including the research analyst (s) warrant or represent the accuracy or
completeness of information set out in this report. Any ratings, forecasts, estimates and opinions set forth in this
report constitute the analyst(s) position as at the date of this report and may not necessarily be so after the report
date as they are subject to change without notice. It is also instructive to note that a company’s past performance
is not necessarily indicative of its future performance as estimates are based on assumptions that may or may not
be realized.
The value, price or income from investments mentioned in this report may fall as well as rise due to economic
conditions, industry cycles, market indices, operational or financial conditions of companies or other factors. Thus,
Vetiva and its officers and employees shall not accept liability for any loss arising from the use of this report or its
contents in making investment decisions or recommendations.
This report provides general information only. It is not intended to provide personal investment advice and does
not take into account the specific investment objectives, financial situation and the particular needs of any specific
person. Investments discussed in this report may not be suitable for all investors and the reader(s) should
independently determine their suitability and evaluate the investment risks associated with such investments. All
investors are solely responsible for their investment decisions. Any decision to purchase or subscribe for securities
in any offering must be based solely on existing public information on such security or the information in the
prospectus or other offering document issued in connection with such offering, and not on this report. Vetiva,
through business units other than Vetiva Research, may have issued and may in the future issue trading ideas or
recommendations that are inconsistent with, and reach different conclusions from, the information presented in
this report. Such ideas or recommendations reflect the different time frames, assumptions, views and analytical
methods of the persons who prepared them, and Vetiva is under no obligation to ensure that such other trading
ideas or recommendations are brought to the attention of any recipient of this report.
To the extent this report discusses any legal proceeding or issue, it has not been prepared as nor is it intended to
express any legal conclusion, opinion or advice. Information relating to the tax status of companies whose
securities are discussed in this report is not intended to provide tax advice or to be used by anyone to provide tax
advice. By accepting this research report, you agree to be bound by the foregoing limitations.
Vetiva Capital Management Limited is registered with the Securities & Exchange Commission to conduct Financial
Advisory, Fund/Portfolio Management, and Trusteeship business in Nigeria. This document is for information
purposes only and for private circulation. No portion of this document may be reprinted, sold or redistributed
without the written consent of Vetiva Capital Management Limited. Vetiva research report is disseminated and
available primarily electronically, and, in some cases, in printed form.

Additional information on recommended securities/instruments is available on request.
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