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Executive Summary

_ _ . banking system, abolition of universal banking system, ac
The Global Financial Stability Report (GFSR) September edition

of uniform financial year end for banks, nationalisation of
d | MF t1tl

of the International Monetary Fund (I ) ed, nAGr
_ _ _ . . rescue bask sensitisation towards a cashless banking anc
Crisis Legacieso reiterates t hat financi al stabillt

_ _ adoption dhelnternational Financial Reporting Standard (IF
increased substantially over the pashdiets. The report

among others. These measures have helped to build conf
states that weaker growth prospects adversely affect both public

) ) in the domestic banking system and averted the collapse o
and private balance sheets and heighten the challenge of coping

) ] . ..banks. The tiag agencies have upgraded the ratings of
with heavy debt burdens. According to the GFSR, the priorities in

) o Nigerian banks on account of the progress recorded wi
advanced economies are to address thedegze crisis and

] ) . implementation of some of these measures.
conclude financial regulatory reforms as soon as possible in

order to improve the resilience of the system. For emerging

_ . _ _ As at December, 31 2010 there were 24 banks operat
markets, IMF said they must limit the buildup of financial

_ _ _ _ Nigeria. 21 of these banks were quotedfioort of the NSE
imbalances while laying the foundations for a nsbre robu

] ) ) ) ) while 3 were unquoted. 3 of the banks, which are Citi
financial framework. In particular, coherent policy solutions are

) ) ) ~ Standard Chartered Bank and Stanbic IBTC Bank are f
needed to reduce sovereign risks in advanced economies and

) aqi banks that have parent companies outside the shores of |
prevent contagion.

while the remaining banks are local Bankhe puspe of

_ , thisindustry size analysis we covered twenty two (22) bank
Meanwhile, major central banks around the world have made

_ L excluded Afribank and Equitorial Trust Bank (ETB) fror
coordinated efforts to ensure that banks dsidritce have

L _ _ coverage because we were not able to lay our hands c
access to the US Dollar credits #dédte intention of the

, _ _ _ . Audited Reports for the period ended 2010 as at the time
central banks is to enhance their capacity to provide liquidity

, , L report. The total Assets of the banking industry in Nigeria
support to the global financial system. The participating central

] at N15.74tri an increase of 7.62% from N14.63tri as at Dec
banks include: The European Central Bankt{ECB%
2009. The total Customer Deposits Liabilities which repr
Federal Reserve (the Fed), the Bank of England (BOE), and the
depositor 6s c¢ o mdustrd stood at N1Di9Otr

an increase of 5.42% from N10.42tri in December 31, 200¢

Central Banks of Canada, Japan and Switzerland.

The Central Bank of Nigeria (CBN) and other regulators in the
_ _ _ _ The total Net Assets (Total Equity) of the banking industry
financial market have taken proactive steps to implement a
. .. at N1.10tri as at December 2010 representing an incre:
number of poéisiin the last 2 years to safe guard the Nigerian
i ) ) ) 12.31% from NO.99tri as at December 2009. Gross loan
financial system against both internal and external attack. Some
, advancesstood at N7.18tri in December, 2012 non

of these measures are: establishment of Asset Management

, L , performing loans (NPL) to gross loansasiti®% in 2010.
Corporation of Nigeria (AMCON) to buy the toxic assets of banks,
o ) ) The activities of AMCON have reduced-peefooming loans
injection of freglapital to some insolvent bank, guarantee of
) ) ) ) ) drasticallyThe CBN targets NPL ratio of about 5% for
interbank, pension fund placements and foreign lines in the local

industry. The gross egs(imterest income and fees &

FSDH Research
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commission income) dropped by 13.99% to N1.89tri in 2010 Wénanticipate the following outcomes for theitmuritng
N2.20tri in 2009. The operators will need to deploy their asseBOkP.

generate commensurate profit for the shareholders as the returny o ctiveness of banks valuation and earnings would .

on assets (ptax profit) wavery low at 3% as at December investors into banking stocks.
2010. Starting fr@011 all banks operating in Nigerian are U Low noperforming assets/loans.
U More disclosures as banks adopt IFRS.

Improved earnings due to more reliance on Public, P
audited financial accotmtfund the operations of AMCON for  partnership (PPP) in resolving the infrastructural proble

ten (10) years. the country.
i The CBNO sashfess le¢omomy should drive mo

noninterest income for banks.
We analyseten (10) banks based on their latest auditedi Growth in risk assets in order to generate income

financial result as at December 2010 and adopted two valudiionlhere may be further consolidation in the industry an
number of banks may reduce further.

required to make provision of 0.3% of the total Heselast

methods to value our forecasts for the banks between 2011

2015. Our valuation result shows that all the ten banks ex¢gpiwithstanding these opportunities joheiskave see in the
Stanbic IBTC were tragebuge discounts as at November 30 industry for the results of banks in December 2011 is the

2011. Therefore, we see upside potentials in the banking indﬁg?rtybanks may bogk from 'Fheir bond portfolig investrr?ent.v\
as a result of drop in the price of bonds and increase in yie

for equity investors.
The insecurity in the countrgdsaaghreat as this may affect thi

S/N| Bank Rating productive sector and scare investors both local and foreig
1. | Access Bank BUY

2. | Diamond Bank BUY

3. | First City Monument Bank BUY

4. | Fidelity Bank BUY

5. | First Bank BUY

6. | Guaranty Trust Bank BUY

7. | Stanbic IBTC REDUCE

8. | Skye Bank BUY

9. | United Bank for Africa BUY

10. | Zenith Bank BUY

4
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Fnancial stability risks hi
increased substantially ¢

the past few months

The major central bar
around the world have m
coordinated efforts to ens
that banks find it easier
have access to the US D¢
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1.0 Gobal Financial Developments

1.1 Sate of the Glob&linancial System

The Global Financial Stability Report (GFSR) September edition of the Inter
Monetary Fund (1 MF) titl ed, nGrappl
stability risks have increased substantially over the past few months.t€ke repo
that weaker growth prospects adversely affect both public and private balance
and heighten the challenge of coping with heavy debt burdens.

According to the report, public balance sheets in many advanced economies a
vulnerable to ngifinancing costs, in part owing to the transfer of private risk t
public sector. According to the GFSR, the priorities in advanced economies
address the legacy of the crisis and conclude financial regulatory reforms as
possible in adto improve the resilience of the system. For emerging markets
said they must limit the buildup of financial imbalances while laying the founda
a more robust financial framework. In particular, coherent policy solutions are n
reducesovereign risks in advanced economies and prevent contagion. Addin
credible efforts are required to strengthen the resilience of the financial syst
guard against excesses; emerging market policymakers need to guard
overheating and aldup of financial imbalances through adequate macroeconc
and financial policies; and the financial reform agenda needs to be completed

as possible and implemented internationally in a consistent manner.

In another development, the major| desatkes around the world have made
coordinated efforts to ensure that banks find it easier to have access to the U
credits iheeded The intention of the central banks is to enhance their capaci
provide liquidity support to the global financial system. The participating centr:
include: The European Central Bank (ECB), the US Federal Reserve (the F
Bank of EnglanBJE), and the Central Banks of Canada, Japan and Switzerl
Stock markets in the major global economies increased sharply on Wedr
November 30, 2011 on receiving the news. The ECB added that the central batr
making it cheaper for banks ttgedbollar liquidity when they need it and hav

agreed to reduce the cost of temporary US Dollars loans to banks



GDP grew by 7.40% in
2011.

The sectoral growth rate sh
that Telecommunication & |
sector recorded the higlr
real GDP growth rate
35.11%

The breakdown of the GDF
sectors shows that Agricul
represents 43.64%, followe
Wholesale and Retails Tr
accounting for 18.29%, w
Crude Petroleum and Nat
Gas accounts for 14.27%.
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(liquidity swaps) by half a percentage point, starting on Monday, December -
Also, the apex banks are taking steps to ensure that banks can get ready mone
currency if market conditions warrant via the establishment of a temporary ne
reciprocal swap lines. The Central Bank of Nigeria (CBN) and other regulator
financial market have taken proactive steps to implement a numbearthé policie
last 2 years to safe guard the Nigerian financial system against both interr
extenal attack.

2.0 The Nigerian Macieconomic Environment

2.1 GossDomestic ProdudiGDP)

Available data from the National Bureau of Statistics (NBS) shows that Rea
Domestic Product (GDP) in Nigeria grew by 7.40% in Q3 2011, compared witl
recorded in the corresponding period of 2010, and 7.72% and 7.87% recorde
2011 and erdecember 2010, respectively. The marginal drop in the real
compared with the Q2 2011 figure was amongst others, due to the decrease i
sector of the economy. Theoih@DP was driven by growth recorded in Agricultu
Wholesale & Retail Tradelecommunications, Manufacturing and Finance
l nsurance t he
FSDH Research released a GDP growth rate fore€sfa@f2l4l. The sectoral
growth rate shows that Telecomnmami&afost sector recorded the highest rea
GDP growth rate of 35.11%, followed by Wholesale & Retail: 11.84%; H
Restaurant: 11.81%; Solid Minerals: 11.50%; Real Estate: 11.05%; Builc
Construction: 10.72%; Business & Other Services: 8.438trindgariftb%;
Agriculture: 5.82%; Finance & Insurance:v@d8%;rude Petroleum decreased

sector s. I n AfEconomic

marginally by 0.34%.

The breakdown of the GDP by sectors shows that Agriculture represents 4
followed by Wholesale and Retails Trade accounting%orwhde€9Crude

Petroleum and Natural Gas accounts for 14.27%. The nominal GDP for Q3 2(
estimated at N10.21trn, compared with N8.01trn recorded in the correspondin
of 2010, representing a growth of 27.47%. Oil nominal GDP accounted for ¢

while nownil nominal GDP contributed 59.90%. Looking at the sectoral contributic
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The oil sector output decres
due to operational constre
experienced by some of th
producing companies du
the period undeview.

The financial services sec
which includes the bank
system, recorded a real grc
of 3.98% in Q3 201
compared with 3.96% grow
03 2010.
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the nominal GDP, Crude PetroleNatugal Gas: 40.10%, followed by Agriculture
31.99%; Wholesale & Retail Trade: 12.70%; while others contributed 15.21%.

According to the NBS, the oil sector output decreased due to operational cor
experienced by some of the oil producingie®mpang the period under review.
Adding that the sector continues to play its dominant role in the Nigeagn ecor
the major source of foreign exchange and revenue foyifilhe@uwetrage daily
production stood at 2.36mb/d in Q3 2011, commpazd9mb/d in Q3 2010.
Looking at the breakdown of real GDP to oit@hsectors, the Nigerian economy
is dominated by the -ndrsector, with a contribution of 85.73%, while the oil se
contributed 14.27% to output in Q3 2011. Thearoofriduf27% by the oil sector to
real GDP in Q3 2011 was lower than 15.38% recorded in Q3 2010; as a resl
increase in other activity sectors such as agriculture, wholesale & retail
telecommunication and manufacturing relative to tbhedioggsar, as well as the

drop in oil sector contribution in Q3 2011.

The financial services sector, which includes the banking system, recorded
growth of 3.98% in Q3 2011, compared with 3.96% growth in Q3 2010. The
policy thrust of thgukatory authorities in the banking system has been the nee
adequate liquidity in the industry to ensure that the banks and other firms inv
financial intermediation meet up with thecreasiditio the other sectors of the

economyn a no-inflationary wayhe Centr@ank of Nigeria (CBN) interventions
and effective monitoring of this s
reactivate the greancial crisis scenario. The NBS mentioned that with the concl
of the refosrin the banking systdmre were renewed activities in the sector in G
2011 as banks were better positioned to carry out lending activities to busines

individuals.
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Inflation rate as at Novenr
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GDP Growth Rate and Forecast (@1990 Constant Basic
10.00%;

8.36% 8.46%
7.67% 7.69% 7-86% 7.87% 7.72% 7.98%

.00%/| .369 7.40%
8.00% 6.96% 7.36% ()

6.00%-

4.00%/]

2.00%

0.00%"

Q4,09 2009 Q1,10 Q2,10 Q3,10 Q4,10 2010 Q1,11 Q2,11 Q3,11 Q4,11F 2011F

2.2 hflation
The inflation rate at the emdboémbe2011 siodat 10.50%nflationary pressure

continues to emanate from the structural deficiency of the Nigerian econorn
import biland inefficiegbvernment spending without commensurate value addit
amongst others. The average inflation raterygea) for thigrstelevermonthof

2011 stands 40.9%, whiléhe lowest and highest-pagear inflation rate for the
same period starais2.80% and 9.308spectively. Looking at the quarterly year
onyear inflation rate, at the end of Q1 2011, the figure stood at 12.80%, compa
14.80% in the corresponding period of 2010. At the end of Q2 2011, the figure
10.20%, compareith 14.10% in the corresponding period of 2010, while it stoc

10.30% at the end of Q3 2011, compared with 13e60éfre@splonding period of
2011 and 11.80% as at December 31, 2010.

One of the cardinal goals of the CBN thus far is to adhidiggt snftation rate.
According to CBN, single digit inflation rate will lead to positive real return c
income securities and encourage investment in these instruments and also e
savings. FSDH Research notes that efforts to addresstringtur#l challenges

especially in electricity and transport system will go along way towards the achi
of sustainable single digit inflation rate in Nigeria.
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2.3 Mnetary Policy Rate (MPR)

The goals of the CBN in 2011 informed the series of restrictive policy mea:
announced during the year. Tags bst are: maintenance of diiggteinflation,
reduced speculative demand for the US Dollar to keep exchange rate stable, a
positive real return on fixed income securities amongst others. The MPC rais
from 6.25%in January 2011 toil®¢vember 2011; maintained-g#% #&found

the MPR, meaning that Standing Lending Facility (SLF) stands at 14%, while ¢
DeposiFacilitfSDF) stands at 10%. It raised the Cash Reserve Ratio (CRR) fro
to 8%; raised Liquidity Ratio (LR)5%n0230%; redudkd Net Foreign Exchange
Open Bsition (NOP) of banks from 5% to 1% of shareholders funds, and later
The CBN backed all these measures with aggressive uddadfteD@yreration
(OMO) to reduce liquidity in the system.

The Monetary Policy Committee (MPC) of the CBNstomestieds 2011The
meetings reviewed both the domestic and international economic and fi
developments in 2011 and the challengethé&iggrian economy in the $tort
medium ternthe MPC raised rates in each of the meetings, except the Nove
2011 meeting, in which it announce adjustment in the base of the Naira in exch
the US Dollar.

CBNOGs

inmme securities and Hyamk rates, drop in the prices of bonds across ten

Theef f ect s of t he contractione
increases in finance costs for corporate and potential loss on bond portfolios ©
Despite the aggressive contractionary policy measures of the CBN, inflatic
remaing double digit, while the exchange rate had to be devalued in response

demand pressure at the foreign exchange market.

FSDH Research had recommended adoption of some unconventional metl
dealing with the attack on the Naira and the use of Open Market Operation (C
reduce the temporary excess liquidity in the market. We noted that raising the M
may result ingier cost of borrowing for corporate, which will limit credit creatio

increase finance cost.
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The value of the Nigerian N
depreciated in all the th
segments of the fore
exchange market against
US Dollar as at November
2011.

The average premium betw
the parallel market rate anc
official market rate in
months 2011 was 4.15%.

Looking ahead into 2012, tl
are speculations that the
may announce another arc
of devaluation as the cur
band may not still |
sustainable.
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2.4 Foreign Exchangelarket

Excessive demand pressure at the foreign exchange market remained unabate
first eleven months of 2011, causing the value of the Naira to slide against
Dollar. In order to ensure stability in this market, adepBBBome measures
someof which aréncrease in the sale of foreign exchange, although at the expen
foreign reserves; removal of limit of dollars sold to BiihaagdBDCs); target
audit of the authorized dealers to prevent speculative demand on dollars; |
restriction on the holding period in government securities by foreign investors;
in MPR; and lately, the reduction in net open limit of banks shareholders funds.

The value of the Nigerian Naira depreciated in all the three segments of the
exchange market against the US Dollar as at November 30, 2011. The offici
bank and parallel markets depreciated by &10Z8%0,and 4.99% respectively.
During the period under review, the CBN exceeded the 3% limit it placed
movement in theaira in the foreign exchange market. The continued dem
pressure for Dollars informed the recent decision of the CBN to devalue the |
expanding the napidint of target official exchange rate from N150/US$1 to N155/1
and maintained the ban#l-8%0; implying that the Naiagfloat roughly within a
range of N150/US$160/US$1. However, the @RBN that extraordinary shocks
could force a change in its stance. The average premium between the paralle|
rate and the official marketrdt® months 2011 was 4.15%.

Looking ahead into 2012, there are speculations that the CBN may announce
around of devaluation as the current band may not still be Scsteenatddysts
think the exchange rate may settle aroudd8784S$%h 2012With high oil price
around US$100/b and local oil production in the region of 2.4mb/d, exchange 1

remain stable as a result of good foreign exchange inflows.

10
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2.5 Eternal Reserves
According to CBN, Ni ger i aod s30 20xltstead n a
at US$331bn, representing an increasé@bo2compared with US$32.35bn as at
December 31, 2010. The CBN has expressed concerns about the persistent
pressure in the foreign exchange market and emphasized the need for tight
controls around oil revenue. The CBN notes that the sedatioa depletion lies in
the implementation of appropriate reforms with regard to industrial and trade
aimed at reducing imgdegendency nature of the Nigerian economy which will hel

conserve some foreign exchange.

FSDH Research enmgiba that the sustainable way to increase the external resel
is to implement policies that will engender the competitiveness of the Nigerian ¢

in order to increase itswibhased exports.

2.6 MNational Debt

Available data from the Debt Maeagegm Of f i ce ( DMO) s how
stock (addition of external and domestic debts) as at September 30, 2011 <
N6,198.60bn representing an increase of 18.41% from the December 31, 201
of N5,234.84bn. A breakdof the debt skoshows thekternal debt accounted for

14.21% of the total debt stock at N880.61bn, while domestic debt stock accot
85.79% of the total debt stock at N5, 318bn. The total public debt stock in the
as at September 2011 represents ali@%kf the Gross Domestic Product (GDP)
as against the applicable critical
t hat
There is commitment from the F&mminment to ensure that the total debt stoc

does not exceed 25% of GDP.

group. This means Nigeriads de

11
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3.0The Nigerian Banking Industry

3.1 Regulatorinvironment:

The Nigerian banking industry is highly regulated because of theoinip®rtance
sector in the economy. Bank Operations in Nigeria are governed by the fc
bodies:

The CBN A@QO7,

Banking and Other Financial InstitutiB©RI)L991 as amended

Nigeria Deposit Insurance Corporation Act, 1988 (NDIC)

Failed BanKRecovery of Debts) and Financial Malpractices in Banks Act,1

Money Laundering Act,1995

D> > > > D>

CBN Prudential Lines, as well as any other Monetary, Credit, Foreign, Tre
Exchange Policy circulars that may be issued by the regulatory authoritie

time to time

The key regulators in the Nigerian badkisigy are:
A The Central Bank of Nigeria (CBN)
A Nigeria Deposit Insurance Corporation (NDIC)

A Securities and Exchange Commission (SEC)

While other ancilleggulatorare:

A The Nigerian Stdekchange (NSE)

A Federal Ministry of Finance (FMF) through adhoc circulars

A Financial ServicesgRlation Coordinating CommittBE(HS

A By the Acts put in place to set up the EFCC, ICPC and the NDLEA, banks
required to provide these government ageh@psaiic data periodically

concerning their relationship with third parties.

Banking activities in Nigeria are also influenced by professional bodies such as:
A The @artered Institute of Bankers (CIB)

A Financial Mark&¢alers Association of NigeriRAFM

A The Nigerian Accounting Standardy[BASB)

12
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3.1.1The Central Bank of Nigef@BN)

TheCentral Bank of Nigeria (CBN) is solely responsible for the formulation of mc
creditand exchangate policies, and plays an overall supervisory and regulatory
for financial Institutions. The CBN is directly accountable to the National Assen
has the authority to grant or withdraw licenses for all financial institutions ul
supervigy jurisdiction. The financial institutions regulated by the CBN are:

All the deposit taking Banks,

Discount Houses,

Primary Mortgage Institutions,

Community Banks,

Finance Companies,

BureatdeChange and

D> > > > > >

Development Finance Institutions

CBNOs Syuwpmeessunvobvesrbotksittnand eBite examinations. The On
Site examination includes:

A An assessment of banks corporate governance structures,

A Internal Control Systems and

A The reliability of information provided in statutory returns

Examples ofi-site examinations are classified as:

A Maideni This is usually conducted within six months of commencemet
operation by a new bank.

A Routiné This refers to the regular examination.

>~

Targeti This addresses Specific areas of banking operations, while
A Special Refers to examinations carried out as and when required.

The CBN also conducts-spetks, for quick confirmations and verifiCdtiSits.

examinations review and analyze the financial condition of banks using pri
reports, statutory returns, and any other relevant information. During the peric
review, the CBN commenced risk based supervision to comply fullgl\@trehe Ba

Principles, moving from the traditicoaipliance based supervision framework.

13
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3.12The Nigerian Deposit Insurari@eoperatiofNDIC)

The NDI C compl ement s t he CBN©OGs ef
examination. The deposit insurance system was established in Nigeria in 19
primary mission of the NDIC is to ensure stability and public confidekoegin the
sector by guaranteeing payments to depositors in the event of failure of i
institutions as well as by conducting periodic bank examinations in conjunction
CBN. The insurance premium is ascertained based on the level of naadet, caj
operational risks. The NDIC is also responsible for ensuring the orderly closure
insured financial institutions as well as making prompt payments to insured de

A depositoro6s claim is | i mibankfilute.o a

RationaldBehind the Establishment of the NDIC

o The establishment of the Corporation was also informed by the approackt
some other countries adopted to ensure banking stability. In addition, the ¢
served to encourage saving, l@asmg the safety of deposits and ensuring
the best possible development of banking préwiceuntryThe United
States of America (USA) established the Federal Deposit Insurance Corg
(FDIQin 1933 in response to a banking collapse and panic

o Also, the Structural Adjustment Progr§&a embarked upon by
government in 1986 was aimed at deregulating the economy in the direc
marketletermined pricing. It was envisaged that since deregulation v
involve the liberalization of th& beensing process, there would be a
substantial increase in the number of licensed banks to be supervised
CBN. The establishment of an explicit deposit insurance scheme
supervisory powers over insured institutions was expected to dmmpleme

supervisory efforts of the CBN.
o Finally, prior to the establishment of the Corporation, government had

unwilling to |l et any bank fail,] N

of management. Government feared the potentiadféebterse confidence

14
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in the banking system and in the economy following a bank failure.
government established the Corporatomituster the deposit protection
scheme on its behalf and to serve as a vehicle for implementing failure re:
options for badly managedivent banks.

3.1.3The Securities and Exchange Commis&siC)

The Securities and Exchange Commission (SEC) is fully responsible for the reg
and development of the Nigerian Capita(INM2kKgthe commission undertakes
various activities to protect investors and monitor activities of market operators.
listed on the Nigerian Stock Exc(id8&re therefore regulated by the SEC, and

are expected to comply with its rules and regulations.

Regulatory Requirements for Nigerian Banks
The apital requirements are as follows:

1) Shareholderés fund of a mini mum o
e N10 billion for Regional Bank
e N25 billion for a National Bank
¢ N50 billion for amernational Bank
¢ N5 billion for a NoeresBank Regional license
e N10 billion for a NationalNinest Bank
e N15billion foa Merchant Bank

Also, other provisos include:
2) Minimurbase ratio (Adjusteab(@al tdiskWeightedssets) is 10%

3) Secondary capital cannot exceed primary capital

TheLiquidity Requirements are as follows:

1) Banks are obliged to hold at least 30% of their deposits as liquid assets (i.
and near cash items).

2)  Atleast onthird of liquid assets must be held in treasury bills

3) CashReservdratio (CRR currentl§6 d deposits

4)  This is in addition to the 30% liquidity ratio.
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The Prudential Regulations are as follows:

1) Loans are classified into specializedm@specialized logns

2) Interest Income on4penforming assets is recognized on a sigstmnidanot
on an accrual basis;

3) Provisions are expected to be made-f@rfooming loans ofspacialised
loans as follows:

Interest and or Principal Outstamyior: Classification Provision

90 days but less than 180 days Substandard 10%

180 days but less than 360 days Doubtful 50%

360 days and above Lost 1000

4) In addition a general provigid % is to be made gomeafbrming logns

5) All banksperating in Nigeria are expected to make a contribution of 0.3

their total assets astaoredn the last audited account to fund AMGON for

period afOyears starting December 2011.

Deposit Insurance:

1)
2)

Rate of premium calculated unddifférential premium system
Insurance premium is ascertained based on level of the market as well as

and operational risks.

The Lending Limits are as follows:

1)
2)
3)

4)

5)

A single obligor limit is 20% of shareholders funds for all banks

A bank cannot lemat more than 10 times its adjusted capital

A holding company and its subsidiaries (related parties) are classified as
single obligor

33.5% off balance sheet engagements are used to determine the single of
limit

Total ofbalance sheet lendinginca exceed 150% of shareholders funds
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4.0 Bevelopments in the Nigerian Bankimdystry
4.1 fsset Management Corporation of Nig&maCON) izrations

The banking industry has undergone tremendous shakeup in recent years follo
announcement of the sack of the Managing Directors of some Nigerian banks tt
the CBN and the Nigeriano8iepnsurance Corporation (NDIC) joint audit test
August 14, 2009. The CBN gave a directive to all Nigerian banks to adopt Dece
uniform financial year in order to elimindiankteansactions which conceal the
true financial position ofheat the operators. The CBN also introduced a ne
reporting format for banks unaudited and audited financial statement in order
more credibility and transparency I
format and uniform financialgmehtook effdoomSeptember, 2009 and December
2009 respectively.

In response to the final resolution of the ensuing banking system crisis, the C
the Federal Ministry of Finance spearheaded the establishment of Asset Man:
Corporation of Nigeria (AMCON) to purchpsdgaramng loans from deposit money
banksand recapitalize the affected banks. The Bill was signed into law by Pre

Goodluck Jonathan on July 19, 2010 and AMCON has since commenced opere

According to the CBN, it is expected that AMCON will help to stimulate the rec
the fiancial system through the following:

1. Providing liquidity to the intervention banks and other banks that have
non performing assets which have been provided for.

2. Provide capital to the intervention banks and the remaining banks.

3. Facilitate mergemd acquisition transactions, strategic partnership a
attracting institutional investors.

4. 1l ncrease confidence in the banks
creation.

5. Increasing access to restructuring/refinancing opportunitiessor borrower
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Prior to the creation of AMCON, the CBN mandated all Nigerian banks to m
provision in their December 2009 Audited Accounts fepehfeimmnog and bad
assets which led to huge provisioning amounting to over N2trn. This shrank the
sheetsize of the banking industry and resulted in unwillingness and inability
banks to lend to the private sector in order to support growth. The reluctance «
to lend to the private sector of the economy brought about liquidity glwlin the
system and reduced drastically the deposit generating drive of Nigerian bar
consequently inteEnk rates and deposit rates dropped without a corresponding
in the lending rate.

The Monetary Policy Committee (MPC) of the CBN, deetimyyitsf duly, 2010
noted that the key policy challenges remained the negative growth in money su
private sector credit as well as subsisting high lending rate in the face of declini
bank rates. In respqriie CBN puip several measunerder to engender credit
creation to priority sectors of the economy. Some of which are partial guarante
lending to the Small and Medium Scale manufacturers, the cotdimfiatiecff
Bank of Industry (B@® extend soft credits to the &@MEhe intervention fund of
N300bn that the CBN released tOtlier ®nward lending to the private sector of th

economy (power and aviation sectors) at 7% interest rates.

4.2 Nationalisation of Some Distressed Banks

In order to prevent the immandiapse of some of the rescued banks in Nigeria, t
CBN nationsdid three banks dmgust 05, 2011. Subseque&Z,ON injected a
capital of about N678bn to the 3 nationalised banks to assure them of the s

A

depositor s 0 sddbaks their newmamesaad the capitallinjected ar

Nationalised Banks

Former Names New Names AMCON Capital Injection (Nbn)
Afribank Mainstreet Bank 285

Bank PHB Keystone Bank 283

Spring Bank Enterprise Bank 110

Total 678
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Following the naticsadion, the shareholders of the national banks lost their t
equities investments inbreks. And all the banks have since been delisted from
Daily Official List (DOL) of the Nigerian Stock Exchange (NSE). We think t
helped to prevent systemic risk in the banking industryo Bwar@ise of
interbank placements, Pension Admuhistration @®Fplacemeniand foreign
credit lireto banks have also been extended to December 2011 for the banks.

4.3 Mergers & Acquisitions in the Banking Industry

4.3.1 Access Bank & Intercontinental Bank

Access Bank and Intercontinental rBegrktly announced the recapitalization o
Intercontinental Bank and the acquisition of 75% majority interest in Intercor
Bank by Access Baiok N50bhnPending the final merger with Access Bank

Intercontinental Bank will be owned as follows:

Shaeholders Post SchemeHolding | % of New
Shares (bn) Holding

Existing Shareholders 2.00 10

AMCON 3.00 15

Project Star Investment Itd (Access Bank) 15.00 75

Total 20.00 100

Access Bank has constituted a new board and management for Intercontinent
Meanwhile, Intercontinental Bank will be merged with Access Bank within the C
In the interim, Intercontindaak will operate as a high performing subsidiary

Access Bank fulfilling all obligations to customers and other stakeholders.

4.3.2 [Eobank & Oceanic Bank

After obtaining all necessary approvals, Haabanktional Incorporated Plc (ETI)
acquired 100% of the outstanding share capital of Oceanic Bank. ETI and (
Bank Plc signed a Transaction Implementation Agreement (TIA) on July 30,
relation to the acquisition and recapitalization @f Ba@anAccording to the
Managing Director/ Chi ef Executive C
highly complementary to the ETIs Group business and growth strategy in Nige
acquisition was executed through a Scheme of Arrangemeantesi¢G@N
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Financial Accommodation Amount (FAA) of about N290.20bn to restore the n
value of OcearBank to zero and in exchange AMCON received issued ordil
shares of Oceanic Bank through a private placement. Following the injectior
FAA, ETI acquired 100% of the outstanding ordinary share capital of Oceanic E
consideration of about N5%dnch would be made viargtaosplit of 70% in
ordinary shares of ETI and 30% in participating Cumulative Convertible Pre
Shares of ETI. The authorized and unissued shares of Oceanic Bank (1.60bn L
be issued on the ordinary shares=ahi® Bank being cancelled, this translates to
share for every 14 ordinary shares held in Oceanic Bank. It is envisaged that ¢
acquisition of Oceanic Bank by ETI, ETI will merge Oceanic Bank with Ecobank
Following the merger, the ceahleintity will have a minimum Capital Adequacy Ra
of 16%.

4.3.3 First City Monument Bank (FCMB) & Finbank Plc
First City Monument Bank (FCMB) has entered into a Scheme of Arrangems
Finbank for the

cancellation of the entire issued share capital and a corresponding portion

recapi t abyitheaeductomand f

aut hori zed share capital of Finba
shareholders funds to zero by providing Financial AccommodatiorA)Aofount (
about N155.60bn through the injection of AMCON Bonds into Finbank as cons
for the issuance of the Scheme Shares to AMCON. FCMB, through a special
vehicle FCMB Investments Limited (FIL) will acquire the Scheme Shares from /
Incmsi deration for the reduction and

Fi nbankos sharehol der s shall be en
consideration in the form of either FCMB shares or cash or a combination of

accordanceithv their respective choices.
The total consideration being offered to AMCON and existing shareholders in re

FCMBs acquisition of Finbank is N6bn. Existing shareholders of Finbank shall

10kobo as cash consideration for each existirig Birdrask or 1 FCMB shares for
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every60 existing shares. Also, AMCON shall receive N1.02 as cash considera

each Scheme Shares to FIL or 1 FCMB share for every 6 Scheme Shares.

4.4 Recapitakation
4.4.1 Union Bank Recapgation
Following obtaining all necessary approval, Union Bank has embarked on a
issue ob newshares foevery Sshares held. This is pértto recapitalisation
process wheegecore investor will take the major stake in thiladangéferred core
investor is a consortium of private equity firms headed by African Capital Allian
core investor will offer the following:

U Retention of the existing name of the bank

U Eliminate existing fragmented shareholding structure

U Equitable for existing sharelsolder

U Injection of genuine capital
The recapitsditionof the bank will be concluded by a further transaction by whic
additional suimin Tier 2 Securitiesvill be offered to all the existing shareholders
Uni on Bank. This exercise wil/ be e
presente-capitasation exerciséately the Bank has reduced its sharé loapita

allocating 3 shares for every 16 shares already held.

4.5 BankRating

Fitch Rating recently stated that it expects the financial performance of mos
Fitchrated NigenaBanks to improve in 2011 as a result of lower impairment che
and funding costgcording to ivey the medium term, higher levels of credit growt
nori nt er est income and a greater co
earnings as the comjeetifor lower cost deposits intensifies. It also noted that the
2011 results of banks show a trend of improved, more stable earnings ¢
significantly lower impairment charges compared 20h02009 2011 results
show some peamp demand afterolenged uncertainty with cost managemen

expected to take on increased focus.
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The rating agency added that the asset quality indicators of Nigerian Banks be
from the sale of Rmerforming loans (NPLs) to the AMCON during 2010 and HY z
In addition, banks proactively used restructuring as a risk managemeiiéool to o
negative impact of further NPL inflows on asset quality indicators. However, Fit
that Nigerian banks Tier 1 capital ratio may continue to be eroded by asset grc
low internal capital generation due to generous dividend policiegy Bensider
difficulties of raising fresh capital after the banking crisis, Fitch expects banks 1
higher levels of Tier 1 capital to be better placed to grow in the light of the
operating environment and credit concentrations as welpaisnh@nticoverage
ratios in the case of certain banks.

In a related development, Standard & Poor (S & P) Rating Agency has revi
rating of Nigerian banks 8aa® due to the recent actions of the AMCON. It als
assigned an industry high score of 7 for the Nigerian banking system. The rat
done under the agencyds ABanking 1In
is an analysis for a country covetgugarad unrated financial institutions that tak
deposits, extends, or engage in both activities; a BIRCA is scored on a scale f
10, ranging from the lowsktbanking systems (group 1) to the-hgghégtoup

10).

S & P stated that Nigeia i country with high political risk, low Gross Domes
Product (GDP) per capita, and large infrastructure needs, all factors the .
consider contributes to a volatile and risky operating environment for banks. k-
S & Pnoted that Nigeria hegé natural resources, low government debt, and hi
economic growth potential, which it said partly mitigate the identified risks
economy. The agency noted the slow recovery of the domestic economy had
credit growth and kept the stocktmautex. It added that credit risk in the Nigeria
high

underwriting standards, industry concentration and a weak payment c

economy was very because of th

Nevertheless, financial support from AMIp&iNreduce credit risk.
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4.6 Extension ofnterbank Guarantee

Interbank liquidity tightened as an aftermath of the resolution of the banking -
crisis that engulfed the Nigerian banking system in 2008. The special audit of |
and the NDIC revealed the rot in the system and expeteddbe danks failed
health, majorly due to bad corporate governasankigguidity tightened and the
CBN put in place an thtark Guarantee Scheme in order to avert the contag
effect of perceived liquidity distress amongst some bamkgenathdanking
system. The guarantee helped to smooth a gradual resolution of the ensuing ¢
the CBN has moved the expiry date for thanktguarantee from September 30,
2011 to December 31, 2011. The CBN strongly believe that thetdrantises sy
would have been fully resolved by the expiry date difathie gutarantee.

4.7 Ngeria Uniform Bank Account Numid8gBAN)

The CBN recently announced that the Banking Clearing House has witnes
upsurge in the volume of Automated@edits (A0 cleared through the system
since February 2009. This resulted from the Federal Government of Nigeria (
the effect that all Ministries, Departments and Agencies of the FGN should rej
forms of cheqymyments with electronic payments as from January 1, 2009.
Cheques andD& Working Group (CAWG) of the CBN observed thab@s the .
increased, so have complaints of banks and bank customers resulting frc
incidents of abuse of the clearing syStam. complaints included: delayed
presentment of customers instructions in the clearing house; delayed applic
inward BC items by some banks; late return of unapplied DAv&eig
application of inwafCAtems to wrong accounts; and wraiegod bank account
numbers by customers. The CAWG stated that many of the identified complail
traceable to the aamform structure of bank account numbers among Nigeri

banks.

A uniform account number structure would enable both theamdstbmer
presenting bank to validate account numbers and thus substantially reduce the
of items returned unapplied due to wrong account numbers; reduce the incio

wrong postings of account numbers by the receiving bank; reduce the incidence
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delayed presentment of outwa@ditdms (currently, most banks use days-to cros
check, validate and correct account numbers before pi¥seateting through the
Automated Clearing House); reduce the incidence of delayedfapplaatiah

items (most banks expend a lot of energy and time to correct account numbers
uploading inward items because their core banking applications work with too Ic

account numbers).

The successful implementation of the Uniforkcddank Number in the banking
system would ensure that many of the electronic payment problems currently fe
banking system would be resolved and banks would achieve reduced cost of of
and increased efficiency E Arocessing. The NUBAK isn (10) digit Bank
Account Number format. The format includes an Account Serial Numipee and a
Digit, constructed to support a modulus check, which enables the presenting

perform checks.

Every bank is required to create and maint@AMN ¢&dde for every customer
account (current, savings, etc.) in its customer records database, and the NUB
should be the only Account Number to be used at all interfaces with a bank ct
Also, the @igit NUBAN will make Nigeria fully cathptiiewl@digit Account
Number structure required by the West Africa Monetary Institute towards the e
integration of ECOWAS countries.

4.7 Ampactof NUBAN on Micro Cheques

The Nigeria MICR Cheque Standards already presedigitsaacduntimber in

the MICR code line of all cheques. This shows clearly that NUBAN is complaint
Nigeria Cheque Standard, so banks will not have to change the physical featur
cheque, now or in the future. However, banks would have to chetoge tféhstr
10digit account number in the code line. NUBAN helps to streamline the a
number of all other account types (Savings Account, etcdigd fbenidd which

Current Accounts have enjoyed over the years.

24



1)) 8

The new policy waormed
by the data analysis carriec
by the CBN in the wake of
2009 banking reforms, in w
commercial banks showe:
high cost structure in
banking industry

FSDH Research

Nigerian Banking Industry Revie@&look

4.8 New CBN Cash Collection Policy

4.8.1 Bckground

The new cash collection policy is a sequel to the electronic payments directiv
Federal Government of January 2009. The CBN through several fort
enlightenment about the new payment scheme have maintained that the ne
collection policy isnbécial to Nigeria, as we aspire to be amongst the top
economies of the world by 2020. The new policy was informed by the data :
carried out by the CBN in the wake of the 2009 banking reforms, in which con
banks showed a high cost steuatuthe banking industry, of which a significat
proportion is passed on to the customers in the form of high service charges ¢
lending rates. Also, of mention, is that a substantial part of the operational cos
expenditure on cash managenthe progress made by the Federal Government
the electronic payments of salaries and contractors/suppliers, the growing acc
among the citizens of innovations such as the ATM and mobile telephor
commitment by the banking communityote ither supporting infrastructure for

seamless electronic payments are encouraging the acceptance of the new rel

policy.

In addition, the CBN has emphasised that the Nigerian economy is too heavi
oriented in the transactions of goods mmesseThe huge volumes of cash
transactions impose enormous costs to the banking system and consequer
customer, in terms of cash management, frequent printing of currency notes,
sorting and cash movements. The CBN stated thatfubledastnsaction in the
economy informed the preference by the banks to lend to the capital market an
gas industry rather than the real sector and small & medium scale enterprises (:
In 2009, the direct cost of cash management to tpendaskin was N114.5bn,
and it is estimated by the CBN to reach N192bn by 2012. The spiraling
management cost, most of which is passed to the customers in the form c

charges and lending rates, & esult of the cash dominant economy.
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4.8.2 e New Retail Cash Policy

The new CBN retail cash policy will commenandianyi,J2012. The policy
Over the counter ca

transaction above N150,
and N1,000,000 for individ individuals and corporate respectively will attract a charge. The implementatic
and corporate respectively
attract a charge

stipulates that over the counter cash transaction aboveaNd 30]0000,000 for

policy will commence in Lagos, and gradually phased to cover Port Harcourt, K
and the Federal Capital Territory (FCT).

4.9 MnnteresBanking

The nointerest banking model in Nigeria operates under the principles of I
Commercial Jurisprudence, and it is one of the categorlagedsNEmancial
Institutions (NIFI). The CBN recently issued a guideline for the regulatio
supervision of institutions offeriAgtaoest financial services in Nigeria. According
the CBN, nanterest banking and finance models are broadly classified into:
interest banking and finance based on Islamic commercial jurisprudence &

interest banking and finance based on any other estabki@ezshprinciple.

The CBN stated that given the increasing number of requests from persons, bz
other financial institutions desiring to offgterest banking products and services
based on Islamic commercial jurisprudéhgeri@the apex bank has decided to
issue guidelines to this effect. Thus, -altemest financial institutions under this
model are required to comply with the guidelines that may be issued by the C
time to time. The reference to such instittite@mgsidelines includes:

U Full fledged Islamic bank oflefddjed Islamic banking subsidiary of a
conventional bank
U Fulifledged Islamic merchant offleddled Islamic subsidiary of a

conventional merchant bank

The central theme of
Islamic financial services is
it recognisgwrofit sharing ar
prohibits the charge of inte
on loans.

Fulifledged Islamic miirance bank
Islamic branch of or window of a conventional bank

Islamic subsidiary, branch or window dfamkdimancial institution

cC: cC: cC: cC:

A development bank regulated by the CBN offering Islamic financial serv

26
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The central theme of the Islamic financial services is that it recognises profit

and prohibits the charge of interest on loans.

4.10Repealof Universal Banking Model

The CBN has repealed the current Universal Banking Model, as part of its s
initiative to reforming the Nigerian Financial system to enhance the quality o
ensure financial system stability and promote evalutealtlof financial sector.
Consequently, it has approved the guideline for a new banking model. Banks c
in Nigeria are required to apply to CBN for a new operating license which can ¢
commercial or merchant banking license. Commiesatainbaperate at regional,
national and international levels with paid up share capital of N10bn, N25bn an
respectively. Merchant banks are required to provide a paid up share capital o
Under the current model, banks in Nigeria aret@ltamgdout a wide range of
banking and nbanking services which include insurance, investment advis

assets management services and so on.

The CBN believes the current universal banking regime has exposed banking |
to greater risks that Idrage the stability of the financial system. The risks art
because most banks have limited skills to cover the entire banking spectrun
banking group; increased risk from affiliate transaction; improper allocat
deposi t or s 0 bukinessessuch as proprietaty tradingsakd investmer
limited penetration and specialization as a result of the insufficient niches whi
not been appropriately served and weak group corporate governance.

The objective of the new model is tdamissfocus on their core banking busines:
and develop specialization. Banks operating in Nigeria are required to subr
plans on how they intend to transform to the new system. After they are givel
banking license, they will be requirétetosphoff or discontinue operations which

are inconsistent with terms of the new beehkgeg

FSDH Research is in support of actions and model that will enable banks cont

the sustainable development of the real economy and subsexpsenthei
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stakehol dersdéo value. However, the
should beefp their supervisory and monitoring roles as they cannot totally exol
themselves from theemt crisis in the financial industoept for the restructuring
costs that will be associated with migrating to the holding company model, the
the current group structure will be identical to the value of the proposed |
companyMeanwle, the discussion on the impadouwdle taxation for holding
company structure is stijang.

Any bank/banking group that wish to rethsnkiag business, will evolve into
holding company model which will hold investments in the bank acoreeach n

banking operation in subsidiary arrangement. The structure is as follows:

Holding Compa

: — :

Our preliminary discussions with some of the quoted banks reveal that some

will adopt the holding company structure and will list the holding company on th
the Nigerian Stock Exchange (NSE) to replace the current group companies
listed.

5.0 The Monetary Policy Environment

5.1 Mnetary Policjrate
The contractionanpnetary policy stance of the CBN in the first eleven months c

year which included the increase in rates and mopping up activities througl
Market Operation (OMO), brought about tightness in the money market. The t
in the market led itcreases in iesink rategjrops in FGN Bond prices across
tenorsjncreases in discount rates on treasumydodisses in FGN Bond marginal
rates;increases in FGN Bond yi@ldseases in FGN coupon ratesgases in

ban k s 6 d e p o dendrs andantrease c@stcof boreowings.
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The Monetary Policy Committee (MPC) of the CBN sismeetetys during the
period under review. The meetings reviewed both the domestic and interr
economic and financial developments in 2011 and the challethgd¢idgaosy
economy in the sHomnedium term. In addition, it convened or@dexdrs
meeting on October 10, 2011. Atrerdinary Meeting, the MPC was concernec
about the inefficiencies of the subsidy on petroleum produotsiarad spbrating
environment; inflatrate import dependency of the Nigerian economg;land th
real interest rate in the economy due to its cautious approach to unwinding the

sector crisis.

The major highlights of the decisions of the MPC for the first eleven months of
include, consistémtreasénthe MPR from 6.25%2&61 maintained the symmetric
corridor of 200 basis points; raised the Cash Reserve Ratio (CRR) from 1% t
t he (LR) frc
interbank transactions and guarantee of foreign criediddiceber 31, 2001; and
the Net Open Position (NOP) of banks reduceddr@mdi%hareholders funds.

rai sed Liquidity Ratio

FSDH Research had recommended adoption of some unconventional metl
dealing with the attack on the Naira and the use of Open MarkéDK@gradion

reduce the temporary excess liquidity in the market. We noted that raising tt
may result in higher cost of borrowing for corporate, which will limit credit crea

increase finance cost.

5.2 Mnetary Aggregates
According to the MP@yisional data showed that the growth in broad money (M:

the first eight months of 2011 relative to December 2010 was 8.55%, or 12.82
annualized. Aggregate domestic credit (net) grew by 14.72% in August 201
compared with the level in Dexe@®l0. The growth in aggregate credit wa:
accounted for by the increases in credit to the Federal Government and the
sector. The MPC noted that with the banking crisis approaching a final resolut
the recapitalization of banks, it istedpthat banks will increase lending once

integration issues are concluded.
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FSDH Research maintains that concerted efforts to overcome the critical infra
challenges in the country will ensure a regime of slstaieablieg rates to the

real sector of the economy.

6.0 New Reporting Standard

International Financial Reporting Standards (IFRS)

With effect from January 01, 2012, public companies operating in Nigeria are €
to migrate from thiigeriarGenerally Accepted Accounting PdNeBESA[ to
IFRS.This will require the preparation of 2011 accounts basedFRSHIRS.
principlebased standards, interpretations and the framework, adopted by
International Accounting Standards Boa)d (IASB

6.1 The main objective and importance of introducing IFRS include:

a To develop a single set of high quality understandable and enforceable glc
accounting standard that requires transparent and comparable informatior
financial statements;

a To helparticipants in various capital markets (investors, stockbrokers etc)
across the globe to understand financial statements;

a It leads to greater disclosures in financial statements (FS) which would me
financial reporting more globally acceptable;

a To worlactively with the national standard setter to bring about convergenc

national accounting standards;

6.2 Importancef Adopting IFRS for Investors in Banking Stocks:

u Reduction in the barriers to trade and flow diueatutgfeater transparency
from more disclosyres

a Banks converting to IFRS will be able to expand the pool of potential inves

a Reduction in cost of capital of preparing and of using jnformation

ua Investors are better able to understand the financial statements of banks ¢
their home countries

a Easier comparability of Nigerian banks with foreign banks

u Increased chances of multiple listing<bydharto comparable financials;
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a Improved credit ratings from rating agencies due to moreatisclosures
transparengy

a Banks increased access to funds from both foreign and domestic institutio

7.0The Banking Industry Financial Review

7.1 Industry Coverage

As at December, 31 2010 there were 24 banks operating in Nigeria. 21 of thes
were quoted on tteors of the NS#hile 3vereunquoted. 3 of the bamigch are

Citi Bank, Standard Ghved Bank and Stanbic IBTC Barfkraign banks that
haveparent companies outside the shores of Nigeria while the remaining bar
local bank.

For the purpose of this Industry size analysis we covered twenty two (22). We «
Afribank and Egurial Trust Bank (ETB) from our coverage because we were not
to lay our hands on the Audited Reports for the period ended 2010 as at the tin
report. We belethe banks included in this reperepresentative of the industry

size becauseTB and Afribaakefringe players in the Nigerian banking industry
Afribank now Main Street Bank Limited has been national in order to prevent it

imminent collapse while Sterling Bank has acquired ETB.

7.2 Balance Sheet Analysis
As atDecember 2010, the total Assets of the banking industry in Nigeria st

N15.74tri an increase of 7.62% fromtNad.83December 2009. The bank with the
largest assets was First Bank with total assets of N2.31tri accounting for 14.65
indugty total assets. This was followed by Zenith Bank with total assets of N1.¢
accounted for about 12.04% of the industry size. Five largest banks by assets s
Bank, Zenith Banks, UBA, GT Bank and Union Bank accounted for 50.64%
indusly total assets size. The largest contributor to the total assets was Loe
advances which stood at N6.18tri and accounted for 39.24% of the total assets.

Thetotal Customer Deposits Liabilities which represents sontidencedirsthe
bankingndustry stood at N10.99tri an increase of 5.42% from N10.42tri in Decer
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31, 2009. The bank with largest customer deposit which represents the share o
mobilization was still First Bank which stood at N1.45tri and represented 13.209
industrytotal deposits. This was also closely followed by Zenith Bank with N
accounting for 11.99% of the industry. Five largest banks by deposits which ¢
Bank(N1.45tr), Zenith B&nk.32tri); URN1.27tri); GTRO.76tri); Intercontinental

Bark (NO.68tri) and Oceanic B@&6tri) controlled 44.26% of the industry tot:
deposit l'iabilities. The
Deposit Liabilities accounted for about 75.15% oflitielitetsiFirst Bank also

tot al | i al

controlled the largest liabilities in the industry standing at N1.96tri which repr
13.43% of the total. Deposit liabilifestbank accowd for 73.83% of the total
liabilities. The first five banks with the largeéss,ligbiBank (N1.96tri); Zenith
Bank(N1.53tri); URN1.44tri); UBN1.12tri) and OcedBaok(N1.07tri) controlled
48.67% of the industry total liabilities.

The total Nessets (Total Equity) of the banking industry stood at N1.10tri ¢
Decemhre2010 representing an increase of 12.31% from NO0.99tri as at Dece
2009. The bank with the largest total equity was Zenith Bank at N363.56bn ac
for 33.00% of the total. The first five leading banks by total equity are Zenit
(N363bn); Fir8ank (N340.63bn); GT Bank (N210.83bn); UBA (N179.43bn)
Access Bank(N175.37bn) and jointly accounted for 114.37% of the total equi
industry. The huge negative equity of Bank PHB, Intercontinental Bank, Fin B
UBN made the five lealartks by net assets to control that large size in the indus

Gross loans and advances stood at N7.18tri in December 2010. Out of the gro:
the total performing loans stood at N5.91tri while the total classified loans
peforming loan) stoatdN1.27trirhis resulted in prforming loans to gross loans
(NPL) ratio of 18% in 2010. The activities of AMCON have redypegtbth@ngpn
loans drastically. The CBN sd¥grtrratioof about 5% for the industry.

7.2 Profitability
Grossarnings (interest income and fees & commission income) I8 @886 ddy

N1.89tri in 2010 from N2.20tri in 2009. The breakdown of the gross earnings

shows that N1.29bn representing 68%, was generated from interest income; NE€
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representing 32% was generated from fee & commission. The bank with the
gross earnings was First Bank which stood at N230.61bn and represented 12
the industry total gross earnigsfirst five largest banks by gross earnings are Fi
Bank (N230.61bn), Zenith Bank (N192.49HN1&88B19bn); GBL53.91bn) and
Union BaniN130.41bn) and controlled 47.21% of the indugigs®earning. At
N174.04QrFirst Bank generatld highest interest income which represented abc
13.51% of the industry size, while UBA generated the Higleesstnooome of
N67.44bn representing about 11.20% of the total indhistgshorcome.

The industry recovered from the monumental loss recorded in 2009 as the Prof
Tax stood at N454.34bn an improvement from a loss of N1.17tri recorded il
Intercontinental Bank recorded the highest PBT of N65.59bn on account of re
fromts nomperforming loans previously accounfgukffirst five banks with largest
PBT are: Intercontinental Bank (N65.59bn); Zeni{hN5B&8bn); GT Bank
(N48.46); First Bank (N43.19bn) and Unio(NB&#dkbn) jointly accounted for
53.64% of thedbtndustry PBT.

The tax credit that banks like Union Bank, Wema Bank and Oceanic bank rece
other recoveries that had been previously accounted for increased the indust
After TaxPAT) attributable to equity shareholdersidiistey i PAT stood at
N374.58bn as at December 2010 a significant increase from the Loss After Tz
attributable to equity shareholders of N1.06tri in 2009. Union Bank recorded the
PAT of N112.07bn representing 29.93% of the industryesné, aidlze tax credit

of N70.01brThe first five banks with largest PAT are: UnigN1B2r(7bn);
Intercontinental Bank (N52.60bn); Oceanic Bank (N38.32bn); GT Bank (N37.
Zenith Ban37.33bn) jointly accounted for 74.28% of the total Industry PAT.

7.3RatioAnalysis in thendustry
The WL to Gross loan in the industry stood at 18% as at 26a6toinbaccloans

that the banks had on their books at the end of the periBdnsgnow Enterprise
Bank) recorded the highest NPL to Gross loans of 85% foltevesshtimental
Bank at 648%. The banks with lowest NPL to IGansare CitBank with 3%
followed by First City Monument Bank (FCMB) at 4.96%. The CBN is targeting '
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Interest income still domini the industry as AMCON is expected to buy over any non performing loan in e:
the earnings as it accountes

68% of the total gro
earnings. 68% of the total gross earnings.aRBTPAT margins stood at 24% and 19%

5% of the gross lo&mterest income still dominates the earnings as it accountec

respectively. The operators will need to deploy their assets to generate comme
profit for the shareholders as the return on assets was very low at 3% as at D
2010. The industry return on equity doekaany financial sense as some banks

Through, merger a . A
acquisitions injection ofhfr operated on negative sharehol dersbod
capital by AMCON the indL review. Through, merger and acquisitions injection of fresh capital by AMC

capital has been strengther industry capital has been strengthened.

Industry Customer Deposit Liabilities
Industry Total Assets in 20 2010

49.36%

50.20%
0,
‘ °<0 ‘ 6.16%
0,
7-32% 6.92%
= FIRST BAN} = ZENITH BANY UBA “ FIRST BAR “ZENITHBAN = UBA
"GTB UBN OTHERS =GTB INTERCONTINEN" OTHER!
Industry PBT in 201
Industry Gross Earnings in 20
46.36%
10.18%
52.79% 8.02%
‘ \-8.14% B INTERCONTINEN B ZENITH BAN
EGTB H FIRST BAN
0,
\-6.90% UBN OTHER!

®FIRST BAN' ZENITH BAM UBA" GTB" UBN OTHER!
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Banking Industry Financial Reviev0 1 0 ( Nd b n)
S/N | Banks Total Contribution | Customer | Net Gross NPL Gross Operating| Operating| PBT Costto-
Assets to AMCON Deposit Assets | Loan Ratio% | Earnings | Income Expenses Income
Ratio%
1. | Access Bank | gp4.82 2.41 486.93 | 175.37| 46529 | 810 | 91.14 | 69.34 | 4864 | 16.17 | 69.97
2. | Diamond Bank | 594,80 1.78 412.03 | 107.08| 327.01 | 15.63 | 91.02 | 7420 | 41.80 | 477 | 6276
3. | Fidelity Bank | 481.62 1.44 326.74 | 136.18| 207.03 | 22.63| 56.05 | 42.08 | 29.86 | 8.65 | 70.96
4. | FCMB 538.59 1.62 334.82 | 134.77| 34620 | 496 | 62.67 | 40.01 | 2833 | 9.03 | 78.67
5. | First Bank 2,305.26 6.92 1,450.57 | 340.63| 1,222.96] 7.57 | 230.61 | 156.33 | 108.14 | 43.19 | 65.49
6. | GT Bank 1,152.00 3.46 761.20 | 210.83| 636.95 | 6.74 | 15391 | 112.46 | 57.17 | 48.46 | 53.09
7. | Stanbic IBTC | 38454 1.15 186.47 | 85.13| 187.14 | 7.61 | 56.75 | 47.77 | 3021 | 1353 | 70.76
8. | Skye Bank 705.86 212 47512 | 111.28| 417.65| 11.91| 83.98 | 52.83 | 40.10 | 12.73| 66.00
9. | UBA 1,617.70 4.85 1,267.17 | 179.43| 67410 | 882 | 18519 | 13822 | 8055 | 3.22 | 75.23
10. | Zenith Bank 1,895.03 5.69 1,318.07 | 363.56| 746.05 | 593 | 192.49 | 147.80 | 85.61 | 50.03 | 64.26
35
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8.0 Individual Company Analysis afadluation

8.1 Access Bank Plc

8.1 Analysis & Recommendation

Our analysis was basedores8Bank Audited Group Account for the period ended Deceml
31, 2A.0 compared with month®ecembeBl, 200. In view of this, the percentage change
between 20@hd 2010 may be slightly-staéed.

8.1.1Capital Adequacy
The paidip share capital of Access Bank stood at N8.94bn in 2010, up from N

in 2009 and recorded a Compound Annual Growth Rate (CAGR) of 6.40% [
2006 and 2010. The increase sh#re capital during the period was as a result
bonus issue and capital raising exdices¢otal equity of the bank increased by
4.29% to N175.37bn in 2010 fro&38i6in 2009 and recorded a CAGR of 56.96%
between 2006 and 2010. At N175.37twiaklezjuity is above the minimum capita
requirement of N25bn in the Nigerian banking industry and above the propose
minimum capital for International Banks that will have office outside Nigeria.

Composition of Total Equiz910

Funding Mi2010

78.21%

H Equity

Total assets were financec
a mix of deposits liabilit
equity and other liabilities ir
proportion of 60.50%, 21.%
and 17.71% respectively.

FSDH Research

Liabilities

1.99%

9.17%
0.40%

5.10%

B Share Premiur
Other reserve

H Paid up share capit
H Capital Reserv
Minority Interes

Total assets were financed by a mix of deposits liabilities, equity and other liaf
the proportion of 60.50%, 21.79% and 17.71% respectively. Total assets incre
16% to N804.82bn in 2010 from N693.78bn in 2000n raegariynt of loans and
advances which increased by 11.99% to N429.78bn in 2010 from N383.78bn
investment securities increased by 59.43% to N119.67bn from N75.06bn in 2
due from other banks stood at N103.18bn by 10.74% from N93.18bn in 2009
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Earnings assets (total assets less fixed assets) increased by 17.06% to N779
2010 from N665.84bn in 2009, while fixed assets declined by 9.14% to N25.
2010 from N27.94bn in 20009.

fun

The Sharehol der s o

24.14% in 2009 as a result of less than proportionate growth in the equity t

proportion of
assets. The total equity could accommodate 40.64% of the total loans and adv
2010, down from 43.64% ‘-

2009. Also, the proportion of
1,200.004

equi ty 00

growth in fixed assets stooc . 800.007

| 629,45
14.54% in 2010, down fr % %% 525,44
) 400.00 §§8-62

16.68% in 2009. The total 0. %%ﬁ
weighted assets increased - —li T T . .

0 b i 2006 2007 2008 2009 2010
28.58% to N669.43bn In 2 B Total Liabilities ™ Total assets
while the total tdgtory capitas

(Tier 1 and Tier 2) increased by 4.41% to N174bn in 2010. Consequently tl
weighted Capital Adequacy Ratio (CAR) stood at 26% in 2010 down from 3

Total Liabilities Vs Total Asse

1,045.57
873,71

bankos

693.78 804.82

above the minimum regulatory requirement of 10%. This shows that Access
wel capitalized to undertake the risk it is carrying and has room to grow its risk
to generatadditionahcome. Meanwhile, Tier 1 Capital represents 99.51% of the

regulatory capital, while Tier 2 Capital represents 0.49%.

TableB.1.1 Capital Adequacy Ratios

2010 2009 Change 2008 2007 2006 CAGR
Equity/Total Assets 21.70 24.14 (2.44) 16.43 8.64 16.55 -
Equity/Loans & Advances 40.64 43.64 (3.00) 69.89 26.34 53.40 -
Fixed Assets/Equity 1454 | 16.68 (2.13 8.21 28.75 | 13.68 -
Gross Loans (| 465,290 413,453 12.54 257,150| 118,297 60,941 66.23
Classified Ldq 37673| 80,671 | (53.30) 9,592 10,741 | 8,092 46.89
% of Classified Loans 8.10 19.51 (11.4) 3.73 9.08 13.28 -
Classified Loans/Equity 21.57 48.17 (26.60 5.58 37.84 28.01 -
Paid Up Share Capital 8,944 8,131 10.00 8,071 3,489 6,978 6.40
Core Capital 174,671| 167,487 4.29 171,804 28,385 | 28,894 56.80
Minority Interest 699.33 | 858.29 | (18.52) 56.14 - - -
Total Equity 175,370, 168,346 4.17 171,861 28,385 | 28,894 | 56.96

FSDH Research
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8.12 Assets Quality

The quality of Access Bankds assets
The decrease in the-performing loan in 2010 was due to the stringent regulat
environment and the risk

management measures | Analysis of Gross Loan in 20

in place by the bank a _~2.43%

CBN to address no

performing assets. Grc
loans and  advance
increased by 12.54%
N465.29bn in 2010 frc ® Secured againstreales ™ Secured by shar

N413.45bn in 2009, wt ® Otherwise secur Unsecure

the total classified loans

(nonperforming loan) dropped by 53.30% to N37.67bn in 2016 fomnNE09.
The loan and advances is structured as follows: Overdrafts: N131.96bn (28.369
Loans: N256.63bn (55.15%) and other loans: N76.70bn (16.49%).

2.58%

As a result of the decline in thper@rming loans, the-performing loaiSPL)
togross loans declined from 19.51% in 2009 to 8.10% in 2010. At 8.10%, shc
nonper forming | oans turn bad, 21.57%
against 48.17% in 2009. The breakdown of-pleefanonng loans shows that
N11.61bn regsenting 30.81% of the total istanbdard and N8.11bn (21.54%) is
doubtful, N17.95bn (47.65%) is lost.

The bankds t eerarmingloamsncreased to N35.61bn im201 fr
N29.76bn in 2009. A further analysis of the grosthaasloshows that 97.57%

of the gross loansecured, while 2.43%imsecured. A further break down of the
secured loan indicates that 23.14% is secured against real estate, 2.64% is set

shares of quoted companies, and 74.22% is otherwise secured
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8.1.3 Profitability

Gross earnings (interest income and fee & commission income) increased by -
N91.14bn in 2010 fri@4.98bn in 2009. The breakdown of the gross earnings
N91.14bn in 2010 shows that N65.79bn representing 72.18%, was generats
interest income; N14.44bn representing 15.84% was generated from fee & comr
N3.37bn (3.70%) from foreign exchangegs, N6.678mn (7.43%) represents
investment income and N773.24mn (0.85%) represents other income. The
earnings of the bank represent 4.82% of the industry total.

A further analysis of tl
. ) PAT Vs. Gross Earning
interest income shows tl 10000 - 91.14

85.34%, 11.15%, 2.45% ¢ g0.00 - .

1.06% was generated fr 60.00 - 58.00

Loans and  Advance 20.00 - 27.88

Treasury Bills & Investm: 20.00 - 07143-36 N =B 11.24

Securities, Placements ¢ - : — . eVl =
2006 2007 2008 #1009 2010

Advances under leas “20.00
B Profit attributable to the memb® Gross Earning,

respectivelynterest Income

declined by 1.02% to N65.79bn in 2010 from N66.47bn in 200tevkde non
income increased by 36.95% to N25.35bn in 2010 from N18.51bnimtet@88. Nor
income include: income generated from net Fees & Commission (commis:
turnover, letter of credit transactions, remittance fees, facility management, ott
and commissions and other income): N14.44bn; net Foreign Exchange E
N3.37bn, income from investments: N6.78bn and other income: N773mn. The
interest iene generated from loans & advances to gross loans and advances,
represents interest earned on loans and advances stood at 15.31% in 2010, dc
17.32% in 2009, while the ratio of interest paid to total deposits, which repres

cost of fursdirom depositors stood at 4.44% in 2010, down from 6.90% in 2009.
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The bankbés interest expense decreas

in 2010 and the decline in the interest income was lower than the decline in the
expense. We note that the decline in the interest expenses can be attolvuted tc
cost of fund in the system. The net interest income increased by 21.92% from N
in 2009 to N44.17bn in 2010. Looking atybarfierformance, interest expenses
rose to N21.62bn in 2010 from N2.47bn in 2006, leading to a CAGR of i#1.98%
2006 and 2010, and higher than the CAGR of 65.67% recorded in interest
between the same period. Return on Average Capital Employed ROCE (core
increased from a loss of 2.05% in 2009 to 9.45% in 2010. Profit Before Ta
increased by™® . 41 % to N16. 17bn in 2010, wh

by 351.42% to N11.07bn in 2010.

Looking at the segmental analysis of the gross earning of the bank, N55.59bn (
was generated in commercial banking; N17.75bn (19.48%al ifstitlaing;

N10.50bn (12.82%) investment banking; N5.79bn (6.35%) retail banking, whil
generated N328.66mn (0.36%). In the same vein, a loss of N4.15bn, a ¢
N10.29bn, N8.22bn, N1.98bn and a loss of N173.53mn of the PBT was genera
institutional banking, commercial banking, investment banking, retail banki
others respectively. An analysis of performance by geographical segment sh
the bank generated 86.75% of the gross earnings within Nigeria, 11.61% fron

Africayhile 1.63% was generated from Europe.

40



M Nigerian Banking Industry Revie®@ulook
FSDH

FIRAT ERCURITIE

ACCESS BAN}

TableB1.2 Profit & Loss Account (NO&bn)
2010 2009 Change 2008 2007 2006 CAGR
Gross Earnings 91,142 84,981 7.25 57,999 27,881 13,360 61.61
Interest Income 65,787 66,467 (1.02) 40,676 16,894 8,733 65.67
Interest Expense 21,621 30,241 (28.51) 14,646 4,952 2,472 71.98
Net Interest Income 44,166 36,226 21.92 26,031 11,942 6,261 62.97
Other Operating Income 25,355 18,513 36.95 17,323 10,988 4,628 62.97
Operating Income 69,521 54,739 27.00 43,353 22,930 10,888 58.96
Loan Loss Expense 4,524 16,651 (72.83) - - - -
Operating Expenses 48,644 35,914 35.45 18,430 11,520 7,293 60.71
Depreciation - - - 2,180 1,591 1,091 -
Profit Before Ta(OPIT) 16,168 (3,482) | (564.41) 18,846 8,043 1,119 94.95
Income Tax 5,101 921 454.07 2,993 1,%0 382 91.12
Profit After Tax 11,068 (4,402 351.42 15,853 6,083 737 96.85
Minority Interest 176 28 (15.00) 28.58 - - -
Profitability Ratios
PBT Margin 17.74 (4.10) 13.64 32.49 28.85 8.38 -
PAT Margin 12.14 (5.18) 6.96 27.33 21.82 5.52 -
Interest Income/Loan & Advances| 15.31 17.32 (2.01) 16.55 15.68 16.14 -
Net Interest Margin 48.46 42.63 5.83 44.88 42.83 46.86 -
Cost of Fund 4.44 6.90 (2.46) 4.14 241 2.23 -
Cost to-TotalRatio 69.97 65.61 4.36 42.51 50.24 66.98 -
Interest Income/Gross Earnings 72.18 78.21 (6.03) 70.13 60.59 65.36 -
Nortinterest Income/Gross Earnin 27.82 21.79 6.03 29.87 39.41 34.64 -
Return on average Equity (ROAE) 9.45 2.05 7.40 18.83 28.08 5.21 -
8.14 Management Efficiency
I n spite of the challenging operati
improved. The banks operating income increased by 27% between 2009 an
Cost to income ratiereased lower than the increase in the operatmgeyhich increased by 35.4B8&6ling
by 69.97% in 2010 fn ) )
65.61% in 2009. to increasedost to income

ratioby 69.97% in 2010 fro Cost of Funds Vs Interest Earr

65.61% in 2009. Operat 1614 1568 15.31
15.00 1

expenses increased by 35.4 £ 00
to N48.64bn in 2010 frc

6.90
5.00 - 4.14 I 4.44
. ' 2.23 2.41
N35.91bn in 2000 & | g gy l | l
recorded a CAGR of 60.7 2006 2007 2008 2009 2010

B Interest paid/Total Deposit (cost of fur
between 2006 and Interest Income/Loan and Advar
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ACCESS BANt 2010. Employee costs wkiobd at N15.62bn in 2010 increased by 53.62% frc
N10.17bn in 2009 and accounted for 32.10% of the operating expenges in 2
from 28.32% in 2009. The proportion

The proporti into operating expense increased t&58.2010 from 42.26% in 2009. In a simila

gross earnings that w development, the proportion of gross earnings that was channeled into sta
channeled into operat . os i op .

expense increased o 53.: increased to 17.13% in 2010, up from 11.96% in 206@xTrefdrper employee

in 2010 from 42.26% in 200 increased to N9.22mn, while staff cosispi@ye= decreased to N8.90mn in 2010.

The preax profit margin increased to 17.74% in 2010, up from negative 4.10% i
Similarly, the pask profit margins increased to 12.14% in 2009, up from neg:
5.18% in 2009. We expect the profitatgiitys toaimprove further going forward.

8.15 Liquidity
The total deposit liabilities of the bank of N486.93bn in 2010 were made up of
The low cost of funds (dem.

domiciliary and  savir Deposit (N166.68bn), Time Deposits (N237.29bn), Savings (N15.31bn) and Dc

accounts)  accounted Deposits (N67.75bn) in theoption of 34.21%, 48.73%, 3.14% and 13.91¢

51.26% of the deptiabbilities ) o )

from customers, while high respectively. The low cost of funds (demand, domiciliary and savings act

of funds accounted for 48.7 accounted for 51.26#the deposit liabilities from customers, while high cost of fi
accounted for 48.74%. As aresultotdeposi abi | i ti es mi x,

(proportion of interest paid on deposits to total customer deposits) stood at 4
2010, down from 6.90% in 2009.

Analysis of Customer Deposit Liabilities _
2010 Gross loan Vs Deposits & Other Accol

600.001
486.93

500.001 438.56 465:29
& 400.00- 35375 B
Z 300.00- 15

200.00- 205.23

100.00-1 _ilglf'ss 1i30 I I

2006 2007 2008 2009 2010

48.73%

=

3.14%
® Demand ® Domicilliary ® Savings “ Term BGrossLoa ™ Deposits and otheracco
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The proportion of total deposit liabilities that was channeled into loans and ac
increased to 88.26% in 2010 from 87.51% in 2009. The proportion of total ass
was channeled to loans and advances in 2010 stood 53.40%, down from 55
2009.

An analysis of the gross loan to customer deposits in terms of maturity perioc
that customer deposits under 1 month contributes 74.33% of the total cu
deposits, while gross loan under 1 month contributes 24.24% of the total gro
Customer deposits over 12 months contributed 0.35% to the total customer
while groskan over 12 months contributed 38.97% of total gross loan. This n

that depositors prefer to play in the short end of the market.

Table8.1.3 Liquidity

2010 2009 Change| 2008 2007 2006 CAGR
Cash in Hand & Balances with CBN| 25395 64,593 (60.68) | 585706 | 158433 46264 (13.92)
Advances Under Lease 3,084 4,250 (27.43) 2,48 1,024 2% 79.69
Other Assets 23,287 17,293 34.66 24,811 5,521 16,611 8.81
Investment 12,943 1,404 821.87 - - 5,975 21.32
Fixed Assets 25,390 27,945 (9.14) 14,18 8,162 3,953 59.20
Current Assets 779,434 665,839 17.06 | 1,031,461 320,454| 164,008| 47.65
Total Assets 804,824 | 693,784 16.00 | 1,045,56€¢ 328,615/ 174,554| 46.54
Deposit Liabilities 486,926 | 438,559 11.03 353.746 | 205,235 110,879| 44.76
Other Liabilities 51,80 30,906 67.90 427,475 | 82,821 | 24,939 20.10
Long Term Borrowing = = = = = = =
Deferred Taxation 420 38 1,005 625 516 281 10.55
Total Liabilities 629,453 | 525,48 19.80 873,76 | 300,29 | 145,60 44.18

8.16 Investment Analysis

Investment analysis of Access Bank stock between 2006 and 2010 showed ir
performance. The Earnings Per

Net Asset Value (M
Share (EPS) increased to N0.61522(l)<0_

10.65

in 2010 from NO.05 in 2006, =0 00
representing a CAGR of 85%. Tdwe -

EPS increased B42.3% to 6.00- 07

NO.50 in 2010 from a negative*df .

NO.27 in 2009. Access Bank paié'%? J I

2006 2007 2008 2009 2010
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ACCESS BAN} dividend of Nglkobo to its shareholders in ZIHi®.Net Ass&taluePer Share
(NA/PS) increased frorh.®0in 2006 to N9.80 in 2010, representing a CAGR
The Net AssealuePer Share 57.38a The N¥PSdecreased by 5.30% to N9.80 in 2010 from N10.35 in 20009.
(NAPS) increased from N:
in 2006 to N9.80 in 20 8.1.7Historical Return Analysis
representing a CAGR An analysis of the historical return on the investment in the Ordinary Shares of
57.38%.

Bank between January 2006 and November 30, 201lustes Tlhekcapital

depreciation in the share price during the period weighed down the effects
dividend payments and bonus issue that the investors enjoyed on their inves
Access Bank has been consistent in the payment of dividend in the last five yea

The capital depreciatiothén
share price during the pe

weighed down the effects
the dividend payments N50,025.56s a result of the fall in the share price during the period, despit

bonus issue that the inves consistent payment of dividend during the period. This resultedN#D0lbtd Bf
enjoyed on their investment

Our ilistration usinly100,000nitial investment in January 2006 decreased t

and a los®f 49.97%The number of shares the initial investment bought, ne
transaction costs, wa3,287units; however, this was reduced by the shar
reconstruction of 2 for 1 embarked on by the bank in 2006. Consequently, the
held by the investor as at end of December 31, 2006 f84#acitsd The total
dividend earned during the periodlvg18and the bonus issue receive@tvas
units. The share price depreciatédl 25%fromN7.30at the beginning of January
2006 tdN4.8(as at November 30, 2011.

Table8.14: Annual Capital Growth & Returns Analysis of N100,000 Investment in Access Bank Rlaspd&e
2006

Value Receipt Period 2006 2007 2008 2009 2010 2011 Total
Holding As At January 13,287 6,644 6,644 6,644 6,644 7,308

Bonus Shares Received - - - - 664 - 664
Cumulated Holding 6,644 6,644 6,644 6,644 7,308 7,308 7,308
Dividend Earned - 2,392 3,886 4,185 1,196 3,289 14,948

Nov302011
Accumulated Shareholding 7,308
Increase in Shareholding (% (45.00)

Price (N) 4.80

Market Value (N) 35,078
Total Dividend (N) 14,948
Value of Investment (N) 50,026
Cost ofinvestment (N) 100,000
Loss (N) (49,971
% Decrease (49.97
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DIAMOND BANK
Rating: BUY

Fair Value: N6.61

2011 EPS: N(.05)
2011 DPS: Nil
Commercial Banking

International Focus

Funding Mix2010

18.00%

B Total Liabilities
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8.1.8Valuation

As at the time of this report all efforts to get the scheme of merger beBasdnafdcess
Intercontinental Bank were not successful, therefore Wecegatudghnk as a stafohe
company.

Our fair value fdccesdBank is 8199per share. We arrived at this value by findin

the simple average of the values derived by using Discounted Cash Flow (DCF
and Relative Valuation Method (Price tosBduitipde: P/E) which ared ™Nhd

N952 respectively. Our discount rate applied on the Free Ca2Q.Fbwitiee
terminal growth rate is 7.40% while we used P/E multiple of 12x to capital
December 2011 earnings per share.

8.2.0 Diamond Baifc

8.2.0Analysis & Recommendation

Our analysis was base®mmon@ank Audited Group Account for the period ended 12mon
December, 2010 comparedwittnths December, 2009. In view of this, the percentage cha
between 2009 and 2010 may be slighstatacer

8.21 Capital Adequacy
The paudip share capital of Diamond Bank stood at N7.24bn in December 2010

as in the in 8 months December 2009 and recorded a Compound Annual Grov
(CAGR) of 17.46% between 2006 and 2010. The total equity of the bank in
marginally by93% to N107.08bn in 2010 from N106.09bn in 2009 and recorc
CAGR of 32.06% between 2006 and 2010. At N107.08bn, the total equity is al
minimum capital requirement of N25bn in the Nigerian banking industry and al
proposed N50bn minimuntatdpr International Banks that will have office outsi

Nigeria.
Composition of Equit2010

0.43%
6.76%

83.70%
B Paid up share capit:

B Other Reserve
Minority Interes

4.76%

B Retained Earnin

. Share Premiur
Total Equity

Total assets were financed by a mix of deposits liabilities, equity, long term bo
and other liabilities in the proportion of 69.27%, 18%, 4.75% and 7.97% respect
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The total assets repres
3.78% of the industry total.

The total equity cot
accommodate 36.40% of
total loans and advances
2010, marginally up fr
35.07% in 2009

Capital Adequacy Ratio (C
stood at 17.29% in 2010 d
from 19.5% but above
minimum regulatc
requirement of 10%.
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Total assets decreased by 8.55% to N594.80bn in 2010 from N650.40bn ir
majorly on account of cash and balances with the CBN which comprised
Operéing accounts with Central Banks and Mandatory reserve deposits with
banks in the proportion 34.17%, 53.60% and 12.23% reEpectotalyassets
represent 3.78% of the industryTtogadirop in cash and balances with the CBN s ¢
account af1.39% drop in operating accounts withBaektfale from other banks
also dropped by 34.269466.82bn in 2010 from N101.66bn.in 2009

However, the flight to safety led to the increase in treasury bills of 464% to N51
2010 from N9.09bn002

Earnings assets (total assets less fixed assets) also decreased by 8.94% to NE
in 2010 from N612.83bn in 2009, while fixed assets decreased marginally by Z
N36.75bn in 2010 from N37.57bn in 2009.

The proportion of Shareholdersdé fun
16.31% in 2009 as a resuli

more than proportionate gro

Total Liabilities Vs Total Assets N'

700.00
625.67 ©90-4C

in the equity than the asse 600.00 siagy 0948

. 500.00- 41 71
The total equity cou 400.00- .
accommodate 36/400f the 300.001 26277
200.00 1192463
total loans and advances 100'00_] i
2010, - - - - -

marginally up frc
2006 2007 2008 2009 2010

35.07% In 2009. Also, t ® Total Liabilities ™ Total Assets
proportion of e e e i e e e g e ey,
used to support growth in fixed assets stood at 34.32% in 2010, down from 3¢
2009. The total risk weighted assets increas@d%yd 3i619.34bn in 2010, while
the total regulatory capital (Tier 1 and Tier 2) increased marginally by O0.¢
N107.08bn in 2010. Consequently thédribiked Capital espiacy Ratio (CAR)
stood at 17.29 in 2010 down from 19.5% but above the mmegoiatory
requirement of 10%. This shows that Diamond Bank is well capitalized to undel

risk it is carrying and has room to grow its risk assets @dgi@mrabeome.
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TableB.2.1:Capital Adequacy Ratios

2010 2009 Change 2008 2007 2006 CAGR

Equity/Total Assets

18.00 16.31 1.69 18.74 16.59 15.45 -

Equity/Loans & Advances

36.40 35.07 1.33 48.77 52.74 43.70 =

Fixed Assets/Equity

3432 | 3541 | (1.09 2347 | 31.68 | 24.07 -

GrossLoans ( N&b

327,008 346,463| (5.62) 250,326 108,018| 84,018 | 40.46

Cl assified Lo

51,122 | 68,141 (24.98) 11,133 8,366 4,447 84.13

% of Classified Loans

15.63 | 19.67 | (4.0} 4.45 7.74 5.29 -

Classified Loans/Equity

47.74 64.23 (16.4% 9.49 15.71 12.63 =

Paid Up Share Capital 7,238 7238 - 6,380 4700 3,802 17.46
Core Capital 106,629| 105,6% 0.93 116,123| 52,775 | 35,021 32.10
Minority Interest 455.66 | 446,09 2.15 1,132 479.35 | 183.43 25.54
Total Equity 107,085| 106,093 0.93 117,256| 53,254 | 35,204 | 32.06

Diamond Bank still has a I¢
bad assets iits books whic
the current management
making efforts to clean.

The bank noted that |
decrease in the gross lo
was as a deliberate actior
reduce lending activities du
the year.

FSDH Research

8.22 Assets Quality
The quality of Diamond Bankdés asset

Nevertheless still has a lot of bad assets in its books which the current manage
is making efforts to cl8dre decrease in the-performing loan in 2010 was due to
the stringent regulatory environment and the risk management measures put
by the bank and CBN to addr
nonperforming assets. Gross lo

Analysis of Gross Loan in 20

and advances decreased by 5.(
to N327.01bn in2010 from
N346.46bn in 2009, and the t
classified loans (querforming loan

recorded a decrease of 24.98% msecured against Real Est® Other wise secure

N51.12bn in 2010 from N68.14k., s

2009. The loan and advances is structured as follows: Overdraft: N76.73bn (Z
Term Loan: N249.890142%) and Commercial Papers: N393.51mn 042%).
bank noted that the decr@asbe gross loamnss as a deliberate action to reduce
lending activities during the year. We think this was to address quality of loa

than indiscriminate lending.
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TheNPL ratio stood at 15.6
in 2010 down from 19.679
20009.

The breakdown of the-n
performing loans shows -
N13.84bn representing 27.
of the total is substand:
N16.82bn (32.91%) is douk
and N20.46bn (40.02%) is |

The gross earnings repre:
4.81% of the industry total.

FSDH Research

Nigerian Banking Industry Revie@&look

As a result of the decline in thperfarming loans, the-periorming loa(isP[)

to gross loans declined from 19.67% in 2009 to 15.63%haukD1Be nen
performing |l oans turn bad, 47 . 74 %
against 64.23% in 2009.

The breakdown of the-periorming loans shows that N13.84bn representing 27.C
of the total is substandard, N16.82bn (32.91%) is doubtful, and N20.46bn (40
lost.

The bankds t o-pedorming loanmy dased corN32{78bn in A0d(
from N43.98bn in 2009. A further analysis of the gross loans of the bank shc
94.21% of the gross loae@ired, while 5.79%risecured. A further break down of
the secured loan indicates that 72.11% is secure@agestaste; and 27.89% is

otherwise secured.

8.23 Profitability
Gross earnings (interest income and fee & commission incond#).3gewo by

N91.0Bn in 2010 from NBbn in 2009. The breakdown of the gross earnings
N91.0Bn in 2010 shows that N66.18bn repreg@¥tings generated from interest
income; B1.8Bn representi?3% was generated from fee & comnaisdiather

incomeThe gross earningpresent.81%of the industry total.

A further analysis of tl PAT Vs Gross Earnings N
interest income shows /100097 91.02

80.00 -
82.11%, 9.99%, 6.61% & goaa 774

60.00 -
1.29% was generated fr 39.87

40007
Loans and Advances, Treas ,g g - ' 12.82

: 3.98 5.77 . 1.33
Bills & Investment Securiti . === = B
2006 2007 2008 2009 2010

Placements &Short Term -20.00-
Funds and Advances un mProfitafter Ta> M Gross Earning

lease respectively. Interest Income grew by 30.41% to N66.18bn in 2011
N50.75bn in 2009, whileimi@mest income increased by 46.24% to N24.85bn in 2(
from N16.99bn in 2009 -iNtmmest income include: ingmmerated from Fees &

48



L

1)) 8

DIAMONBANK

Return on Average Cayf
Employed (core capital) R(
increased from a negal
position of 11.16% in 2009
positivd4.486 in 2010.
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Commission (commission on turlettearpf credit commissions, credit related fee:
corporate finance fees and other fees & commissions): N17.78bn; Foreign E
Earnings N1.91bn, Trading incdiiel6bn; Underwriting Profitl6.79mn;
Investment Income: N1.05bn; Profit on loates AMGONN1.41bn; and Other
operating income: N523.78mn. The ratio of interest income generated from
advances to gross loans and advances, which represents interest earned on Ic
advances stood at 22.49% in 2010, up from 16.78% ire206%auhibf interest
paid to total deposits, which represents the cost of funds from depositors s
3.81% in 2010, down from 5.01% in 2009.

The bankdéds interest expense decreas
in 2010 as the growthhe interest income was higher than the growth in the inte
expense. We note that the decline in the interest expenses can be atkoivuted tc
cost of fund in the system and the deliberate action undéreakank to source
low cost of fdimg and drop high cost of Tt net interest income grew by 92.98%
from N25.85bn in 2009 to N49.88bn in 2010. Looking-gah@difermance,
interest expenses rose to N16.29bn in 2010 from N4.61bn in 2006, leading to .
of 37.09% betweer0D@@&nd 2010ut lowethan the CAGR of 45.28% recorded in
interest income between the same period. Return on Average Capital Employ
capital) ROCE increaf®in a negative position of 11.16% in 2009 to a posit
4.4806 in 2010.

The Ban &dased iy RB3B.58%rto N4.77bn in 2010 from a negative N12.
in 2009. Also, the PAT increased by 116.26% to N1.33bn in 2010 from a n
N8.17bn in 20d%oking at the segmental analysis of the group earning of the |
N55.83bn (61.34%) was generated in regional banking; N32.61bn (35.82%) ¢
banking; N1.28bn (1.413%); and investment banking N1.31bn (1.44%). In th
vein, N5.39bn (55.78%), 61iB.8(39.95%), N413.70mn (4.28%), and a loss
N4.77bn, all of the PBT was generated from regional businesses, corporate |
insurance business, and investment banking respectively. An analysis of perft
by geographical segment shows that kigebarated 94.42% of the group earnings
within Nigeria, while 5.58% was generated from the West Africa.
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TableB22Pr of it & Loss Account (N©&bn)

2010 2009 Change 2008 2007 2006 CAGR

Gross Earnings 91,022 67,736 34.38 60,48 39,874 22,714 41.49
Interest Income 66,176 50,746 30.41 35,73 25,586 14,854 45,28
Interest Expense 16,293 24,896 (34.55) 12,39 9,028 4,612 37.09
Net Interest Income 49,83 25,%0 92.9 23,346 16,53 10,242 48.56
Other Operating Income 24,846 16,990 46.24 24,713 14,318 7,859 33.34
Operatingncome 74,20 42,48 74.76 47,733 30,675 17,933 42.62
Loan Loss Expense - - - - - - -
Operating Expenses 46,565 30,087 54.76 26,711 20,798 12,315 39.44
Depreciation 4,762 3,187 49.38 2,498 1,718 1,204 41.03
Profit Before T40PIT) 4,78 (12,374) 138.58 16,214 7,641 5,455 (3.24)
Income Tax 3,444 4200 (17.99) 3,393 1,870 1,468 23.76
Profit After Tax 1,329 (8,174) 116.26 12,821 5771 3,977 (2397
Minority Interest (40.24) 32.40 (224.19) (72.45) (32.00) (16.61) 24.75
Profitability Ratios
PBT Margin 524 (18.27 23.51 26.83 19.16 23.97 -
PAT Margin 146 (12.0% 13.53 21.21 14.47 17.51 -
Interest Income/Loan & Advances| 22.49 16.78 5.71 14.86 25.31 18.44 -
Net Interest Margin 59.42 41.33 18.09 38.63 41.45 45.09 -
Cost of Fund 3.81 5.01 (1.20 2.89 3.86 3.05 -
Costto- Income 62.76 70.86 (8.10) 55.96 67.80 68.67 -
Interest Income/Gross Earnings 72.70 74.92 (2.95) 59.11 64.09 65.40 -
Nortinterest Income/Gross Earnin 21.17 18.86 2.21 40.89 35.91 34.60 -
Return orAverage Equity (ROAE) 4.48 (11.66) (7.19) 19.02 17.28 19.43 -

The bank was able to impr
major efficiency measures.

FSDH Research

8.24 Management Efficiency

The 2010 was a year of recovery for businessearglogbatticularly the operators

in the financial industrv

. Cost of Fund Vs Interest Earned
Consequent upon of this, 3 g,

bank was able to impro 25.00- iy 22.49

major efficiency measur 20007 1844 ag 1678

The banks operatingome 15.007

increased by  74.76' 1:_'33_ sos 38 ,m % san

between 2009 and 201 i 1 l i B
2006 2007 2008 2009 2010

higherthan the increase i
H Interest paid/Total Deposit (cost of fu

the InterestIncome/Loan and Advar

which increased by 54.78f.cost to income rdtioppd t062.766 in 2010

operating expens:
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The cost to income re
dropped to 62.76% in 2l
from 70.86% in 2009.

The bankos
(proportion of interest paid
deposits to total custor
deposits) stood at 3.81%
2010, down from 5.01%
20009.
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from70.866 in 2009. Operating expenses less depreciation increased by 55.4
N41.80bn in 2010 from N26.90bn in 2009 and recorded a CAGR of 39.27% |
2006 and 2010. Staff costs which stood at N16.48bn in 2010 increased by 44.6
N11.39bn in 2009 andaated for 35.38% of the operating expenses in 2010, d«
marginally from 37.85% in 2009. The
channeled into operating expense increakd®don 2010 from.426 in 2009. In

a similar development, th@pgrtion of gross earnings that was channeled in
employeeosts increased 18.106 in 201Qyp from16.8% in 2009. The pax

profit per employee increased to N1wOih@tosts per employee increased to
N5.52mn in 20IXhis may be as a resultenfefits paid to retiring employees of the
bankThe preax profit margin increase@®d6n 2010, up from-areloss margin
18.2% in 2009. Similarly, the-faasprofit margins increaseld4®b6 in 2010, up
from podix loss margii®.0% in 209. We expect the profitability margins to

improve further going forward.

8.25 Liquidity
The total deposit liabilities of the bank of N412.03bn in 2010 were made up of

Deposit (N203.87bn), Time Deposits (N110.47bn), and Savings (N97.69bn)
proportion of 49.48%, 26.81% and 23.71% respectively. The low deshandunds |
and savigs accounts) accounted for Z4B81he deposit liabilities from customers,
while highost of funds accounted for #8.18s a result of deposit liabilities mix, the
bankés cost of funds (proportion of
stood at 3.81% in 2010, down from 5.01% in 2009.

Analysis of Customer Depos Gross Loans Vs Deposit from Custome
Liabilites2010 600.00 N'bn
500.00 482.06
- 4871 412,03

® Demanc ® Time

FSDH Research

400.00

.46
01
300.007 y17 7 232383
200.00 [
148.56 02
100.00 iz "i

2006 2007 2008 2009 2010

savings BGrossLoar M Deposits from Custome
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The bank grew its loan boc
relation to its total assets
enable it generate additic
income.
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The proportion of total deposit liabilities that was channeled into loans and ac
increased to 68.84% in 2010 from 60.90% in 2009. Included in the Loans and A
is Commercial Papers (CPs) of N393.51mn which was redassifetasheet
fdlowing CBN directive. The proportion of total assets that was channeled to lo
advances also increased in 2010 to 49.47% from 46.51¥his KGHIs that the
bank grew its loan book in relation to its total assets to enable it genérate ac

income.

An analysis of the gross loan to customer deposits in terms of maturity perioc
that customer deposits under 1 month contributes 51.77% of the total cu
deposits while gross loan under 1 month contributes 46.48% of the total gro
Customer deposits over 12 months contributed 24.60% to the total customer
while gross loan over 12 months contributed 34.85% of total gross loan. This
thatits depositors prefer to play in the short end of theHoweket:, the bank is

matching its assets very well with its deposits profiles.

Table8.2.3 Liquidity

2010 2009 Change| 2008 2007 2006 CAGR
Cash in Hand & Balances with CB| 27,606 70,428 (60.80) 62,864 | 85,657 | 32,27 (3.80)
Advances Under Lease 5,071 6,963 (27.17) 11,501 8,051 4,090 5.52
Other Assets 17,922 21,848 (17.97) 51,821 | 21,543 | 19,651 (2.28)
Investment 73,492 68,415 7.42 - - 2,050 -

Fixed Assets

36,751 37,567 (2.17) 27,523 | 16,870 8,48 4431

Current /Earnings Assets

558,044 612,828 (8.94) 598,146 | 304,80 | 219,360| 26.29

Total Assets

594,795 650,396 (8.55) 625,60 | 320,950, 227,833 27.11

Deposit Liabilities

427,379 496,716 (13.99 428,238 | 234,045 151,317| 82.68

Other Liabilities

27,673 21,271 30.10 54,39 21,80 - -

Deferred Taxation

580 1,962 (70.42) | 2,534 | 1,325 928 (11.06)

Total Liabilities

487,710 544,303 (10.40) | 508,414 | 267,696| 192,629| 26.14

Diamond Bank paid
dividend of0.15kobo to i
shareholders in 2010.

FSDH Research

9.26 Investment Analysis

The Earnings Per Share (E NetAssetValue (1
10.00
decreased to N0.09k in 2010 f 5o
8.00 - 7.33 7.40
NO.74k in 2006 representing 6.00 | 567
Compound Annual Decline F =
(CADR) of 41.10%. The EPS |

2006 2007 2008 2009 2010
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paid

dividend of NO.15kobo to

shareholders in 2010.

The capital depreciation in
share price during the pe
weighed down the effects
the dividend payments
bonus issue that the inves
enjoyed on their investme

during the period.
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howevemcreased by 115.83% to N0.09k in 2010 from a negative NO.56k in
Diamon@ank paid a dividend of NO.15kobo to its share2fit@ihanNet Asset
Value per share increased from N4.63 in 2006 to N7.40 in 2010, representing
of 12.43%, amitreased by 0.93% between 2009 and 2010.

8.2.7Historical Return Analysis
An analysis of the historical return on the investment in the Ordinary Shares of |

Bank between January 2006 and November 30, 201lustes Thekcapital
depreciation the share price during the period weighed down the effects of
dividend payments and bonus issue that the investors enjoyed on their inve

during the period.

Our illustration usihg.00,000nitial investment in January 2006 decreased t
N55,265.68s a result of the fall in the share price during the period, despit
payment of dividend during the period. This resulted iIN44|384 8&nd a loss
of44.73%The number of shares the initial investment bought, net of tratssaction
wasl2,516anits. The total dividend earned during the pekib8, &E&2%nd the
bonus issue received W@s2units. The share price depreciaté@8hl/7%drom
N7.75t the beginning of January 200&.8&s at November 30, 2011.

Table8.2.4 Annual Capital Growth & Returns Analysis of N100,000 Investment in Diamond Bank Plc si68e2D@x@uary

Value Receipt Period 2006 2007 2008 2009 20D 2011 Total

Holding As At January 12,516 12,516 12,516 13,768 13,768 13,768

Bonus Shares Received - - 1,252 - - - 1,252

Cumulated Holding 12,516 12,516 13,768 13,768 13,768 13,768 13,768

Dividend Earned 6,195 6,308 1,115 1,859 15,477
Nov30201

Accumulated Shareholding 13,768

Increase irshareholding (%) 10.00

Price (N) 2.89

Market Value (N) 39,788

Total Dividend (N) 15,478

Value of Investment (N) 55,267

Cost of Investment (N) 100,000

Loss(N) 44,734

% Derease (44.73)

FSDH Research
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DIAMONBANK 8.2.8Valuation
Our fair value for Diamond Bank is N6.61 per share. We arrived at this value b

Discounted Cash Flow (DCF) method. Our discount rate applied on the Free C:
is 24.49% and the terminal growth rate is 7.40%. We forecast a Loss After Ta
bank for the financial year ending December 2011 thus we cannot used P/E m

derive a value for its shares.

8.3.0First City Monument Bank

8.30 Analysis & Recommendation
- Our analysis was based on First City Monum@CRa#udited Group Account for the period
Rating: BUY ended 12months December, 2010 compared with 8 months December, 2009. In view of

percentage change between 2009 and 2010 may be stigtiégl.over

Fair Value: N7.75
8.31 Capital Adequacy

2011 EPS: NO.58 The paidip share capital of FCid at N8.14bn in 12 months December 201
2011 DPS: N0.38 same as in 8 months December 2009 and recorded a Compound Annual Grov
Holding Company (CAGR) of 14.39% between 2006 and 2010. The total equity of the bank incre

4% to N134.77bn in 2010 from N129.60bn in 2608rded & CAGR of 51.02%
between 2006 and 2010. At N134.77bn, the total equity is above the minimun

International Focus

requirement of N25bn in the Nigerian banking industry and above the propose

minimum capital for International Banks that will have defidegetit.

Funding Mix2010 Composition of Total Equit§010

25.02% 6.04%

80.41%

¥ Total Liabilities ™ Shareholders Func B Paid up share capit ™ General Reserve ™ Share Premiu

Total assets were financed by a mix of deposits liabilities, equity, long term bo
and other liabilities in the proportion of 62.17%, 25.02%, 4.66% and 8.15% resy
Total assets increased by 16.17% to N538.59bn in 2010 from N463.64bn it
majorly on account of increase in loans and advances, investment securities, tr

bills and cash and balances with the Central Bank.
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The total asset represeénti2%of the industry totalsets However, there were
decreases in due from other banks, deferred tags@mmeht in associates. Loans
& Alvances increased by 36.93% to N326.90bn in 2010 from N238.73bn in
Investment Securities increased by 78.93% fooMR4LIL46bn in 200Beasury

bills increased by 165.09% to N22.59bn from N8.52lmuent@0gBt to safety
and cash and bank balances with the CBN increased by 48.79% to N13.41l
N9.01bn in 2009. The drop in due from other banks was 52.94% to N57.31bn
from N121.79bn in 2009, while deferred tax dropped 48.34% to N572.05mr
N1.1bn in 2009.

Earnings assets (total assets less fixed assets) also increased by 17.39% to NE
in 2016rom N441.82bn in 2009, viteld ssets decreased by 8.64% to N19.93bn |
2010 from N21.82bn in 2€@@aning that the bank deployed more of its assets

generate income

The proportion of shareholdersdo fun

27.95% in 2009 as a result Total Liabilities Vs. Total Asset
lessthan proportionate growtlr N'on
the equity than the assets. =~ 600-00 538.59
500.00+ 467.34 463.64
total equity could accommoc 400.00- 323l s R
300.00+ 2 %84
41.23% of the total loans & ,q, oo -
' 4 80121%6'37
advances in 2010, down fr 19000 &
54.28% in 2009. Also, t 2006 2007 2008 2009 2010
proportion of B Total Liabilities ™ Total Assets /

used to support growth in fixed assets stdotd%i in 2010, down from 16.84% in
2009. The total risk weighted assets increased by 23.47% to N422.92bn in 20!
the total regulatory capital (Tier 1 and Tier 2) increased by 4.19% to N128.
2010. Consequently the Risk weighted CapitalyARatingdCAR) stood at 30.43%
in 2010 down from 36.06% but above the minimum regulatory requirement of 1
shows that FCMB is well capitalized to undertake the risk it is carrying and has
grow its risk assets to genadi#ionahcome.
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Table8.3.1 Capital Adequacy Ratios
2010 2009 Change 2008 2007 2006 CAGR

Equity/Total Assets 25.02 27.95 (2.93) 28.59 11.83 24.36 -
Equity/Loans & Advances 41.23 54.28 (13.06) 71.60 37.22 137.19 -
Fixed Assets/Equity 14.79 16.84 (2.05) 12.44 41.07 26.78 -
Gross Loans (| 346,198, 257,435 34.48 193,394| 84,084 | 26,311 | 90.46
Classified Lo 17186 22,517 | (23.68 5,291 2,739 8,254 20.12
% of Classified Loans 4.96 8.75 3.79 2.74 3.26 31.37 -
Classified Loans/Equity 12.75 17.38 (463 3.96 8.81 31.86 -
Paid Up Share Capital 8,136 8,136 - 8,136 4,751 4,751 14.39
General Reserves 18,266 | 13,088 39.56 17,128 5,363 4,050 45.73
Core Capital 134,771| 129,593 4.00 133,633| 31,104 | 25,912 | 51.02
Total Equity 134,771| 129,593 4.00 133,633| 31,104 | 25,912 | 51.02

8.32 Assets Quality

The quality of FCMBOs assets improv

trend. The ngrerforming loan of FCMB in 2010 decreased due to the strin
regulatory environment and Analysis of Gross Loan2010
risk management measures pl
place by the bank and CBN

address ngperforming asset:

5.87%

Gross loans and advanc
increased by 34.48%
N346.20bn in 2010 frc 1.92%

B Secured against real est
B Secured by shares of quoted secur
B Other wise secure

Unsecure(

N257.44bn in 2009, while the -
classified loans (Auerforming
loan) recorded a decrease of 23.68% to N17.19bn in 2010 from N22B2&n in 2(

gress loan accounts4d32%of the industry total.

As a result of the decrease in thpenimnming loans, the-periorming loans to
gross loans (NPL) decreased from 8.75% in 2009 to 4.96% in 2010. At 4.96%
the nofperforming loans turn bad, 32% of t he de
as against 17.38% in 2009. The breakdown gbénomoimg loans shows that

shar ehol
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N562mn represent®g7% of the total is substandard, N3.11bn (18.12%) is dou
and N13.51bn (78.61%)) is lost.

The bankods t eperfarminglaarmsncreased to N19.80bn im2010 frc
N18.70bn in 2009. A further analysis of the gross loans of the thahR4H13%

of the gross loansiecured, while 5.87%imsecured. A further break down of the
secured loan indicates that 29.06% is secured against real estate, 2.04% is set
guoted companies and 68.90% is otherwise secured.

8.3 3Profitability
Gross earnings increased by 75.12% to N62.67bn in 2010 from N35.78én in 2(

interest income accounts for 70% of the gross earnings while 30% was genera

noninterest incomehe gross earnings accoungs3n®o tthe industrgtal.

Looking at the segmen*~!

analysis of the gross earning PAT Vs. Gross Earnings N

0 70.00 - 62.67
the bank, N2.34bn (3.74%) \ ., oo 62 82
generated in Investme 50.00 -
o 40.00 - 35.79
banking; N11.36bn (18.13 _ " | 497
Corporate & Commercial 20.00 ,,,, 5 15.11 y
- 10.00 - : :
Banking; N16.08bn (25.6€ _ = il I o
Retail Banking; N22.70 2006 2007 2008 2009 2010
(36.22%) Institutional Banki B PpProfit after Ta ™ Gross Earning

and N10.19bn (16.26%) Treasury & Financial Markets.

A breakdown of the interest income shows that Loans & Advances, Placement
term funds, Interest amds and Advances under lease in the proportion 83.1"
6.28%, 8.15% and 2.42% respectively. The Net Interest Income increased by 3.
N21.93bn in 2010 from N16.32bn in 2009, whilereginincome increased by
139.09% to N18.08bn in 2010 fro6bNH52009. Norerest income include: net
income generated from Fees & Commission (commission on turnover, letter
commissions and fees, credit related fees, facility management fees, commis

oftbalance sheet transaction and othé&r deesmissions): N9.21bn; Foreign
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Exchange Income N2.65bn; Income from Investmentdiddvi@binom disposal

of investments: N1.29bn; and Other Income:N1.23bn. The ratio of interest
generated from loans & advances to gross loans and advances, which rep
interest earned on loans and advances stood at 13.35% in 2010,1% from 11
2009, while the ratio of interest paid to total deposits, which represents the cost
from depositors stood at 6.48% inup@in 4.28% in 2009.

The bankds interest expense increas
in 2009The net interest income also increased by 34.41% to N21.93bn in 201
N16.32bn in 2009. Looking at thgefiveperformance, interest expenses rose
N21.70bn in 2010 from N2.79bn in 2006, leading to a CAGR of 67.05% betwe
and 2010, but maaly lower than the CAGR of 67.45% recorded in interest inc
between the same period. Return on Average Capital Employed (core capital
increased from 8% in 2009 to&®6 in 2010. AB&® i n 2010, t he
declinedrom23.4% recordeoh 2006An analysis of performance by geographice
segment shows that the bank generated 99.65% of the gross earnings within
and 0.35% in Europe.

The PBT of the Group stood at N9.03bn, a major recovery of 953.60% from N&
2009. At N9.03lthe CAGR between 2006 and 2010 stood at 28.26%. The PAT
recorded a significant increase of 1,306% bet@esm 2010, and a CAGR of
36.09% between 2006 and 2010.
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TableB3.2Pr of it & Loss Account (N©&bn)

2010 2009 Change 2008 2007 2006 CAGR
Gross Earnings 62,674 35,789 75.12 52,818 24,973 11,045 54.34
Interest Income 43,632 27,710 57.46 30,195 14,635 5,549 67.45
Interest Expense 21,698 11,392 90.47 9,242 5,059 2,786 67.05
Net Interest Income 21,934 16,318 34.41 20,954 9,576 2,763 67.85
Other Operating Income 18,080 7,562 139.09 22,624 10,338 5,495 34.68
Operatingncome 40,014 23,881 67.56 43,577 19,914 8,258 48.36
Loan Los$rovisionExpense 439 2,641 (83.36) 3,159 1,512 206 20.80
Operating Expenses 31,479 20,383 54.43 19,900 10,833 4,717 60.73
Depreciation 3,145 2,096 49.99 1,827 1,214 568.37 53.37
Profit Before T#0OPIT) 9,026 856.60 953.67 20,517 7,569 3,335 28.26
Income Tax 1,091 292.26 273.22 5,408 1,620 1,021 1.65
Profit After Tax 7,935 564.34 1,306.07 15,109 5,948 2,313 36.09
Minority Interest - - - - - - -
Profitability Ratios
PBT Margin 14.40 2.39 12.01 38.84 30.31 30.19 -
PAT Margin 12.66 1.58 11.08 28.61 23.82 20.95 -
Interest Income/Loan & Advances| 13.35 11.61 1.74 16.18 17.51 29.38 -
Net Interest Margin 35.00 - 35.00 39.67 38.34 25.02 -
Cost of Fund 6.48 4.28 2.20 3.68 2.70 3.96 -
Costto-Income 78.67 85.35 (6.68) 45.67 54.40 57.12 -
Interest Income/Gross Earnings 69.62 77.43 (7.81) 57.17 58.60 50.25 -
Nonlnterest Income/Gross Earnini 30.38 22.57 7.81 42.83 41.40 49.75 -
Return on average Equity (ROAE) 6.83 0.65 6.18 24.91 26.55 23.42 -

Cost to income rastood at
78.67% in 201@own from
85.35% in 2009

FSDH Research

8.34 Management Efficiency

The year 2010 was a year of recovery for businesses globally. Consequent upo

the bank was able to improve major efficiency measures. The banks operating

increased by 67.56% betw

Cost of Funds Vs Interest Earned

2009 and 201@vhile the 40-00
operating expenses increa:30.00 - 29-38
by 54.94%Consequentlthe o 1751 1610 .
cost to income ratio decrea: 11.61 :

) 10.00 - » 6.48
to 78.6% in 2010 fron 3-8 2.70 3.68 : .

. . /N = EN S

85.3% in 2009. Operatir 2006 2007 2008 2009 2010

expenses
increased by54.94% to
N28.33bn in 2010 from N18.29bn in

less depreciat

H |nterest paid/Total Deposit (cost of fu

Interest Income/Loan and Advan

2009 and recordexd Gl GA&AFetween
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2006 and 2010. Staff costs which stood at N14.91bn in 2010 increased by 43.4
N10.39bn in 2009 and accounted for 52.61% of the operating expenses in 201
from 56.84% in 2009. The proportiomef banko6s gross ear
into operating expense decreased to 45.21% in 2010 down from 51Al8¢0 in 20(
the proportion of gross earnings that was channeled into staff costs decree
23.78% in 2010, down from 29.04% in 20@r@t&hprofpper employee increased

to N3.0®nin 2010 from NO.22mn in 2@08e staff costs per engaoglso
increased to N5 in2010from N3.84mn in 2009e préax profit margin
increased to 14.40% in 2010, up from 2.39% in 2009. Hainpitestiyx frofit
margins increased to 12.66% in 2010, up from 1.58%Vife @90&ct the

profitability margins to improve further going forward.

8.35 Liquidity
The total deposit liabilities of the bank of N334.82bn in 2010 were made up of

Aaount (N121.61bn), Savings Account (N23.31bn), Term and Other Deposit A
(N174.27bn), Domiciliary Account (N15.28bn) and Electronic purse (N351.26m
proportion of 36.32%, 6.96%, 52.05%, 4.56% and 0.10% redpectdialy.
liabilities acanted fo2.76%of the industry tdtabilitiesThe low cost of funds (time
and savings accounts) accounted for 88.86&%aeposit liabilities from customers,
while high cost of funds accounted
interest paid on deposits to total customer deposits) stood at 6.48% in 2010,
4.28% in 2009.

Analysis of Customer Deposit LiabillHies Gross Loans Vs. Deposit & Othe
2010 Accounts N'bn
400.00+
4.56%
/_b.lo% 350.00- 346.2834 82
300.00+
250.00- 2512257860501
200.00- 187.67
150.00
100.00 70 30 84. 08
50.00 1
2006 2007 2008 2009 2010
® Current Account ® Savings Accour ® Term and other Depc BmGross Loar Deposits and other accour

Domicilliary Depos Electronic Purs
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