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Nigerian Banks
Testing resilience

Action/Event: We stress test the earnings and balance sheet resilience of the
banks within our coverage for asset quality deterioration. We look at the impact
of a cost of risk of 5% (10% NPL ratio), 10% (20% NPL ratio) and 15% (30%
NPL ratio) on earnings and capital adequacy. Our stress test indicates that GTB,
Zenith, FBNH and UBA show profitability at a cost of risk of 5%, while only GTB
and Zenith show profitability at a cost of risk of 10%. At a cost of risk of 15%,
all our coverage names post losses, ranging from negative EPS of NO.74 for GTB
and N7.4 for Access. Access’s lower efficiency and profitability relative to its large
balance sheet increases the risk in our stress test.

Sector insight
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Our coverage shows potential combined loan losses of N670bn (cost of risk of
5%), N1.34tn (cost of risk of 10%) and N2.01tn (cost of risk of 15%). Access
and Zenith show the highest potential loan losses, while FCMB and Fidelity show
the lowest. This is primarily a function of the balance sheet size of the banks,
given our straight-line approach. Ultimately, the level of collateral coverage
should limit the overall impairment level.

GTB and Zenith’s capital levels remain robust in our extreme scenarios: GTB and
Zenith’s CAR declines to 19% and 17% in our worst-case scenario, while CAR
declines to 8%, 10% and 11% for Fidelity, FCMB and FBNH respectively. This
implies capital shortfalls of N53.7bn (UBA), N143.1bn (Access), N122.7bn
(FBNH), N60.8bn (FCMB) and N99.2bn (Fidelity).

Market pricing the banks close to worst-case scenario, but balance sheet
impairments outlook remains difficult: While the valuations of the banks look
attractive at this point, the level of medium- to longer-term impairments on
capital remains uncertain at this time. Even with the CBN’s forbearance, which
allows banks to restructure loans in the oil and gas, manufacturing, agriculture
and a few other sectors, the level of weakness of consumer earnings capacity will
determine the interest income outlook and potential recovery. Hence, NPL ratio
and loan loss impairments may not increase as shown in our stress test, but
interest income may collapse considerably as customers request moratoriums to
ease earnings pressure from a slowdown in economic activity as a result of
COVID-19.

Risks: We see increased asset quality deterioration risk in the oil and gas sector
given the volatility in oil prices. We also see high risk in the aviation, tourism,
hotel and hospitality segments of the economy as a result of the shutdown.
Disruption in the value chain will also affect the general commerce and
manufacturing sectors negatively. Further NIR risk from LC commissions and
other trade-related income. Lower NIl from restructured loans - with adjustments
such as moratoriums and lower interest rates depressing interest income. We also
see risk to incremental credit growth at this time given a slowdown in economic
activity due to the shutdown in major cities in the country. We see upside
potential to e-banking revenues and electronic payments for banks in the near to
medium term as more customers move from cash to contactless transactions
during the shutdown.
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GTB and Zenith show high earnings resilience at 5% and 10%
cost of risk

We stress test the earnings and balance sheet resilience of the banks within our
coverage for asset quality deterioration. We look at the impact of a cost of risk of 5%
(10% NPL ratio), 10% (20% NPL ratio) and 15% (30% NPL ratio) on earnings and
capital adequacy. Our stress test indicates GTB, Zenith, FBNH and UBA show
profitability at a cost of risk of 5%, while only GTB and Zenith show profitability at a
cost of risk of 10%. At a cost of risk of 15%, all our coverage names post losses,
ranging from negative EPS of NO.74 for GTB and N7.4 for Access. Access’s lower
efficiency and profitability relative to its large balance sheet increases the risk in our
stress test.

Below, we show caveats and assumptions in our analysis

e  We assume 50% coverage on the estimated NPLs, which we see as
conservative, given that a reasonable portion of the loan book is secured.

e Hence, we apply a 50% loan loss provision charge straight to P&L.

e We do not differentiate vulnerabilities based on sector and asset risk rating,
even though we acknowledge that the higher rated companies are in a better
position to absorb the shocks.

Figure 1:  EPS sensitivity to asset quality deterioration and impairments
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While we apply a simplistic approach in our stress test, we acknowledge that the asset
mix and loan mix will make some names more vulnerable than others. Given the material
volatility in oil prices, the upstream and midstream/ services oil and gas sectors are
more vulnerable to oil price volatility, hence we see higher deterioration risk in GTB
relative to peers due to its high upstream and services oil and gas exposure. We also see
high risk in FBNH, FCMB and Access.

Figure 2: Gross loan split per sector

Figure 3: Oil and gas exposure
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Figures 4 and 5 show the loan loss provision sensitivity to asset quality deterioration,
where we show potential combined loan losses of N670bn (cost of risk of 5%), N1.34tn
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(cost of risk of 10%) and N2.01tn (cost of risk of 15%). Access and Zenith show the
highest potential loan losses, while FCMB and Fidelity show the lowest. This is primarily
a function of the balance sheet size of the banks, given our straight-line approach.
Ultimately, the level of collateral coverage should limit the overall impairment level.
Fidelity, GTB, Access and FBNH have pledged collateral multiples of gross loans, while
UBA, FCMB and Zenith’s pledged collateral does not cover gross loans.

Figure 4: Loan loss provisions sensitivity to asset quality deterioration

Figure 5: Collateral pledge/gross loans
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In Figure 6 below, we show the latest reported mix of pledged collateral for the banks in
our coverage, with the components varying considerably across banks. The others
category is collateral such as domiciliation, counter indemnity, asset debenture, lien on
shipping documents, and corporate and state government guarantees.

Figure 6:  Collateral pledge by type
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GTB and Zenith’s capital levels remains robust in our extreme
scenarios

Our stress test shows the resilience of GTB and Zenith’s balance sheets as their capital
adequacy ratios remain above the regulatory minimum of 15% for banks with
international banking licences. GTB and Zenith’s CAR declines to 19% and 17% in our
worst-case scenario, while CAR declines to 8%, 10% and 11% for Fidelity, FCMB and
FBNH respectively. This implies capital shortfalls of N53.7bn (UBA), N143.1bn
(Access), N122.7bn (FBNH), N60.8bn (FCMB) and N99.2bn (Fidelity).
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Figure 7:  CAR sensitivity to asset quality deterioration and impairments
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As shown in Figures 8 and 9 below, profitability levels for GTB and Zenith remain
resilient above an NPL ratio of 20% and cost of risk of 10%, while our other coverage
banks show more vulnerability.

Figure 8: FY20e ROE sensitivity to asset quality deterioration and

impairments

Figure 9: FY20e ROA sensitivity to asset quality deterioration and
impairments
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Market pricing the banks close to worst-case scenario, but
balance sheet impairments outlook remains difficult

The market appears to be pricing the banks close to our worst-case scenario. While the
valuations of the banks look attractive at this point, the level of medium- to longer-term
impairments on capital remains uncertain at this time. Even with the CBN’s forbearance,
which allows banks to restructure loans in the oil and gas, manufacturing, agriculture
and a few other sectors, the level of weakness of consumer earnings capacity will
determine the interest income outlook and potential recovery. Hence, NPL ratio and
loan loss impairments may not increase as shown in our stress test, but interest income
may collapse considerably as customers request moratoriums to ease earnings pressure
from a slowdown in economic activity as a result of COVID-19.
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Figure 10: Trailing P/B valuation for our coverage Figure 11: FY20e P/B (x) sensitivity to asset quality deterioration and
impairments
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Figure 12: FY20e BV/S sensitivity to asset quality deterioration and impairments
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Risks

We highlight the following risks in the banking sector from the global impact of COVID-
19 and the lockdown of major cities in Nigeria:

e We expect more depreciation pressure from the oil and gas sector given the
volatility in oil prices. We also see high risk in the aviation, tourism, hotel and
hospitality segments of the economy as a result of the shutdown. Disruption
in the value chain will also affect the general commerce and manufacturing
sectors negatively.

. Further NIR risk from LC commissions and other trade-related income.

e  Lower NIl from restructured loans - with adjustments such as moratoriums
and lower interest rates depressing interest income.

We see upside potential to e-banking revenues and electronic payments for banks in the
near to medium term as more customers move from cash to contactless transactions
during the shutdown. This should increase growth and sustainability in the adoption of
electronic transactions over the medium to longer term.
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Appendix — loan mix

Figure 13: GT Bank Figure 14: Zenith Bank
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Figure 15: Access Bank Figure 16: UBA
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Figure 17: FBN Holdings Figure 18: Fidelity Bank
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Figure 19: FCMB Group
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Companies Mentioned (Price as of 2020,/04,/03)

Access Bank Plc (ACCESS.LG, N6.05, Spec Buy, TP N11.80)

FBN Holdings Plc (FBNH.LG, N3.95, BUY, TP N12.00)

Fidelity Bank Plc (FIDELIT.LG, N1.69, SBUY, TP N3.00)

First City Monument Bank Plc (FCMB.LG, N1.47, SELL, TP N1.90)
Guaranty Trust Bank Plc (GUARANT.LG, N17.60, BUY, TP N41.00)
United Bank for Africa Plc (UBA) (UBA.LG, N4.95, BUY, TP N12.90)
Zenith Bank Plc (ZENITHB.LG, N11.90, BUY, TP N32.50)
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Group [SBG} has an affiliate, ICBC Standard Securities Inc. located at 520 Madison Avenue, 28th Floor, USA. Telephone +1 (212) 407
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Important Regional Disclosures

Companies that are not subject of this report are mentioned for illustrative purposes only. We are not commenting on the investment merit of the
securities of these companies.

Singapore recipients should contact a Singapore financial adviser for any matters arising from this research report.

The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company within the past 12 months.
Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting shares; RVS--Restricted Voting Shares; SVS--
Subordinate Voting Shares.

Individuals receiving this report from a Canadian investment dealer that is n ot affiliated with SBG Securities should be advised that this report may not
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report.

Principal is not guaranteed in the case of equities because equity prices are variable.
Commission is the commission rate or the amount agreed with a customer when setting up an account or at any time after that.

Taiwanese Disclosures: This research report is for reference only. Investors should carefully consider their own investment risk. Investment results are
the responsibility of the individual investor. Reports may not be reprinted without permission of SBG Securities. Reports written by Taiwan-based
analysts on non-Taiwan listed companies are not considered recommendations to buy or sell securities under Taiwan Stock Exchange Operational
Regulations Governing Securities Firms Recommending Trades in Securities to Customers.
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Protection of Personal Information Consent

Standard Bank Group, its subsidiaries and associate companies (SBG Securities) have committed to treat the personal information that it collects as private
and confidential and has published a comprehensive privacy statement accessible on this link. Should you wish to withdraw your consent to the processing
of your personal information kindly email ResearchCompliance@standardbank.co.za

Client:

means, for the purpose of this section, any natural or juristic person acting through their duly authorise
representative(s), who has subscribed to or consented to being subscribed to receiving research Services

Personal Information: means information relating to an identifiable, natural or juristic person, including information relating to race, gender,

Process:

sex, marital status, nationality, ethnic or social origin, colour, sexual orientation, age, physical or mental health, religion,
belief, disability, language, birth, education, identity number, telephone number, email, postal or street address,
biometric information and financial, criminal or employment history as well as correspondence sent by the person that
is implicitly or explicitly of a private or confidential nature or further correspondence that would reveal the contents of
the original correspondence.

means any operation or activity, whether automated or not, concerning Personal Information, including collection,
receipt, recording, organisation, collation, storage, updating, modification, retrieval, alteration, consultation, use,
dissemination (whether by means of transmission, distribution or making available in any form), merging, linking,
blocking, degradation, erasure or destruction.

Research Reports: means investment research reports, in relation to the Services, prepared by an independent research analyst, non-

Services:

independent research analyst or strategist who is part of an investment research team in a stock brokerage, global
markets desk or corporate and investment bank environment.

means, /nter alia, the provision of the Research Reports and other communications and events with respect to equities,
market strategy, companies, industries, commodities and countries and associated sales and trading commentary by
SBG Securities

Consent for Processing Personal Information

The Client acknowledges that:
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Applicable law may at times require SBG Sec to collect the Client’s Personal Information;
Personal Information may be collected from public sources;

SBG Sec may be unable to fulfil its regulatory obligations and provide Services to the Client without Processing the Client’s Personal
Information;

All Personal Information which the Client provides to SBG Sec is voluntarily provided;
SBG Sec shall determine the Services and means of Processing any Personal Information that is provided by the Client;

Personal Information may be processed by SBG Sec and/ or, The Standard Bank of South Africa Limited and/or its associated entities or duly
authorised third-party service providers.

The Client consents to SBG Sec processing its Personal Information in order to:

create and administer the Client’s profile as contemplated by regulation;

carry out statistical and other analysis to identify potential markets and trends;

develop new products and services; and/or

any other purpose SBG Sec reasonably believe is required to fulfil its obligations in accordance with regulation or this agreement.
The Client has consented to the Processing of its Personal Information for the purpose of clause 7 above.

The Client hereby expressly consents that SBG Sec may disclose to or share its Personal Information with duly authorised third parties, which
may be located in the Republic of South Africa or other jurisdictions, where it is necessary in order for SBG Sec to fulfil its obligations in
accordance with the regulation and/or this agreement.

SBG Sec will require any third-party service providers to whom the Client’s Personal Information is provided to agree to SBG Sec' data privacy
principles policy and practices in accordance with the prevailing regulations including data privacy laws.
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Disclaimer and Confidentiality Note

SBG Securities is the name of the Equities Trading Division of the Standard Bank Group operating under its Corporate and Investment banking Division (“CIB").

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject SBG Securities to any registration or licensing
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content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of SBG Securities. All
trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of SBG Securities or its affiliates.
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report are suitable for any particular investor. SBG Securities will not treat recipients as its customers by virtue of their receiving the report. The investments or services contained
or referred to in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or
investment services. Nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to
your individual circumstances or otherwise constitutes a personal recommendation to you. SBG Securities does not offer advice on the tax consequences of investment and you
are advised to contact an independent tax adviser. Please note in particular that the bases and levels of taxation may change.

SBG Securities believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and opinions presented in the other sections
of the report were obtained or derived from sources SBG Securities believes are reliable, but SBG Securities makes no representations as to their accuracy or completeness.
Additional information is available upon request. SBG Securities accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion
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brought to the attention of any recipient of this report. SBG Securities is involved in many businesses that relate to companies mentioned in this report.

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future
performance. Information, opinions and estimates contained in this report reflect a judgment at its original date of publication by SBG Securities and are subject to change without
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instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial instruments. Investors in
securities such as ADRs, the values of which are influenced by currency volatility, effectively assume this risk.

Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding
and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to,
spot and forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in
purchasing a structured product should conduct their own investigation and analysis of the product and consult with their own professional advisers as to the risks involved in
making such a purchase.

Some investments discussed in this report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses when that
investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment,
in such circumstances you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to
make the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise those investments, similarly
it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed.

SBG Securities’ Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of associated
expenses unless pre-approved by authorized members of Research management.

SBG Securities maintains information barriers between its Analysts and the rest of its and its shareholders business divisions, more specifically the Investment Banking business.
Analysts’, strategists” and economists’ compensation is not linked to Investment Banking or Capital Markets transactions performed by SBG Sec or its shareholders. Facts and
views presented in SBG Securities’ research have not been reviewed by, and may not reflect information known to, professionals in other SBG Sec or Standard Bank business areas,
including investment banking personnel.

This report is issued and distributed in Europe by Standard Advisory London Limited, 20 Gresham Street, London EC2V 7JE which is authorised by the Financial Conduct
Authority (“FCA”). This report is being distributed in Kenya by Stanbic Bank Kenya ; in Nigeria by Stanbic IBTC; in Angola by Standard Bank de Angola S.A.; into the People’s
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