Company Update Banking

United Bank for Africa Plc.

First Glance: Impressive Performance Despite Opex
Pressure; PBT and PAT expanded 42.86% and 29.79% yly

This afternoon, United Bank for Africa Plc (UBA) released audited H1 2017
results, wherein gross earnings grew 34.51% yly, driven by significant growth
across income lines — interest income (+44.25%, in line with our estimate) and
non-interest revenue (+16.01% and 29.77% above our estimate). Despite opex
pressure (+37.35% and 10.25% above our estimate), PBT and PAT expanded
42.86% (25.21% above our estimate) and 29.79% (7.56% above our estimate)
yly respectively, with EPS growing 29.10% yly (7.56% above our estimate of
N1.15) to N1.24. Consistent with its dividend payment, UBA is proposing an
interim dividend of NO.20 (same as previous year) — translating to a payout ratio
of 16.15% and a dividend yield of 2.06%.

The yly growth in NIR was driven by the 238.43% yly surge in FX trading
income (due to fx related gains and derivative transactions) and 170.57% yly
growth in fixed income securities trading, the cumulative impact of which
shielded the marginal decline in fee incomes (down 1.27% yly, and 5.53%
behind our estimate) due to a steep contraction in E-banking income (45.92%

yly).

In line with industry peers, the growth in interest income, was driven by
improved yields on interest earning assets (+205 bps to 12.32%) from repricing
of loans due to the elevated interest rate environment; loans and advances to
customers (+49.41% yly), and investment securities — treasury bills (+52.71%
yly) and bonds (+24.20% yly). Still reflecting the high interest rate environment,
interest expense rose 23.77% yly (in line with our estimate) driven by the
elevated interest charge on borrowings (+299.01%), a development we attribute
to its recently issued USD500 million at a yield of 7.875% and Fed Rates hikes
impact on LIBOR linked borrowings. However, the expansion in asset yields
outweighed the 38 bps yly rise in cost of funds (to 3.75%), and as a result, net
interest margin advanced 140 bps y/y to 7.30%.

The change in AMCOM levy treatment (computed as 0.5% of total assets on a
preceding year basis) resulted in a one-off charge on other opex (+57.07% yly,
15.54% above our estimate) rather than amortized as in previous year. Also,
increases in personal expenses (+16.00% yly, in line with our estimate) and
depreciation expense (+17.88% yly, in line with our estimate) further supported
the 37.35% y/y (10.25% above our estimate) growth in opex.Specifically, on the
performance in Q2-17, gross earnings advanced by 19.97% q/q (+32.83% yly),
driven largely by the significant growth in NIR (+87.91% qg/q and +11.84% yly),
which made up for the marginal g/q growth in interest income (1.86% qg/q and
+49.00% yly). Despite the 15.35% q/q (+37.69% yly) rise in opex, PBT rose
26.02% q/q (+44.05% vyly), while PAT declined by 10.45% q/q (+27.28% yly)
due to 286.92% q/q (+84.25% yly) expansion in tax provisions during the
period.

On asset quality, UBA made an additional N8.57 billion provisions on specific
credit loss impairment during the period, which by our understanding, relates to
its exposure to general commerce, manufacturing, oil & gas, and power.
Accordingly, loan loss provision (+104.25% g/q and 8.94% yly) during the
period surged, resulting in 129bps y/y uptick in cost of risk to 1.93%, above
management’s 1.5% guidance for 2017F. NPL came in ahead of 2016 level
(3.90%) at 4.20% in H1-17.
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Target Price (N)* 11.25
Current Price (N) 9.71
Implied Return (%) 15.86

Company Data

NSE Code UBA
Bloomberg Code UBA:NL
Reuters Code UBA.LG

Sector FINANCIAL SERVICES
Market Cap. (N'bn) 340.30
Free Float (%) 93.80

Ratios H1-2017 H1-2016 2016FY]

Yield on Assets 12.3% 10.3% 11.7%
Cost of Funds 3.8% 3.4% 3.7%
Net Interest Margin 7.3% 5.9% 6.7%
Cost of Risk 1.9% 0.6% 1.8%
Cost to Income 58.6% 59.4% 62.7%
Liquidity Ratio 44.2% 45.5% 43.4%
CAR 19.7% 18.7% 19.7%
NPL/Total Loans 4.2% 2.4% 3.9%
Loan-to-Deposit Ratio 63.7% 53.5% 58.9%
*Under Review
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We believe gross earnings will be impressive in 2017F, given the surge in FX
related and derivative gains, which will be further supported by the higher yields
on interest earning assets. However, the deterioration in asset quality, with cost
of risk already ahead of management’s guidance of 1.5%, portends a major risk
to our earnings outlook. Based on our last TP of N11.25, which is at 15.58%
discount to the current market price of N9.71, we have a HOLD
recommendation on the stock. Our estimates are under review.

Management will be hosting a conference call for investors and analysts on
Tuesday 29 August, 2017 at 15:00hrs Lagos time to discuss the H1-2017
results.

Cordros’ Cordros’
Highlight (N’Mn) H1-2017 H1-2016 Estimate Variance Estimate
Gross Earnings 222,718 165,580 34.51% 200,340 11.17% 121,469 101,249 19.97% 99,091 22.58%
Interest Income 154,954 107,418 44.25% 146,576 5.72% 78,190 76,764 1.86% 69,812 12.00%
Interest Expense (53,575) (43,286) 23.77% (52,553) 1.94% (28,400) (25,175) 12.81% (27,378) 3.73%
Net Interest Income 101,379 64,132  58.08% 94,022 7.82% 49,790 51,589  -3.49% 42,433  17.34%
NIR 60,398 52,064 16.01% 46,541 29.77% 39,420 20,978 87.91% 25,563 54.21%
Operating Income 161,777 116,196 39.23% 140,564  15.09% 89,210 72,567  22.93% 67,997 31.20%
Provisions (9,441) (6,821) 38.41%  (8,650) 9.14%  (6,338)  (3,103) 104.25% (5,547) 14.26%
OPEX (94,804) (69,026) 37.35% (85,994) 10.25% (50,781) (44,023) 15.35%  (41,971) 20.99%
PBT 57,531 40,270 42.86% 45949  2521% 32,061 25,441  26.02% 20,479 56.55%
Taxation (15,192) (7,649) 98.61%  (6,585) 130.70% (12,072) (3,120) 286.92%  (3,465) 248.39%
PAT 42,339 32,621  29.79% 39,364 7.56% 19,989 22,321 -10.45% 17,014 17.48%
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Disclosures.

Analyst:

Oluwasegun Akinwale (Oluwasegun.akinwale@cordros.com)

Analyst’s Certification and Disclaimer
The research analyst(s) whose name(s) appear(s) on the cover of this report certifies (y) that:

(1) all of the views expressed in this report accurately reflect his or her personal views about any and all of the subject
securities or issuers;

(2) no part of any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst(s) in this report; and

(3) all analysis made by the analyst(s) were in good faith and the views expressed reflect their opinion, without undue
influence or any intervention.

Rating Summary & Definitions
Cordros Capital uses the following rating system:

BUY (OVERWEIGHT) - Over the next twelve months, we expect the stock to return at least 20% above the current
market price.

HOLD (NEUTRAL) - Over the next twelve months, we expect the stock to range between <-10% and <+20% from the
current market price.

SELL (UNDERWEIGHT) - Over the next twelve months, we expect the stock to be more than 10% below the current
market price.

Important Disclosure

This document has been issued and approved by Cordros Capital (Cordros) and is based on information from various sources that we
believe are reliable. However, no representation is made that it is accurate or complete. While reasonable care has been taken in
preparing this document, no responsibility or liability is accepted for errors or fact or for any opinion expressed herein. This document
is for information purposes only. It does not constitute any offer or solicitation to any person to enter into any trading transaction.

Investments discussed in this report may not be suitable for all investors. This report is provided solely for the information of Cordros
clients who are then expected to make their own investment decisions. Cordros conducts designated investment business with
market counter parties and customers and this document is directed only to such persons. Cordros accepts no liability whatsoever for
any direct or consequential loss arising from any use of this report or its contents. This report is for private circulation only and may
not be reproduced, distributed or published by any recipient for any purpose without prior express consent of Cordros. Users of this
report should bear in mind that investments can fluctuate in price and value. Past performance is not necessarily a guide to future
performance.

Cordros and/or a connected company may or may not have a relationship with any of the entities mentioned in this document for

which it has received or may receive in the future fees or other compensation. Cordros is regulated by the Securities and Exchange
Commission to conduct investment business in Nigeria.
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