KINGDOM SECURITIES

NCBA Bank 3Q2020 Earnings Update

NCBA Bank closed 3Q2020 at a Profit Before Tax of Kes 3.79Bn; a 66.3%
downgrowth from the Kes 11.25Bn recorded in 3Q2019(Kes 4.47Bn NIC and
Kes 6.79Bn CBA) and a 3.06% Q/Q decline. The shedding of profit was resulted
by a cumulative Y/Y 51.2% spike of the Operating Expense caused by a 210.6%
jump of Loan loss provisions (Kes 4.30Bn in 3Q2019 — cumulative Kes 13.35Bn
in 3Q2020). The Q/Q loan loss provision stood at 75.09%. The group attributes
this to the Covid-19 pandemic that has slowed down global economy.

There was a 4.8% Y/Y growth of the Interest Income from an aggregate of Kes
29.75Bn in 3Q2019 to Kes 31.17Bn in 3Q2020 and a 50.70% Q/Q growth in the
same. The group registered a 61.2% underperformance in Net Income to close
the quarter at Kes 3.38B down, from NIC’s 3Q2019 Kes 3.76Bn and CBA’s Kes

4.95Bn.

The Asset books received a 6.4% Y/Y boost from Kes 519.17Bn; a scenario that
is attributed to the integration of both CBA’s and NIC’s assets. This growth
was however marginal Q/Q to record a growth of 1.0%. Investment Securities
grew by 12.5% Y/Y from Kes 147.66Bn to Kes 166.16Bn while Loans and
Advances registered marginal growth of 0.4%. Shareholders’ funds further
gave asset book a 46bps hit from merged sum of Kes 70.96Bn to Kes 70.63Bn.
The business entities saw the customer deposit record a 8.1% up, from a
consolidated sum of Kes 372.39Bn in 3Q2019 to Kes 402.63Bn in 3Q20.

The key ratios largely remained adequate, with Net Interest Income
contributing 51.3% of the total operating income from 52.8% 3Q19, while NFI
contribution edged up marginally to 48.7% from 47.2% 3Q19. Gross NPL
improved with respect to Gross loans to 12.79% from 13.4% in 3Q19 and 12.78%
in 2Q20; a general industry trend that has been resulted by the Covid-19
pandemic that has caused financial distress in every sector of the economy.

Outlook:

e With the Group’s ongoing reorganizational structure which eventually will
release some of its workforce through early retirement and a voluntary exit
program, the Total Operating Expense is poised to improve through
reduction of the staff cost, which currently stands Kes 5.31Bn. Total staff cost
registered a growth of 37.0% in 3Q2020 in comparison to 3Q2019.

e The management foresees a substantial decline in the full year earnings, a
scenario that we could attribute to the dynamics of the current pandemic,
which has consequently pushed the loan loss provisions up by 210.60% Y/Y.

e The group has restructured loans worth Kes 76.0Bn to cushion its clients
from the pandemic.
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v . . Key Ratios Sep-1 Jun-20 Sep-20
P&L (Bn) Sep-19  Jun-20  Sep-20 Y%A QIQuA y P19 P
Interest Income 29.75 20.68 31.17 4.76%  50.70% NIl Contribution 52.79% 52.67% 51.29%
Int tE .08 . . .87% .04%
nterest Expense 140 247 14.20 057 50.04 NFI Contribution 47.21% 47.33% 48.71%
NII 16.11 11.21 16.96 5.30% 51.25%
NFI 14.41 10.08 16.11 1.81% 59.87%  CTlI 62.04% 79-81%  86.54%
Operating Income 30.51 21.29 33.07 8.37%  55.33% CTl exc Provisions 47.95% 43.99%  46.17%
Loan Loss (o] 6 1 178 210.60% 09%
Provisions 43 763 3:3517 60% 75.09% ROaE 12.28% 4.33% 4.78%
Operating expense 18. 16. 28.62 1.18%  68.44%
P g exp 93 99 > 44 ROaA 1.79% 0.59% 0.65%
Opex exc o .
Provisions 14.63 9.37 15.27 4.34%  63.02%
Gross NPL to Gross Loans 13.40% 12.78% 12.79%
PBT 11.25 3.91 3.79 -66.34% -3.06%
PAT 8.71 3.04 3.38 61.21% 106y  CostofFunds 3.44% 2.19% 3.13%
Balance Sheet (Bn) Sep-19 Jun-20 Sep-20  Y/YZA Q/Q%A AD Ratio 66.81% 63.59%  62.02%
Investment securities 147.66 168.96 166.16  12.53%  -1.65% X‘;eezment Securities to 30.26% 32.87%  32.01%
Loans and advances 248.79 248.31 249.69 0.36%  0.56%
Customer deposits 372.39 390.49 402.63 8.12%  3my  LoanstoAssets 50.99% 48.31%  48.09%
shareholders’ funds 70.96  70.30 70.63  -0.46%  0.47%

Total Assets 487.89 514.03 519.17 6.41% 1.00%
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Research analyst certification:

The research analyst(s) primarily responsible for the preparation and content of all or any identified portion of this research report
hereby certifies that all of the views expressed herein accurately reflect their personal views. Each research analyst(s) also certify that
no part of their compensation was, is, or will be, directly or indirectly, related to the view(s) expressed by that research analyst in this
research report.

Terms of use - Disclaimer:

This research report has been prepared by Kingdom Securities Limited and is for information purposes only. This research report should
not be construed as an offer or solicitation to sell or buy any investment or product. Any opinions expressed herein reflect the analyst's
judgment at the date of publication and neither Kingdom Securities Limited, nor any of its affiliates or employees accepts any
responsibility in respect of the information or recommendations contained herein. Unless otherwise stated, the opinions contained in
this material are as of the date indicated and are subject to change at any time without prior notice. Past performance is not a guarantee
or indication of future results.

The information and opinions contained in this Material have been derived from sources believed to be reliable and in good faith or
constitute Kingdom Securities’ judgement as at the date of this research but no warranty is made as to their accuracy and any opinions
are subject to change and may be superseded without notice. In no circumstances will Kingdom Securities or its employees be liable to
you for any errors or omissions in this report or for any losses you may incur in following any recommendations in the report. Kingdom
Securities is a Subsidiary of Co-operative Bank of Kenya.

Recommendation Guide:
Analysts’ stock ratings are defined as follows:

= Buy - A buy rating reflects 1) An analyst has a bullish conviction on a stock 2) A 30% or greater expected return.

= Accumulate — An accumulate rating reflects 1) An analyst has a lesser bullish conviction on a stock 2) Expected return falls between
10% and 30%.

= Hold - A hold rating reflects 1) An analyst has a neutral conviction (lack of bullish or bearish conviction) on a stock 2) Expected
return falls within the range of 5% to 10%.

=  Speculative Buy - A speculative buy rating reflects 1) An analyst has a bullish conviction accompanied by a substantially higher than
normal risk 2) Expected return falls above 10%.

= Sell - A sell rating reflects 1) An analyst has a bearish conviction on a stock 2) Expected return falls below 5%.

*Expected Return (ER) represents the sum total of both capital appreciation and the dividend yield.

Kingdom Securities Ltd — A subsidiary of Co-operative Bank Limited.
Co-operative Bank House- 5th Floor, P.O Box 48231 - 00100 Nairobi, Kenya
Office: 0711049540/0711049956
Email: kingdomresearch@co-opbank.co.ke/

Research Department Equities Trading

Willis Nalwenge wnalwenge@co-opbank.co.ke Justus Ogalo jogalo@co-opbank.co.ke

Fred Mwireri fmwireri@co-opbank.co.ke Andrew Karanja amkaranja@co-opbank.co.ke


mailto:kingdomresearch@co-opbank.co.ke/
mailto:wnalwenge@co-opbank.co.ke
mailto:jogalo@co-opbank.co.ke
mailto:fmwireri@co-opbank.co.ke
mailto:amkaranja@co-opbank.co.ke

