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1.  INTRODUCTION

This revised strategic business plan (2006-2010) derives from one prepared earlier by a team of consultants whose basic premises and macro-economic assumptions did not reflect the stark realities of the operating environment.  Furthermore, the consultants literally transposed the strategic themes, objectives and targets of the bank’s Strategic Plan (2004-2007) earlier designed and approved by the Board,  in most cases reproducing verbatim the literature and style of that plan.

Because of these similarities, this version should be read in conjunction with the bank’s Strategic Plan 2004-2007.  What is fundamentally new is that this revised plan presupposes an important change in the strategic direction of the bank with strong emphasis on the normative aspects of leadership, process, and learning-and-growth perspectives as key prerequisites to deliver the financial objectives of revenue growth, cost reduction and, ultimately, sustainable profitability.

Due care and attention have been taken to design a business strategy that will be in sync with the structure, the mission and vision of the bank.

This, in essence, is a pro-active working document.

i. MAIN OBJECTIVE

· Increased Profitability and Sustainable Growth

ii. CORE BUSINESS

· Banking Operations

· Western Union Money Transfer

· Microfinance and Small and Medium-scale Enterprise (SME) Operations

iii. OBJECTIVES AND STRATEGY

a.   Banking Operations
· Improvement of Portfolio Quality

· Development of New Products and Services

· Acquisition of Appropriate MIS

· Broaden Customer Base and Increase Market Share

· Reducing Operating Costs

· Meeting Prudential, Regulatory and Supervisory Guidelines

· Enhance Competitiveness

· Improve Profitability

· Strengthen Professional Capability Especially in Accounting and MIS Departments

b. Western Union Money Transfer
· Up-grade unit to departmental status with full-time product manager

· More aggressive marketing and advertisement

· Increase sub-agencies

· Enhance support services
c.   Microfinance Operations
· Establish a New Department targeting:
· both corporate, cooperative and individual microfinance clientele

· small- and medium-scale entrepreneurs through our community banking strategic partnerships
· Forge and Strengthen Strategic Partnerships with Community Banks

· Acquisition of Equity in Finance Salone and strengthen the banking relationship
· Attract International Players in Microfinance and SME Sectors to Access Technical Assistance and on-lending funds
· Target Clientele – Microcredit providers and the rest of the unbanked informal sector
2.    BASIC MACRO-ECONOMIC ASSUMPTIONS

i. Strategic redirection of the bank, more focused, increased determination and motivation of personnel and full implementation of the human resource development plan
ii.  An injection of additional investment of US$1.0mil each in 2006 and 2007
iii. Sourcing more technical assistance in both MIS and human resource development of the order of US$300,000 in 2006/07 and US$200,000 in 2008/09
iv. Optimal utilisation of Afrexim export line of credit of US$5 million
v. Improvement in macro-economic situation (operating environment):
· No major changes in interest rates

· Stability in both exchange rates and Consumer Price Index (inflation)

vi.
Improvement in the national supply of electricity
vii.
Adoption of a conservative dividend payment policy to increase reserves and working capital
viii.
Implementation of broad-based loan recovery plan and write-in gains into the annual accounts
3.     FINANCIAL PROJECTIONS
i. Income and Expenditure Analysis
ii. Balance Sheet
iii. Summary (Consolidated profit & Loss Analysis)
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4.     NOTES TO THE PROJECTIONS
The basic assumptions relating to year 1, that is 2006 are:

1. The bank operates at its maximum market share capacity to achieve its base case profit on operations

2. The average growth trends for the past four years are utilized to obtain the following growth rates:

(a) Net interest income 12%

(b) Net fees and commission 15%

(c) Other operating income 10%

(d) Administration and other operating expenses 15%

(e) Effective accounting tax rate 32%

3. The exchange rate utilized is USD1 to Le3,000 for year 2006 onwards.

4. Other essential cash flows are prudentially estimated.

5. Africap Investment

i. Technical Assistance Grant:  $300,000
Utilisation:

· MIS Software


-
$ 90,000

· Installation & Implementation
-
$100,000

· Training, etc.


-
$110,000

ii. Equity Investment: $1,000,000

Utilisation; Full investment in enhancing microfinance operations as follows:

· Loan Portfolio


-
$700,000

· MIS (WAN) Support

-
$150,000

· On vehicle and 3 motorcycles
-
$  50,000

· Acquisition of Finance Salone
-
$100,000

  iii.  Allocation of Investments  

(a)   Ordinary Shares of USD300,000 has been computed in “Issued and Paid-up” capital in Year 2006.

(b)  Redeemable Preferential Shares (RPS) of USD700,000 has been computed under AfriCap ShoreCap shares in Year 2006 and beyond.

(c)   The projected investment of USD1.0 million has also been computed under RPS in Year 2007 and beyond.

6.   Another foreign direct investment in redeemable equity subscription is proposed for early 2007.  This is intended to enhance the lending programme of the company particularly in microfinance and SME sectors.

5.     OTHER IMPORTANT COVENANTS
i. Microfinance Program

This is a strong plank of the bank’s Strategic Plan: 2004-2007, the commitment is unwavering and it underlies Africap’s relationship with the bank.  Implementation is as agreed and programmed.

ii. Rights Issue

As a private company, rights issues are gradual and incremental, until otherwise compelled by prudential requirements.  A rights issue has just closed on 31st December 2005 with less than the required subscription; a true reflection of the realities of the investment climate in the economy. Given the compelling need to “bite the bullet”, as it were, in cleansing the bank’s sticky loan portfolio, this has resulted in a “no dividend” position for Financial Year 2005.  The only option at the directors’ disposal will be to issue bonus shares funded from reserves, to all shareholders as at 31st December 2005.  The Company’s Secretariat will come out with the recommendations for consideration at the forthcoming Annual General Meeting of the Company.

The shortfall in capital adequacy in 2007 is expected to be sourced from additional foreign direct investment through another redeemable equity instrument.  It is hoped that subsequent capitalization requirements beyond 2007 will be funded by appropriated reserves from operational profits.

iii. Information Technology

This is another major plank in the Strategic Plan and the bank’s commitment is equally unwavering.  A qualified Information Technology specialist has already been recruited and negotiations on the acquisition and implementation are already at an advanced stage.  Information Technology development is a strong determinant of the bank’s competitiveness, and is therefore accorded fitting seriousness and priority.

iv. Risk Management

The bank is painfully realizing the necessity of a strong risk management function as the quality of its loan portfolio is knocking off all other corporate attributes and strengths.  Therefore, no price is too high and no labour lost to reverse this situation.  To that end, another qualified chartered accountant will be employed at the earliest opportunity to take full and effective responsibility for risk and treasury management in the bank.

An analysis of the bank’s exposure is currently in progress and a clear understanding has been reached with the external auditors, resulting in an unprecedented massive provision in the 2005 Financial Statements.

A loan recovery committee has been appointed with legal support through an additional firm of lawyers specifically for this task.

Additionally, the Internal Auditor’s Unit has been strengthened by the deployment of an experienced and computer literate staff as unit head.
Technical assistance will still be needed to design and implement a sound system.

6.      SUMMARY OF EXPECTED OUTCOMES 
1. Maximisation of shareholder value by increasing net shareholders’ equity from Le15,402,761,000 in 2006 to Le21,463,618,000 in 2010 with corresponding growth in reserves and retained earnings respectively, resulting in enhanced capitalization.

2. Optimisation of asset utilisation through enhanced efficiency and cost-effectiveness in operating processes from MIS and human resource development.

3. Enhancement in institutional capabilities, competencies and competitiveness.

4. Improvement in risk management and portfolio quality leading to sustainable profitability and growth.
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BUDGETED CONSOLIDATED PROFIT and LOSS ACCOUNT

FOR THE YEAR ENDING 31 DECEMBER

SUMMARY

Interest Income

Interest Expense

Net Interest Income
Charges recoverable
Foreign Exchange
Commissions and Fees
Dividend receivable

Rent Receivable

Total non-interest income
Special Projects Net Income
Total Operating Income

Grant income (AfriCap)

Operating Expenses

Charge for Bad and Doubtful Debts

Net Operating (Loss )/Profit before Taxation

Taxation

Preference Shares Sinking Fund

(Loss)/Profit after Taxation

2,006 2,007 2,008 2,009 2,010
Le' 000 Le’ 000 Le' 000 Le' 000 Le' 000
4,531,938 5,462,273 6,117,746 6,851,875 7,674,100
(347,172) (399,683) (459,635) (514,806) (576,600)
4,184,766 5,062,590 5,658,111 6,337,069 7,097,500
166,167 185,860 204,447 224,891 247,380
2,971,800 3,006,644 3,307,308 3,638,039 4,001,843
4,121,566 4,805,490 5,526,314 6,355,261 7,308,550
9,000 9,900 10,890 11,979 13,177
50,000 55,000 60,500 66,550 73,205
7,318,533 8,062,894 9,109,458 10,296,720 11,644,155
171,000 711,000 756,000 864,000 864,000
11,674,299 13,836,485 15,523,569 17,497,789 19,605,655
750,000 150,000 = - 2
(9,730,460)  (11,279,808)  (12,764,382)  (14,206,359)  (15,294,459)
(500,000) (400,951) (314,278) (246,465) (242,300)
2,193,839 2,305,725 2,444,909 3,044,964 4,068,896
(658,152) (691,717) (733,473) (913,489) (1,220,669)
(225,000) (900,000) (900,000) (900,000) (900,000)
1,310,687 714,007 811,436 1,231,475 1,948,227
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Budgeted Detailed Expenditure Statement
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Union Trust Bank Limited B A I A
Budgeted Detailed Expenditure Statement LYIEAEE
for year ending 31st December 2006 2007 2008 2009 2010
Consolidated K R I )
B g Le'000 I Le'000 | Le'000 _Le'000 Le'000
|wan/website depn T 26,700 89,700 | 89,700 | 89,700 84,000
switdepn 37,850 37,848 | 37,848 37,848 -
Stock Software 1,400 1,400 & 1,400 | 1,400 | g
New Software 23,800 95,196 95,196 | 95,196 95,196
|DEPRECIATION 914,258 1,062,615 1,028,944 | 1,066,909 | 582,703
| 5 | TV N
Advertisement &Publicity 0 143,124 | 170,002 195,502 | R 219,149 | 245,662
Subscriptions - 48,072 55,283 63,575 | 71,204 | 79,749
Insurance Premium 8 88375 101,631 | ¥ 113,827 | 127,487
Marketing Expenses - Western Union 229,681 259,689 | 285,658 314,224 | 345,646
|Legal & Professsional Fees R 26,928 30,967 35,612 e 39,886 | 44,672
Board Luncheons 2,400 2,760 3,174 2, 3,555 3,981
Donations kL 24,600 28,290 32,534 36,438 40,810
Directors Fees & Expenses | 10,080 11,592 13,331 | 14,930 16,722
HSBC NY Bank charges | 25,620 29,463 33,882 37,948 42,502
|Small Equipment Purchased - Office Il 3,744 4,382 5,039 5,646 6,327
Bank Charges I 12,960 14,904 | 17,140 19,196 21,500
BSL Penatlty Charges 7 I 6,516 7,493 IR 8,617 3 9,651 | 10,810
Cash Shortages o I 1,980 2,367 | 2,722 3,051 3,421
|Printing & Stationery e I 357,564 415,836 | 478,211 535,757 | 600,232
Postage & Courier 5 Il 44,796 54,091 62,205 69,758 |
Cleaning Materials ¥ | 17,856 20,991 24,140 27,052
Telephone & Telex Charges - Office 298,224 350,581 403,168 451,811
|Audit Fees i 33,600 38,640 44,436 49,768
Computer Supplies B 114,216 137,125 157,694 176,816
Casual Labour 2 135,216 155,498 5 178,823 | 200,282 |
Other Office Expenses W 86,952 102,392 117,750 131,963 |
HSBC London Bank Charges 8,784 i 10,102 11,617 13,011
Water, Power & Diesel - Office % 259,200 303,185 348,663 | 390,678 i
Telephone - Res 5 17,880 20,562 23646 3 26,484 | X
Business Promotion Account (S 5,760 6,624 7,618 8,532 | 9,556
|Cash shipment 46,800 53,820 | 5% 61,893 | 69,320 | 77,639
Legal Claims/Losses B 38,304 44,050 | i 50,657 56,736 | 63,544
FAKE COY 13,692 16,300 | 18,745 21,013 23,557
FRAUD LOSSES Sin | R Wy st
GENERAL & ADMIN EXPENSES 2,091,397 2,435,363 2,787,683 | 3,117,689 3,486,904
BAD & DOUBTFUL DEBT 500,000 400,951 314,278 i 246,465 | 242,300
i( | AR R i 5 z =
TOTAL EXPENDITURE I 10,577,632 | 12,080,442 13,538,295 | 14,967,631 | 3,359
OPERATING EXPENSES 9,730,460 | 11,279,808 12,764,382 | 14,206,359 | 15,294,459
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As at 31st December N 2007 | 2008 2010
Assets | SRR ; Ry, e
| Cash and bal with central bank 9,883,291 12,020,158 | 12,990,651 11,009,312 11,181,014
Bal with other local banks o 8,901,446 9,346,518 9,813,843 10,304,535 10,819,761
| Tresury and eligible bills S 9,715,990 10,615,990 | 10,923,245 13,107,894 14,418,683 |
Investment securities | 205000 | 205,000 | 205,000 205,000 205,000
| Bal due from other banks 2,835,915 14,962,851 | 6,203,563 7,444275 8,560,916
Loans and advances | n 13,521,847 14,874,031 | 16,361,434 17,997,577 19,437,383
Prpty plant and egpmt e B 6,259,354 7,511,225 8,637,908 |
income taxrec e e 1,215,482 1,218,207 1,239,932 1,238,677 1,233,165 |
defered income tax asset 599,996 599,996 | 537,638 538,893 544,405
other assets 5,674,821 5,674,821 5,737,179 _ 5,761,054 5,761,054
Total Assets i . 56,900,562 | 64,733,700 | 70,271,839 75,118,442 _ 80,799,289 |
abiliies . @SS R - AR S
Due to customers 34,826,757 | 39,354,235 44,470,285 48,472,610
Other liabilities 6,671,044 6,673,769 6,695,494 6,719,369
Total liabilities 41,497,801 46,028,004 51,165,779 55,191,979 59 335,671
Shareholderrs eauiel B L EN S e e S e
ital & Paid up (ordinary stock) 3,425,603 3,425,603 3425603 3425603 3,425,603
Al nticipe irect Investment Redeemable Preference Shares 2,100,000 5,100,000 | 5 1QQ(M) 5,100,000 5,100,000
‘Share premium | a 408,862 408,862 408,862 408,862 408,862
Reserves | 5,872,472 5,872,472 6,079,327 6,079,327 7,079,327
'Retained earnings 3,595,824 3,898,759 | 4,092,268 4,912,671 5,449,826
e 5 15,402,761 18,705,696 | 19,106,060 19,926,463 21,463,618
| 3 | 5, %
Total liabilities and Shareholders' equity o 7 56,900,562 64,733,700 | 70,271,839 75,118,442 80,7
7 s = b 5
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Budgeted Project Net Income Statement A W X I Al
for years ending 31st December 2006 2007 2008 2009 2010 |
e 5 A s | Le' 000 [ Le'000 Le' 000 Le' 000 [Le'000 |
Project |AfriCap and Anticipated Foreign Direct Investment Facilities > i i 5 | AT
|Micro credit fund for onlending ~ (USD 0.8m) (USD 1.4m) (USD 1.4m) (USD 1.6m) (USD 1.6m)
0 il : /
| Converted to Leones @ Le 3000 =$1 2400,000 | | 4,200,000 | | 4,200,000 | 4,800,000 | 4800,000
il 4 & 4 (5]
*Expected Interest @ 40% ) 480,000 | | 1,680,000 1,680,000 1,920,000 1,920,000 |
; .
Operating Expenses @ 22% (264,000 (924,000) (924,000) (1,056,000)| | (1,056,000) |
" [Consultancy costs - EGE (45,000) (45,000) i
Net Income 1 171,000 711,000 756,000 864,000 | | 864,000 ||
* Interest and Expense for year 2006 is from June - Dec 4 s i




