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Equities
Markets Performance
During the month of May, the equities market was on a downward trajectory, with NASI, NSE 20 and
NSE 25 declining by 1.8%, 0.5% and 2.7%, respectively. The equities market performance during the
month was driven by losses recorded by Diamond Trust Bank (DTBK), Standard Chartered Bank,
Equity Group and EABL, of 14.2%, 11.5%, 6.4% and 6.2%, respectively. During the week, the market
was on a downward trajectory, with both NASI and the NSE 25 declining by 2.3%, while the NSE 20
declined by 3.3%, taking their YTD performance to losses of 17.6%, 21.9% and 26.6%, respectively.
The performance of the NASI was driven by losses recorded by large-cap stocks such as Standard
Chartered Bank, Diamond Trust Bank (DTBK), Safaricom, Equity and KCB of 4.2%, 3.7%, 2.7%, 2.5%
and 2.3%, respectively.
Equities turnover increased by 15.3% during the month to USD 136.6 mn, from USD 118.5 mn in
April 2020. During the month, foreign investors remained net sellers with a net selling position of
USD 41.9 mn, compared to April’s net selling position of USD 36.4 mn. During the week, equities
turnover declined by 1.7% to USD 22.2 mn, from USD 22.5 mn recorded the previous week, taking
the YTD turnover to USD 693.7 mn. Foreign investors remained net sellers during the week, with the
net selling position increasing by 5.9% to USD 7.5 mn, from a net selling position of USD 7.1 mn
recorded the previous week.
The market is currently trading at a price to earnings ratio (P/E) of 8.1x, 38.5% below the historical
average of 13.1x, and a dividend yield of 5.6%, 1.6% points above the historical average of 4.0%.
With the market trading at valuations below the historical average, we believe there are pockets of
value in the market for investors with higher risk tolerance and are willing to wait it out through the
pandemic. The current P/E valuation of 8.1x is 3.8% below the most recent trough valuation of 8.4x
experienced in the last week of March 2020. The charts below indicates the historical P/E and
dividend yields of the market.

Earnings Releases:
During the week, Equity Group, HF Group, ABSA, I&M Holdings and Standard Chartered Bank
released their Q1’2020 financial results. Below is a summary of their earnings:
ABSA Bank Kenya
Income Statement
Core earnings per share (excluding exceptional items), increased by 17.0% to Kshs 0.46, from
Kshs 0.39 in Q1’2019, above our expectation of a 2.6% increase to Kshs 0.40. Earnings per share
inclusive of exceptional items increased by 3.0% to Kshs 0.36, from Kshs 0.35 in Q1’2019. The
one-off exceptional item of Kshs 0.6 bn relates to separation costs incurred by the bank following
the separation of ABSA Group from Barclays PLC. The performance was driven by an 8.1%
increase in total operating income, which grew faster than the 5.0% growth in total operating
expenses. The variance in core earnings per share growth against our expectations was largely
due to the 8.1% increase in the total operating income to Kshs 8.6 bn, from Kshs 8.0 bn in
Q1’2019, against our expectation of a 6.4% increase to Kshs 8.5 bn,
Total operating income rose by 8.1% to Kshs 8.6 bn, from Kshs 8.0 bn in Q1’2019. This was due to
a 15.8% rise in Non-Funded Income (NFI) to Kshs 3.0 bn, from Kshs 2.6 bn in Q1’2019, coupled
with a 4.5% rise in Net Interest Income (NII) to Kshs 5.6 bn, from Kshs 5.4 bn in Q1’2019,
Interest income rose by 2.8% to Kshs 7.6 bn, from Kshs 7.4 bn in Q1’2019. This was driven by a
7.5% growth in interest income from government securities to Kshs 2.1 bn, from Kshs 1.9 bn in
Q1’2019, and a 1.0% increase in interest income on loans and advances to Kshs 5.5 bn, from Kshs
5.4 bn in Q1’2018. The yield on interest-earning assets, however, declined to 9.9%, from 11.0% in
Q1’2019, attributed to the faster 17.4% y/y increase in average interest earning assets to Kshs
315.2 bn, from Kshs 268.5 bn in Q1’2019, that outpaced the 2.8% growth in interest income,
Interest expenses declined by 1.9% to Kshs 1.99 bn, from Kshs 03 bn in Q1’2019, following a
13.2% decline in interest expense on customer deposits to Kshs 1.5 bn, from Kshs 1.8 bn in
Q1’2019. The decline was however weighed down by a 54.6% increase in placement liabilities to
Kshs 0.4 bn from Kshs 0.3 bn in Q1’2019. Cost of funds, on the other hand, declined to 3.3%, from
3.6% in Q1’2019, owing to the faster 13.8% growth in average interest bearing liabilities, which
outpaced the 1.9% decline in interest expense. Net Interest Margin (NIM) on the other hand
declined to 7.4%, from 8.2% in Q1’2019, owing to the faster 17.4% growth in average interest
earning assets which outpaced the 4.5% growth in Net Interest Income (NII),
Non-Funded Income (NFI) rose by 15.8% to Kshs 3.0 bn, from Kshs 2.6 bn in Q1’2019. The growth
was mainly driven by a 47.4% rise in forex trading income to Kshs 1.1 bn, from Kshs 0.8 bn in
Q1’2019. Total fees and commissions remained unchanged at Kshs 1.5 bn. As a result, the revenue
mix adjusted to 66:35 from 68:32 recorded in Q1’2019, funded to non-funded income, owing to the

faster 15.8% growth in NFI, that outpaced the 4.5% growth in NII,
Total operating expenses rose by 5.0% to Kshs 5.2 bn, from Kshs 4.9 bn in Q1’2019, largely driven
by a 75.2% increase in Loan Loss Provisions (LLP) to Kshs 1.1 bn in Q1’2020, from Kshs 0.6 bn in
Q1’2019, coupled with a 6.6% increase in staff costs to Kshs 2.5 bn in Q1’2020, from Kshs 2.3 bn
in Q1’2019. The increased provisions is attributed to the bank adopting a cautious stance on the
back of the expected increase in defaults across sectors caused by the COVID-19 pandemic. The
rise in operating expenses was however mitigated by a 19.9% decline in other operating expense
to Kshs 1.6 bn from Kshs 2.0 bn in Q1’2019,
The Cost to Income Ratio (CIR) improved to 60.1%, from 61.9% in Q1’2019, owing to the faster
8.1% rise in total operating income to Kshs 8.6 bn, from Kshs 8.0 bn in Q1’2019, which outpaced
the 5.0% rise in total operating expenses to Kshs 5.2 bn, from Kshs 4.9 bn in Q1’2019. Without
LLP, the cost to income ratio also improved to 47.1%, from 53.9% in Q1’2019, an indication of
improved efficiency, and,
Profit before tax rose by 13.3% to Kshs 3.4 bn, from Kshs 3.0 bn in Q1’2019. Profit after tax before
exceptional items grew by 17.0% to Kshs 2.5 bn in Q1’2020, from Kshs 2.1 bn in Q1’2019, while
profit after tax and exceptional items, which relates to one-off separation cost of Kshs 0.6 bn,
grew by 3.0% to Kshs 1.96 bn in Q1’2020, from Kshs 1.9 bn in Q1’2019, with the effective tax rate
increasing to 32.0% from 31.8% in Q1’2019.
Balance Sheet
The balance sheet recorded an expansion as total assets increased by 10.4% to Kshs 381.5 bn,
from Kshs 345.4 bn in Q1’2019. This growth was largely driven by a 12.4% increase in their loan
book to Kshs 203.0 bn, from Kshs 180.5 bn in Q1’2019, coupled with a 7.2% increase in
government securities to Kshs 125.4 bn, from Kshs 117.0 bn in Q1’2019,
Total liabilities rose by 13.3% to Kshs 339.2 bn, from Kshs 299.4 bn in Q1’2019, driven by a 6.6%
increase in customer deposits to Kshs 238.7 bn, from Kshs 224.0 bn in Q1’2019, coupled with a
32.7% increase in deposits and balances due to foreign banking institutions to Kshs 2.1 bn, from
Kshs 0.9 bn in Q1’2019. The growth in liabilities was mitigated by a 32.4% decline in placement
liabilities to Kshs 4.9 bn, from Kshs 7.2 bn in Q1’2019. Deposits per branch increased by 11.7% to
Kshs 2.8 bn, from Kshs 2.5 bn in Q1’2019, with the number of branches having reduced to 84 in
Q1’2020, from 88 in Q1’2019,
The faster 12.4% growth in loans, which outpaced the 6.6% growth in deposits led to an increase
in the loan to deposit ratio to 85.0% from 80.6%, recorded in Q1’2019,
Gross Non-Performing Loans (NPLs) increased by 12.4% to Kshs 17.3 bn in Q1’2020, from Kshs
15.4 bn in Q1’2019. The NPL ratio thus deteriorated marginally to 8.10% in Q1’2020, from 8.07%
in Q1’2019, owing to the faster 12.4% growth in gross NPLs, which marginally outpaced the
12.1% growth in gross loans (after adding back interest suspense). General Loan Loss Provisions
rose by 18.0% to Kshs 8.8 bn, from Kshs 7.5 bn in Q1’2019. Consequently, the NPL coverage
declined to 64.5% in Q1’2020, from 67.8% in Q1’2019, owing to the 18.0% increase in general
loan loss provisions, which was outpaced by the 12.1% growth in gross non-performing loans,
Shareholders’ funds declined by 8.2% to Kshs 42.3 bn in Q1’2020 from Kshs 46.1 bn in Q1’2019,
driven by a 54.5% decline in revaluation reserves to Kshs 0.3 bn, from Kshs 0.7 bn in Q1’2019.
However, the decline was mitigated by a 3.9% increase in retained earnings to Kshs 39.1 bn from
Kshs 37.6 bn in Q1’2019, coupled with a 9.7% increase in other reserves to Kshs 0.21 bn, from
Kshs 0.19 bn in Q1’2019,
ABSA Bank Kenya is currently sufficiently capitalized with a core capital to risk-weighted assets
ratio of 13.8%, 3.3% points above the 10.5% statutory requirement. In addition, the total capital to
risk-weighted assets ratio was 16.5%, exceeding the 14.5% statutory requirement by 2.0% points.
Adjusting for IFRS 9, the core capital to risk weighted assets stood at 14.0%, while total capital to
risk-weighted assets came in at 16.7%, and,
The bank currently has a Return on Average Assets (ROaA) of 2.1%, and a Return on Average

Equity (ROaE) of 17.0%.
Key Take-Outs:
1. There was an improvement in efficiency levels as the cost to income ratio without LLP improved to
47.1% from 53.9% in Q1’2019. The improvement was largely attributable to an 84.0% decline in
the bank’s rental charges to Kshs 23.7 mn in Q1’2020, from Kshs 148.5 mn in Q1’2019 with the
number of branches reducing to 84 in Q1’2020, from 88 in Q1’2019,
2. The bank’s asset quality was maintained at the same level, with the NPL ratio remaining at 8.10%.
The bank embraced prudent risk assessment with secured lending targeted on key sectors, as well
as focus on big ticket recoveries, which has seen the bank maintain its NPL ratio, which in
comparison to the other banks has performed well. The bank continued to demonstrate prudence,
as the coverage remained relatively high, at 64.5%, despite being lower than the 67.8% recorded
in Q1’2019,
3. The banks’ reported earnings per share increased by 3.0% to Kshs 0.36, from Kshs 0.35 in
Q1’2019, despite being weighed down by the Kshs 0.6 bn one-off exceptional item that the bank
incurred in separation costs. However, core earnings per share recorded a 17.0% growth to Kshs
0.46, from Kshs 0.39 in Q1’2019, and,
4. The bank recorded a relatively strong growth in its balance sheet, as deposits grew by 6.6% y/y,
and were channelled to loans and advances, which grew, by 12.4% y/y, and government securities
investments, which grew by 7.2%. The growth in interest earning assets helped support increased
interest income revenue, despite the decline in yields of government securities.
Going forward, we expect the bank’s growth to be driven by:
I. Increased Channel diversification, which is likely to help the bank to continue improving its
operational efficiency. The benefits of this are already being felt with “Timiza” already recording
accelerated growth, and consequently higher Non-Interest Revenue. This coupled with the
expansion of its agent-banking network and product offerings such as bancassurance and fixed
income trading will see the bank expand its top-line revenue, going forward.
For a comprehensive analysis, please see our ABSA Bank Kenya Q1’2020 Earnings Note
Equity Group
Income Statement
Core earnings per share declined by 14.1% to Kshs 1.41, from Kshs 1.64 in Q1’2019, worse than
our projections of a 2.0% decline to Kshs 1.61. The performance was driven by a 46.4% increase
in total operating expenses, which grew faster than the 12.7% growth recorded in total operating
income. The variance in core earnings per share growth against our expectations was largely due
to the 660.4% rise in Loan Loss Provisions (LLPs) to Kshs 3.1 bn, from Kshs 0.3 bn in Q1’2019,
which was higher than our expectation of a 129.7% increase to Kshs 0.9 bn. The increased
provisions is attributed to the bank adopting a cautious stance on the back of the expected impact
of the COVID-19 pandemic,
Total operating income rose by 12.7% to Kshs 19.9 bn, from Kshs 17.6 bn in Q1’2019. This was
driven by a 15.8% rise in Non-Funded Income (NFI) to Kshs 8.3 bn, from Kshs 7.2 bn in Q1’2019,
coupled with a 10.6% increase in Net Interest Income (NII) to Kshs 11.5 bn, from Kshs 10.4 bn in
Q1’2019,
Interest income rose by 14.3% to Kshs 15.4 bn, from Kshs 13.5 bn in Q1’2019. This was driven by
an 18.7% increase in interest income on loans and advances to Kshs 10.8 bn, from Kshs 9.1 bn in
Q1’2019, coupled with a 9.0% increase in interest income on government securities to Kshs 4.5
bn, from Kshs 4.1 bn in Q1’2019. The growth in interest income was however weighed down by a
55.1% decline in interest income from placements to Kshs 0.1 bn, from Kshs 0.3 bn in Q1’2020.
The slightly stronger growth in interest income on loans as compared to interest from government

securities is indicative of the benefits accruing to Equity Group Holding’s strategy to increase
lending to the private sector, focusing on Small and Medium Enterprises. The yield on interestearning assets declined marginally to 11.0%, from 11.1% in Q1’2019, due to the faster 15.0%
growth in average interest- earning assets, which outpaced the 14.3% growth in interest income,
Interest expenses rose by 26.7% to Kshs 3.9 bn from Kshs 3.1 bn in Q1’2019, following the 12.0%
increase in the interest expense on customer deposits to Kshs 2.8 bn, from Kshs 2.5 bn in
Q1’2019, coupled with a 143.4% increase in other interest expenses to Kshs 0.9 bn, from Kshs 0.4
bn in Q1’2019. The growth was mitigated by a 19.1% decline in interest expense from placement
liabilities to Kshs 0.1 bn, from Kshs 0.2 bn in Q1’2019. The cost of funds increased to 3.0%, from
2.6% in Q1’2019, owing to the faster 26.7% increase in interest expense, which outpaced the
13.4% increase in average interest-bearing liabilities to Kshs 518.8 bn, from Kshs 457.3 bn in
Q1’2019. The Net Interest Margin (NIM) declined to 8.2% from 8.6% in Q1’2019, owing to the
faster 15.0% growth in average interest earning assets which outpaced the 10.6% growth in Net
Interest Income (NII),
Non-Funded Income (NFI) recorded a 15.8% growth to Kshs 8.3 bn, from Kshs 7.2 bn in Q1’2019.
The growth was mainly driven by a 34.3% increase in forex trading income to Kshs 1.1 bn, from
Kshs 0.8 bn in Q1’2019, coupled with a 12.5% increase in total fees and commissions on loans to
Kshs 5.4 bn, from Kshs 4.8 bn. As a result, the revenue mix shifted to 58:42 from 59:41 funded to
non-funded income, owing to the faster 15.8% growth in NFI as compared to the 10.6% growth in
NII,
Total operating expenses rose by 46.4% to Kshs 12.9 bn, from Kshs 8.8 bn in Q1’2019, largely
driven by a 660.4% increase in Loan Loss Provisions (LLP) to Kshs 3.1 bn, from Kshs 0.4 bn in
Q1’2019. The increased provisions is attributed to the bank adopting a cautious stance on the
back of the expected impact of the COVID-19 pandemic, coupled with an 23.0% rise in staff costs
to Kshs 3.2 bn, from Kshs 2.6 bn in Q1’2019, and a 13.3% growth in other operating expenses to
Kshs 6.5 bn, from Kshs 5.7 bn in Q1’2019,
As a result of the 660.4% rise in Loan Loss Provisions (LLP), Cost to Income Ratio (CIR)
deteriorated by 14.9% points to 64.7%, from 49.8% in Q1’2019. Without LLP, the CIR deteriorated
by 1.5% points to 49.0%, from 47.5% in Q1’2019 an indication of a decline in the Banks efficiency
levels,
Profit before tax declined by 20.7% to Kshs 7.0 bn, down from Kshs 8.8 bn in Q1’2019. Profit after
tax recorded a 14.1% decline to Kshs 5.3 bn, from Kshs 6.2 bn, with the effective tax rate
declining to 24.0% from 29.9% in Q1’2019, and,
The board of directors announced that it was changing its earlier recommendation of paying a
first and final dividend of Kshs 2.5 per share for FY’2019, and instead recommends to the
shareholders that no dividends be paid for FY’2019. This decision was made considering the
effects of the COVID-19 pandemic and the need to conserve cash to enable the company to
respond appropriately to the unfolding crisis in terms of supporting its customers through the
crisis and directing cash resources to potential opportunities that may arise as economies in
which the group operates begin to recover.
Balance Sheet
The balance sheet recorded an expansion as total assets increased by 14.4% to Kshs 693.2 bn,
from Kshs 605.7 bn in Q1’2019. The growth was supported by a 24.1% increase in the loan book
to Kshs 379.2 bn, from Kshs 305.5 bn, coupled with a 14.2% increase in government securities to
Kshs 157.6 bn from Kshs 137.9 bn in Q1’2019. The growth was subdued by a 15.3% decrease in
placements to Kshs 35.1 bn, from Kshs 41.4 bn in Q1’2019, coupled with a 2.7 % decline in
property and equipment to Kshs 11.4 bn, from Kshs 11.7 bn,
Total liabilities rose by 13.0% to Kshs 576.8 bn from Kshs 510.2 bn in Q1’2019, driven by a 16.5%
increase in customer deposits to Kshs 499.3 bn, from Kshs 428.5 bn in Q1’2019. Deposits per
branch increased by 9.9% to Kshs 1.7 bn, from Kshs 1.5 bn in Q1’2019, with the number of

branches increasing by 17 to 300 branches in Q1’2020, from 283 in Q1’2019. Borrowings, on the
other hand, rose by 3.2% to Kshs 52.6 bn, from Kshs 51.0 bn in Q1’2019,
The faster 24.1% growth in loans as compared to the 16.5% growth in deposits, led to a growth in
the loan to deposit ratio to 75.9%, from 71.3% in Q1’2019,
Gross Non-Performing Loans (NPLs) rose by 51.9% to Kshs 44.6 bn in Q1’2020, from Kshs 29.4 bn
in Q1’2019. Consequently, the NPL ratio deteriorated to 11.2% in Q1’2020, from 9.2% in Q1’2019,
attributable to a faster 51.9% growth in Non-Performing Loans, which outpaced the 25.5% growth
in gross loans. The main sectors that contributed to the deterioration in asset quality were large
enterprises and SMEs sectors contributing 13.2% and 12.5%, respectively, to total NPLs. The
group’s South Sudan and Tanzania subsidiaries recorded high NPL ratios of 40.8% and 40.5%,
respectively. With general Loan Loss Provisions increasing by 57.2% to Kshs 15.1 bn, from Kshs
9.6 bn in Q1’2019, the NPL coverage improved to 45.8% in Q1’2020 from 43.9% in Q1’2019,
Shareholders’ Funds grew by 22.0% to Kshs 115.3 bn in Q1’2020 from Kshs 94.5 bn in Q1’2019,
supported by a 24.9% increase in retained earnings to Kshs 104.4 bn from Kshs 83.6 bn,
Equity Group remains sufficiently capitalized with a core capital to risk-weighted assets ratio of
17.5%, 7.0% points above the statutory requirement of 10.5%. In addition, the total capital to riskweighted assets ratio came in at 21.0%, exceeding the statutory requirement of 14.5% by 6.5%
points. Adjusting for IFRS 9, the core capital to risk-weighted assets stood at 17.8%, while total
capital to risk-weighted assets came in at 21.3%, and,
The bank currently has a Return on Average Assets (ROaA) of 3.3%, and a Return on Average
Equity (ROaE) of 20.7%.
Key Take-Outs:
1. The bank’s geographical diversification strategy has continued to emerge as a net positive, with
the bank’s various subsidiaries in Uganda, DRC, Rwanda, Tanzania and South Sudan cumulatively
contributing 25.0% of the bank’s total profitability and 28.0% of the group’s total asset base.
However, given the high NPL ratios in the group’s South Sudan and Tanzania subsidiaries of
40.8% and 40.5% respectively, the group will need to improve its credit assessment in these
countries to bring down the high NPL ratios. Cumulatively, the group’s subsidiaries recorded an
18.2% increase in their Profit after Tax (PAT) to Kshs 1.3 bn, from Kshs 1.1 bn in Q1’2019, with
the Tanzanian branch recording a loss of Kshs 0.07 bn in Q1’2020 from the earlier recorded PAT
of Kshs 0.10 bn in Q1’2019. Total assets in the bank’s regional subsidiaries grew by 27.2% to Kshs
206.6 bn in Q1’2020, from Kshs 162.4 bn in Q1’2019. Improved efficiencies in the subsidiaries
saw their cost structure contribution to the Group, improve to 36.0%, from 37.0% in Q1’2019.
2. Increased innovation and digitization have seen 97.0% of all transactions of the bank being done
on alternative channels, with mobile transactions taking up 79.0% of all loan transactions, and
agency banking contributing 11.0% of all transactions. However, in terms of the value of
transactions, branches contributed 49.0% of the value of all transactions, while mobile and agency
banking contributed 26.0% and 17.0%, respectively. This highlights the transformation of
branches to handle high-value transactions. This transformation aids the bank by offering its
ecosystem banking products to corporate and SME clients,
3. The Group’s Non-Funded Income recorded a 15.8% growth to Kshs 8.3 bn, from Kshs 7.2 bn in
Q1’2019. The growth was mainly driven by a 34.3% increase in forex trading income to Kshs 1.1
bn, from Kshs 0.8 bn in Q1’2019, coupled with a 12.5% increase in total fees and commissions on
loans to Kshs 5.4 bn, from Kshs 4.8 bn. However, with the bank’s alternative channels gaining
prominence in the frequency of transactions, we expect this to contribute positively towards the
NFI revenue stream. With the banks’ NFI contribution to total income currently at 41.9%, it is still
way above the current industry average of 22.8%, and,
4. The bank’s asset quality deteriorated, with the NPL ratio deteriorating to 11.2% in Q1’2020 from
9.2% in Q1’2019. The main sectors that contributed to the deterioration in asset quality were
large enterprises and SMEs sectors contributing 13.2% and 12.5%, respectively, to total NPLs.

Key to note, South Sudan and Tanzania subsidiaries recorded high NPL ratios at 40.8% and
40.5%, respectively. The two countries cumulatively contributed 3.5% of the group's loan book.
With the repeal of interest rate cap law, the bank has ramped up its loan disbursement to its
customers in the region and will have to be more prudent on its credit assessment in these
markets to bring down the high NPL ratios in some of its regional subsidiaries.
Going forward, the factors that would drive the bank’s growth would be:
I. Channeled diversification is likely to further improve on efficiency with emphasis on alternative
channels of transactions, as the bank rides on the digital revolution wave, thereby further
improving the cost to income ratio by cost rationalization and revenue expansion. This will likely
propel the bank’s prospects of achieving sustainable growth, as it replicates its successful
business model across its various regional subsidiaries, and,
II. The bank’s operating model of enhancing balance sheet agility is likely to place the bank in a
prime position to take advantage of any opportunities that may arise, such as attractive inorganic
growth via acquisitions or fast lending with the repeal of the interest rate cap law. The bank’s
balance sheet agility is seen with a liquidity ratio of 51.6%, a loan deposit ratio of 75.9% and a
core capital to risk-weighted asset ratio of 17.5%.
For a comprehensive analysis, please see our Equity Group Q1’2020 Earnings Note
I&M Holdings
Income Statement
Core earnings per share declined by 29.7% to Kshs 2.0, from Kshs 2.9 in Q1’2019, not in line with
our projections of a 2.2% increase to Kshs 2.9. The performance was driven by a 5.7% increase in
total operating income, which was weighed down by the 24.5% increase in total operating
expenses. The variance in core earnings per share growth against our expectations was largely
due to the 5.7% rise in total operating income to Kshs 5.7 bn, from Kshs 5.4 bn in Q1’2019, which
was slower than our expectation of an 33.3% rise,
Total operating income rose by 5.7% to Kshs 5.7 bn, from Kshs 5.4 bn in Q1’2019. This was driven
by a 7.4 % increase in Non-Funded Income (NFI) to Kshs 2.2 bn, from Kshs 2.1 bn in Q1’2019,
coupled with a 4.6% increase in Net Interest Income (NII) to Kshs 3.5 bn, from Kshs 3.3 bn in
Q1’2019,
Interest income rose by 5.7% to Kshs 6.5 bn, from Kshs 6.1 bn in Q1’2019. This was driven by a
7.2% increase in interest income from Loans and Advances to 5.3 bn from 5.0 bn in Q1’2019, as
well as, a 20.8% growth in interest income from placements to Kshs 147.9 mn, from Kshs 122.4
mn in Q1’2019. Interest income from government securities declined by 2.0% to Kshs 1.01 bn
from Kshs 1.03 bn in Q1’2019. The yield on interest-earning assets, however, declined to 10.1%,
from 11.2% in Q1’2019, largely attributable to a faster 15.1% increase in average interest earning
assets as compared to the 5.7% growth in Net Interest Income,
Interest expense rose by 7.1% to Kshs 3.0 bn, from Kshs 2.8 bn in Q1’2019, following a 58.4%
increase in interest expense on placements to Kshs 0.2 bn, from Kshs 0.1 bn in Q1’2019, offsetting
the 8.0% decline in interest expense on deposits to Kshs 2.6 bn from Kshs 2.4 bn in Q1’2019.
Other Expenses declined by 22.9% to Kshs 0.2 bn, from Kshs 0.3 bn in Q1’2019. Cost of funds
declined to 4.7% from 5.0% in Q1’2019, owing to a faster 16.7% increase in interest-bearing
liabilities, to Kshs 252.4 bn from Kshs 216.3 bn in Q1’2019 that outpaced the 7.1% growth in
interest expense. Net Interest Margin (NIM) on the other hand declined to 5.8%, from 6.6% in
Q1’2019 due to the slower 4.6% increase in NII, that was outpaced by the 15.1% increase in
average interest-earning assets,
Non-Funded Income rose by 7.4% to Kshs 2.2 bn, from Kshs 2.1 bn in Q1’2019. The increase was
mainly due to a 20.9% increase in fees and commissions on loans to Kshs 470.0 mn from Kshs
388.9 mn in Q1’2019. In addition, other income increased by 7.7% to Kshs 511.0 mn from Kshs

427.4 mn in Q1’2019. Foreign exchange trading income however declined by 9.1% to Kshs 586.6
mn from Kshs 645.3 mn. The revenue mix shifted to 61:39 funded to non-funded income, from
62:38, owing to the faster 7.4% growth in NFI, compared to the 4.6% growth in NII,
Total operating expenses rose by 24.5% to Kshs 3.0 bn from Kshs 2.4 bn in Q1’2019, largely
driven by a 178.4% increase in Loan Loss Provisions (LLP) to Kshs 555.3 mn from Kshs 199.4 mn
in Q1’2019, coupled with a 36.0% rise in Staff costs to Kshs 1.2 bn from Kshs 1.1 bn in Q1’2019,
and,
Cost to Income Ratio (CIR), with LLP deteriorated to 52.9%, from 44.9% in Q1’2019. Without LLP,
cost to income ratio deteriorated as well to 43.1% from 41.2% in Q1’2019, an indication of
reduced efficiency, and,
Profit before tax declined by 23.8% to Kshs 2.5 bn, down from Kshs 3.3 bn in Q1’2019. Profit after
tax declined by 31.1% to Kshs 1.6 bn in Q1’2020 from Kshs 2.3 bn in Q1’2019, with the effective
tax rate increasing to 33.1%, from 27.5% in Q1’2019.
Balance Sheet
The balance sheet recorded an expansion as total assets grew by 12.1% to Kshs 182.9 bn, from
Kshs 168.9 bn in Q1’2019. Growth was supported by a 50.1% increase in placements to Kshs 49.4
bn from Kshs 32.9 bn in Q1’2019, coupled with an 8.3% loan book expansion to Kshs 182.9 bn
from Kshs 168.9 bn in Q1’2019. Government securities on the other hand declined by 2.6% to
Kshs 54.1 bn from Kshs 55.5 bn in Q1’2019,
Total liabilities rose by 10.9% to Kshs 273.3 bn, from Kshs 246.5 bn in Q1’2019, driven by a 78.1%
increase in placements to Kshs 13.2 bn from Kshs 7.4 bn in Q1’2019, coupled with an 8.8% rise in
customer deposits to Kshs 240.7 bn from Kshs 221.2 bn in Q1’2019. Deposits per branch
increased by 8.8% to Kshs 3.6 bn from Kshs 3.3 bn in Q1’2019, with the number of branches
remaining unchanged at 67 branches. Borrowings increased by 11.2% to Kshs 11.8 bn, from Kshs
10.6 bn in Q1’2019,
The faster 8.8% growth in deposits as compared to the 8.3% growth in loans led to a decline in the
loan to deposit ratio to 76.0% from 76.4% in Q1’2019,
Gross non-performing loans declined by 6.4% to Kshs 22.2 bn in Q1’2020 from Kshs 23.7 bn in
Q1’2018. Consequently, the NPL ratio, thus, improved to 11.3% in Q1’2020 from 13.0% in
Q1’2019 as the 6.4% decline in Non-Performing Loans, was outpaced by the 7.3% growth in gross
loans. The NPL coverage improved to 58.8% in Q1’2020 from 57.4% in Q1’2019 as general Loan
Loss Provisions increased by 28.0% to Kshs 9.0 bn from Kshs 7.1 bn in Q1’2019, despite a 6.4%
decline in gross non-performing loans,
Shareholders’ funds increased by 18.4% to Kshs 59.3 bn in Q1’2020, from Kshs 50.1 bn in
Q1’2019, supported by an 18.9% increase in retained earnings to Kshs 34.8 bn, from Kshs 29.3
bn,
I&M Holdings Plc remains sufficiently capitalized with a core capital to risk-weighted assets ratio
of 16.8%, 6.3% points above the statutory requirement. In addition, the total capital to riskweighted assets ratio came in at 21.1%, exceeding the statutory requirement by 6.6% points.
Adjusting for IFRS 9, the core capital to risk-weighted assets stood at 16.9%, while total capital to
risk-weighted assets came in at 21.2%,
The bank currently has a Return on Average Assets (ROaA) of 3.0%, and a Return on Average
Equity (ROaE) of 17.5%.
Key Take-Outs:
1. The bank maintained its continued rise in NFI recording a 7.4% growth to Kshs 2.2 bn, from Kshs
2.1 bn in Q1’2019. This resulted in the revenue contribution mix shifting to 61:39 funded to nonfunded income, from 62:38, owing to the high growth in NFI that outpaced growth in NII. The NFI
contribution to total income rose by 0.6% points to 38.8% from 38.2% in Q1’2019. This is however
above the current industry average of 22.8%,

2. The bank’s asset quality improved, with the NPL ratio improving to 11.3%, from 13.0% in
Q1’2019. NPL coverage also improved to 58.8%, up from 57.4% in Q1’2019 as the 28.0% rise in
general provisions to Kshs 9.0 bn, from Kshs 7.1 bn in Q1’2019, outpaced the 6.4% decline in
gross NPL to Kshs 22.2 bn in Q1’2020 from Kshs 23.7 bn in Q1’2019, and,
3. There was a decline in efficiency levels as the cost to income ratio without LLP worsened to 52.9%
from 44.9% in Q1’2020. The deterioration was largely attributable to a 178.4% rise in loan loss
provision, which depressed the bottom line.
Going forward, the factors that would drive the bank’s growth would be:
I. Non-Funded Income Growth Initiatives – I&M Holdings’ NFI growth is improving as the bank
focuses on digital innovation to augment transaction volumes and increase fee income. The bank
needs to increase the capacity of its brokerage and advisory businesses to increase income
contribution from investment and advisory services, and,
II. Geographical Diversification – The bank has been aggressively expanding into other regions,
namely Tanzania, Rwanda, and Uganda. This is expected to drive growth in the near future.
For a comprehensive analysis, please see our I&M Holdings Plc Q1’2020 Earnings Note
Standard Chartered Bank Kenya
Income Statement
Core earnings per share declined by 16.6% to Kshs 5.9, from Kshs 7.0 in Q1’2019, driven by a
5.6% decline in total operating income to Kshs 7.0 bn, from Kshs 7.4 bn in Q1’2019, coupled with
a 5.7% rise in total operating expenses to Kshs 4.0 bn, from Kshs 3.8 bn in Q1’2019. The growth
in core earnings per share was not in line with our expectations of a 0.3% decline, with the
variance being attributable to the 5.6% decline in total operating income to Kshs 7.0 bn, from
Kshs 7.4 bn in Q1’2020, against our expectations of an 8.7% increase,
Total operating income declined by 5.6% to Kshs 7.0 bn, from Kshs 7.4 bn in Q1’2019. This was
driven by a 6.5% decline in Non-Funded Income (NFI) to Kshs 2.2 bn, from Kshs 2.4 bn in
Q1’2019, coupled with a 5.1% decline in Net Interest Income (NII) to Kshs 4.7 bn, from Kshs 5.0
bn in Q1’2019,
Interest income was down by 4.3% to Kshs 6.1 bn, from Kshs 6.4 bn in Q1’2019. This was driven
by 7.4% decline in interest income from government securities to Kshs 2.5 bn from Kshs 2.7 bn in
Q1’2019, coupled with a 5.9% decline in interest income on loans and advances to Kshs 3.2 bn,
from Kshs 3.4 bn in Q1’2019. Consequently, the yield on interest-earning assets declined to 9.4%
from 10.6% in Q1’2019, attributable to the faster 6.1% y/y growth in average interest earning
assets to Kshs 265.2 bn, from Kshs 250.0 bn in Q1’2019, that outpaced the 4.3% growth in
interest income,
Interest expense declined by 1.3% to Kshs 1.39 bn, from Kshs 1.40 bn in Q1’2019, following a
7.7% decline in interest expense on customer deposits to Kshs 1.2 bn from Kshs 1.3 bn in
Q1’2019. Cost of funds, on the other hand, declined to 3.3%, from 3.6% in Q1’2019, owing to the
faster 13.8% growth in average interest bearing liabilities, which outpaced the 1.9% decline in
interest expense.
Consequently, cost of funds declined to 2.4% from 3.4% in Q1’2019 owing to a 16.3% decline in
trailing interest expense, despite a 17.1% rise in the average interest-bearing liabilities to Kshs
238.6 bn from Kshs 203.8 bn. Net Interest Margin (NIM) on the other hand declined to 7.2% from
7.8% in Q1’2019, owing to a 5.1% decline in Net Interest Income (NII), despite a 6.1% growth in
average interest-earning assets,
Non-Funded Income (NFI) declined by 6.5% to Kshs 2.2 bn, from Kshs 2.4 bn in Q1’2019. The
decline was mainly driven by a 12.5% decline in Foreign Exchange Trading Income to Kshs 695.2
mn from Kshs 817.8 mn in Q1’2019. Fees and commissions on loans also declined by 12.5% to
Kshs 73.5 mn from Kshs 76.4 mn in Q1’2019. The revenue mix remained unchanged at 68:32

funded to non-funded income owing to comparable declines both in Non-Funded Income (NFI) and
Net Interest Income (NII),
Total operating expenses grew by 5.7% to Kshs 4.0 bn, from Kshs 3.8 bn, largely driven by 116.8%
rise in amortization charges to Kshs 170.0 mn in Q1’2020, from Kshs 78.4 mn in Q1’2019, coupled
with a 3.1% rise in Loan Loss Provisions (LLP) to Kshs 0.43 bn in Q1’2020, from Kshs 0.42 bn in
Q1’2019,
Cost to Income Ratio (CIR) deteriorated to 58.1%, from 51.9% in Q1’2019 owing to the faster
5.7% rise in total operating expenses to Kshs 4.0 bn from Kshs 3.8 bn in Q1’2019, coupled with
the 5.6% decline in total operating income to Kshs 7.0 bn, from Kshs 7.4 bn in Q1’2019. Without
LLP, cost to income ratio deteriorated as well to 52.0%, from 46.3% in Q1’2019, an indication of
reduced efficiency levels and,
Profit before tax declined by 17.8% to Kshs 2.9 bn, from Kshs 3.5 bn in Q1’2019. Profit after tax
also declined by 16.6% to Kshs 2.0 bn in Q1’2020, from Kshs 2.4 bn in Q1’2019 with the effective
tax rate declining to 31.0% from 32.0% in Q1’2019,
Balance Sheet
The balance sheet recorded an expansion as total assets grew by 3.4% to Kshs 311.5 bn, from
Kshs 301.4 bn in Q1’2019. This growth was largely driven by a 49.5% increase in placements from
banking institutions to Kshs 48.bn in Q1’2020, from Kshs 32.3 bn in Q1’2019. The loan book also
recorded a 6.8% growth to Kshs 125.5 bn, from Kshs 117.6 bn in Q1’2019. Investment in
government and other securities however, declined by 13.6% to Kshs 95.0 bn, from Kshs 110.0 bn
in Q1’2019,
Total liabilities rose by 3.7% to Kshs 261.6 bn, from Kshs 252.2 bn in Q1’2019, driven by a 4.6%
increase in customer deposits to Kshs 243.6 bn, from Kshs 232.8 bn in Q1’2019. Deposits per
branch rose by 4.6% to Kshs 6.8 bn from Kshs 6.5 bn in Q1’2019, with the number of branches
remaining unchanged at 36 branches,
Loans to deposit ratio increased to 51.5% from 50.0% in Q1’2019, owing to the 6.8% growth in net
loans which outpaced the 4.6% in customer deposits during the same period,
Gross Non-Performing Loans (NPLs) declined by 5.6% to Kshs 20.0 bn in Q1’2020, from Kshs 21.2
bn in Q1’2019, attributable to the bank’s conservative lending strategies. The NPL ratio thus
improved to 14.2%, from 15.9% in Q1’2019, due to the faster growth in loans, which outpaced the
growth in Gross Non-Performing Loans (NPLs),
General Loan Loss Provisions declined by 2.9% to Kshs 7.8 bn, from Kshs 8.0 bn in Q1’2019. The
NPL coverage thus increased to 78.1%, from 76.5% in Q1’2019, as the Interest in suspense
declined by 4.5% to Kshs 7.8 bn, from Kshs 8.2 bn in Q1’2019, coupled with a 5.6% decline in the
Gross Non-Performing Loans to Kshs 20.0 bn, from Kshs 21.2 bn in Q1’2019,
Shareholders’ funds increased by 1.4% to Kshs 49.8 bn in Q1’2020, from Kshs 49.1 bn in Q1’2019,
supported by a 6.1% increase in the proposed dividends to Kshs 5.2 bn, from Kshs 4.9 bn in
Q1’2019. However, retained earnings declined by 16.6% y/y to Kshs 2.0 bn, from Kshs 2.4 bn in
Q1’2019,
Standard Chartered is currently sufficiently capitalized with a core capital to risk-weighted assets
ratio of 15.0%, 4.5% points above the statutory requirement. In addition, the total capital to riskweighted assets ratio was 18.0%, exceeding the statutory requirement by 3.5% points. Adjusting
for IFRS 9, the core capital to risk-weighted assets stood at 15.0% while total capital to riskweighted assets came in at 18.1%, and,
The bank currently has a Return on Average Assets (ROaA) of 2.6%, and a Return on Average
Equity (ROaE) of 15.8%.
Key Take-Outs:
1. Asset Quality – the bank’s asset quality improved owing to the 14.2% decline in the NPL ratio in
Q1’2020 from 15.9% recorded in Q1’2019. The improvement of the NPL ratio is attributable to the

5.6% decline in Gross Non-Performing Loans to Kshs 20.0 bn from Kshs 21.2 bn recorded in
Q1’2019. The improvement was mainly attributable to the faster growth in gross loans which
outpaced the growth in non-performing loans,
2. Operating Efficiency - There was a decline in the bank’s operating efficiency as the cost to
income ratio without LLP deteriorated to 52.0%, from 46.3% in Q1’2019. The deterioration was
largely attributable to the 19.7% increase in other expenses to Kshs 1.9 bn, from Kshs 1.6 bn in
Q1’2019, which were on the back on investments in their retail digital platform.
Going forward, we expect the bank’s growth to be driven by:
I. Continued focus on promoting the usage of the bank’s alternative channels is likely to continue
boosting the company’s Non-Funded Income (NFI) as well as aiding in improving operational
efficiency levels, which deteriorated in Q1’2020 as evidenced by the worsening of the cost to
income ratio to 58.1% from 51.9% in Q1’2019. Revenue expansion coupled with cost containment
will be key in boosting the bank’s bottom line.
For a comprehensive analysis, please see our Standard Chartered Q1’2020 Earnings Note
HF Group
Income Statement
HF Group released their Q1’2020 financial results, recording a loss per share of Kshs 0.016 in
Q1’2020, an improvement from a loss per share of Kshs 4.1 recorded in Q1’2019, not in-line with
our expectations of a Kshs 3.6 loss per share. This variance can be attributed to a 13.7% increase
in Net interest income to Kshs 580.7mn from Kshs 510.8 mn higher than the 13.0% expected
decline to Kshs 444.2 mn. The performance of the group can be attributed to a faster 10.8%
decline in total operating expenses coupled with an 8.4% increase in total operating income,
Total Operating Income rose by 8.4% to Kshs 0.83 bn in Q1’2020 from Kshs 0.77 bn, this can be
attributed to a 13.7% increase in Net Interest Income (NII) to Kshs 0.6 bn from Kshs 0.5 bn
recorded in Q1’2019, outpacing a 2.0% decline in Non-funded Income (NFI) to Kshs 253.5 mn
from Kshs 258.7 mn seen in Q1’2020,
Interest income declined by 7.8% to Kshs 1.2 bn, from Kshs 1.4 bn in Q1’2019. This was driven by
a 10.8% decline in interest income from loans and advances to Kshs 1.1 bn, from Kshs 1.3 bn in
Q1’2019. Interest income on government securities, however, recorded a 24.6% increase to Kshs
113.7mn, from Kshs 91.2 mn in Q1’2019. The yield on interest-earning assets declined to 11.0%,
from 11.4% in Q1’2019, due to the faster 13.4% decline in trailing interest income compared with
the 9.7% decline in the average interest-earning assets (IEA). Net Interest Margin (NIM)
increased to 4.5%, from 4.1% in Q1’2019, following the slower 2.0% decline in Trailing NII, that
outpaced the 9.7% decline in IEA,
Interest expense declined by 20.9% to Kshs 0.7 bn, from Kshs 0.8 bn in Q1’2019, following a
58.8% decline in other interest income to Kshs 0.1 bn in Q1’2020 from Kshs 0.4 bn in Q1’2019.
Interest
Income on customer deposits, however, increased by 5.9% to Kshs 0.48 bn, from Kshs 0.46 bn in
Q1’2019. Cost of funds declined to 6.5% from the 7.3% recorded in Q1’2019, following the faster
20.9% decline in interest expense that outpaced the 8.4% decline in the average interest-bearing
liabilities (IBL),
Non-Funded Income declined by 2.0% to Kshs 253.5 mn from Kshs 258.7 mn in Q1’2019. The
decline was mainly due to a 61.9 % decline in Fees & Commissions to Kshs 24.4 mn, from Kshs
64.1 mn, coupled with a 10.3% decline in Other Income to Kshs 114.3 mn from Kshs 127.4 mn.
Forex Trading Income however increased by 198.6% to Kshs 18.8 mn in Q1’2020 to Kshs 6.3 mn
in Q1’2019. The revenue mix shifted to 70:30 funded to non-funded income, from 66:34, owing to
the 13.7% increase in NII, with NFI declining by 2.0%,
Total operating expenses declined by 10.8% to Kshs 0.8 bn from Kshs 0.9 bn seen in Q1’2019. This

is attributable to a 23.4% decline in Loan Loss Provisions to Kshs 0.2 bn from Kshs 0.1 bn in
Q1’2019, coupled with a 12.0% decline in Other Operating Expenses from Kshs 0.5 bn to Kshs 0.4
bn in Q1’2020. Staff Costs however increased by 0.5% to Kshs 256.4 mn from Kshs 255.0 mn in
Q1’2019, and,
The Cost to Income Ratio (CIR) improved to 99.2%, from 120.5% in Q1’2019. Without LLP, the
cost to income ratio also improved, to 82.7% from 97.1% in Q1’2019, an indication of improved
efficiency and,
HF Group recorded a profit before tax of Kshs 7.0 mn an improvement from a loss before tax of
Kshs 157.7 mn in Q1’2019. The Group’s Loss after Tax improved to Kshs 0.6 mn in Q1’2020, from
the Kshs 158.3 mn loss recorded in Q1’2019.
Balance Sheet
The company’s balance sheet recorded a contraction as total assets declined by 4.1% from Kshs
59.1 bn to Kshs 56.6 bn in Q1’2020. This is attributable to an 8.5% decline in the loan book to
Kshs 38.4 bn from Kshs 42.0 bn recorded in Q1’2019, coupled with a, 26.0% decline in Placements
to Kshs 1.0 bn from Kshs 2.0 bn recorded in Q1’2019. Government securities, however, increased
by 39.3% to Kshs 5.0 bn from the Kshs 3.6 bn recorded in Q1’2019,
Total liabilities declined by 4.9% to Kshs 46.4 bn, from Kshs 48.8 bn in Q1’2019, driven by a
55.2% decline in borrowings to Kshs 5.8 bn, from Kshs 13.0 bn in Q1’2019. This drop can be
attributed to the Kshs 3.0 bn corporate bond that was retired during the last quarter of 2019.
Customer deposits on the other hand increased by 11.8% to Kshs 38.0 bn from Kshs 34.0 bn in
Q1’2019. Deposits per branch increased from Kshs 1.5 bn to Kshs 1.8 bn in Q1’2019 as the
number of branches declined by 1 to 21 branches from 22 branches in Q1’2019,
The loan to deposit ratio declined to 101.1% from 123.5% in Q1’2019 owing to the 8.5% decline in
loans, despite the 11.5% increase in deposits,
The bank’s Non-performing Loans (NPLs) declined by 5.8% to Kshs 12.2 bn from Kshs 13.0 bn
recorded in Q1’2019. Consequently, the NPL ratio improved marginally to 27.3% from the 27.5%
following the faster 5.8% decline in NPLs that outpaced the 5.0% decline in gross loans that came
in at Kshs 44.8 bn in Q1’2020 from Kshs 47.1 bn recorded in Q1’2019,
Shareholders’ funds declined by 4.9% to Kshs 10.2 bn in Q1’2020, from Kshs 10.3 bn in Q1’2019,
this is attributable to the 0.1 bn negative Retained earnings recorded in Q1’2020 compared to the
Kshs 0.8 bn recorded in Q1’2019. This effect was however mitigated by a 37.3% increase in
statutory loan loss reserves to Kshs 3.1 bn from Kshs 2.2 bn recorded in Q1’2019,
HF Group remains sufficiently capitalized with a core capital to risk-weighted assets ratio of
12.4%, 1.9% points above the statutory requirement of 10.5%. In addition, the total capital to riskweighted assets ratio came in at 13.7% below the statutory requirement by 0.8% points. Adjusting
for IFRS 9, the core capital to risk-weighted assets stood at 12.2%, while total capital to riskweighted assets came in at 13.4%, and,
The bank currently has a Return on Average Assets (ROaA) of 0.1%, and a Return on Average
Equity (ROaE) of 0.5%.
Key Take-Outs:
1. Despite the tough economic times amid the Coronavirus Pandemic, the bank experienced an
improvement in asset quality unlike most listed banks with Non-performing Loans (NPLs) declined
by 5.8% to Kshs 12.2 bn from Kshs 13.0 bn recorded in Q1’2019. Consequently, the NPL ratio
improved marginally to 27.3% from the 27.5% following the faster 5.8% decline in NPLs that
outpaced the 5.0% decline in gross loans that came in at Kshs 44.8 bn in Q1’2020 from Kshs 47.1
bn recorded in Q1’2019. Putting into consideration the current state of affairs regarding the
COVID-19 pandemic, there is a lot more to be done to mitigate the effects experienced in the
economy.
2. The bank recorded a decline on the NFI income segment, which recorded a 2.0% decline y/y,

largely due to a 61.9 % decrease in Fees & Commissions to Kshs 24.4 mn, from Kshs 64.1 mn,
coupled with a 10.3% decrease in Other Income to Kshs 114.3 mn from Kshs 127.4 mn.
Consequently, NFI contribution to total income declined by 3.2% points to 30.4% from 33.6% in
Q1’2019. This is however above the current industry average of 22.8%, and,
3. There was an improvement in efficiency levels as the cost to income ratio without LLP improved to
82.7%, from 97.1% in Q1’2019. The improvement was largely attributable to a 23.4% decline in
Loan Loss Provisions.
Going forward, the factors that would drive the bank’s growth would be:
I. Although HF Group has a long way to go as a conventional bank, it has recorded commendable
performance with the bank beginning to show signs of profitability They will ultimately have to
adjust their business model, or couple up with a strong bank with a sizeable asset base, and a
strong deposit gathering capability, in an effort to capitalize on HF’s strength in mortgages and
real estate development.
For a comprehensive analysis, please see our HF Group Q1’2020 Earnings Note
The table below highlights the performance of the banks’ earnings releases, showing the
performance using several metrics, and the key take-outs of the performance.
Core
EPS
Growth

Interest
Income
Growth

Interest
Expense
Growth

Net
Interest
Income
Growth

Net
Interest
Margin

I&M

29.7%

5.7%

7.1%

4.6%

ABSA

17.0%

2.8%

1.9%

4.5%

KCB

8.4%

20.4%

26.6%

DTBK

3.7%

(2.4%)

(9.0%)

Bank

Non-Funded
Income
Growth

NFI to
Total
Operating
Income

5.8%

7.4%

7.4%

15.8%

18.5%

8.1%

2.9%

Loan
Growth

Return
on
Average
Equity

76.0%

8.3%

17.5%

85.0%

12.4%

17.0%

52.0%

74.8%

19.3%

20.1%

(0.9%)

1.9%

73.8%

6.7%

12.6%

Growth in
Total Fees &
Commissions

Deposit
Growth

Growth in
Government
Securities

Loan to
Deposit
Ratio

38.8%

20.9%

8.8%

(2.6%)

34.5%

(0.2%)

6.6%

7.2%

30.5%

34.4%

23.8%

34.1%

5.7%

3.4%

25.4%

39.3%

Co-op

(0.3%)

4.5%

(4.4%)

8.5%

8.2%

19.0%

39.9%

14.0%

6.9%

11.5%

81.3%

9.8%

18.5%

Equity

(14.1%)

14.3%

26.7%

10.6%

8.2%

15.8%

41.9%

12.5%

16.5%

14.2%

75.9%

24.1%

20.7%

SCBK

(16.6%)

(4.3%)

(1.3%)

(5.1%)

7.1%

(6.5%)

32.1%

(12.5%)

4.6%

(13.6%)

51.5%

6.8%

15.8%

NCBA***

(26.8%)

6.8%

8.3%

5.5%

3.3%

49.7%

49.7%

130.0%

12.6%

21.1%

63.0%

5.5%

10.6%

Stanbic

(33.5%)

(7.1%)

0.5%

(11.0%)

5.5%

(29.2%)

49.9%

10.0%

6.4%

(11.5%)

79.8%

11.8%

14.5%

HF Group

N/A

(7.8%)

(20.9%)

13.7%

4.5%

(2.0%)

30.4%

(61.9%)

11.8%

39.3%

101.1%

(8.5%)

0.5%

Q1'20
Mkt
Weighted
Average*

(3.5%)

8.2%

11.8%

7.4%

7.2%

15.8%

22.8%

21.4%

14.6%

15.4%

74.0%

14.5%

17.7%

Q1'19Mkt
Weighted
Average**

12.2%

3.6%

2.5%

4.5%

8.0%

10.7%

36.0%

11.2%

11.0%

16.1%

74.0%

7.7%

19.2%

*Market cap weighted as at 29/05/2020
**Market cap weighted as at 31/05/2019
*** The financial statements of the bank have been prepared on a prospective basis (assuming a continuation of CBA), representing Q1’2020 results of NCBA
bank (merged bank) with prior year comparatives (Q1’2019) being those of CBA bank. Hence, the results are not comparable on a like for like basis. As such,
we have used proforma-combined financials for the two entities.

Key takeaways from the table above include:
I. Listed banking sector recorded an average (3.5%) decrease in core Earnings Per Share (EPS),
compared to a growth of 12.2% in Q1’2019, the depressed earnings recorded in the listed banking
sector is partly attributed to the tough operating environment occasioned by the ongoing
Coronavirus pandemic,
II. The sector recorded a deposit growth of 14.6%, faster than the 11.0% growth recorded in
Q1’2019. The faster growth in deposits led to a faster 11.8% growth in interest expenses,
compared to 2.5% in Q1’2019, indicating that banks struggled to mobilize relatively cheaper
deposits amid the ongoing pandemic as most customers prefer liquidity,
III. Average loan growth came in at 14.5%, which was faster than the 7.7% recorded in Q1’2019, with
the growth in loans being accelerated following the repeal of interest rate cap in November 2019,
coupled with increased demand in funding, as businesses demand working capital to operate in
the tough operating environment as a result of the pandemic. Government securities, on the other
hand, recorded a growth of 15.4% y/y, which was faster compared to the loans, albeit slower than
the 16.1% growth recorded in Q1’2019. This highlights banks’ continued preference towards

investing in government securities, which offer better risk-adjusted returns,
IV. Interest income increased by 8.2%, compared to a growth of 3.6% recorded in Q1’2019. The faster
growth in interest income may be attributable to the 14.5% growth in loans and increased
allocation to government securities. Consequently, the Net Interest Margin (NIM) declined to
7.2%, compared to the 8.0% recorded in Q1’2019 for the whole listed banking sector, and,
V. Non-Funded Income grew by 15.8% y/y, faster than 10.7% recorded in Q1’2019. The growth in
NFI was supported by the 21.4% average increase in total fee and commission income, which was
faster than the 11.2% growth recorded in Q1’2019.
Other Earning Releases:
KCB Group released their Q1’2020 financial results, with their core earnings per share recording
an 8.4% increase to Kshs 1.95 in Q1’2020, from Kshs 1.80 in Q12019, not in-line with our
expectations of Kshs 1.79 earnings per share. The performance can be attributed 22.4% growth in
total operating income to Kshs 23.0 bn, from Kshs 18.8 bn in Q1’2019. The balance sheet
recorded an expansion as total assets grew by 30.5% to Kshs 947.1 bn, from Kshs 725.7 bn in
Q1’2019. This growth was largely driven by a 52.0% increase in investment in government and
other securities to Kshs 202.6 bn, from Kshs 133.3 bn in Q1’2019. The loan book also recorded a
19.3% growth to Kshs 553.9 bn, from Kshs 464.3 bn in Q1’2019. The strong balance sheet growth
is also partly attributable to KCB consolidating assets following the acquisition of NBK. For more
information, see our KCB Group Q1’2020 Earnings Note.
Co-operative Bank released their Q1’2020 financial results, with their core earnings per share
recording a 0.3% decrease to Kshs 0.612 in Q1’2020, from Kshs 0.613 in Q1’2019, which was in
line with our projections. The performance was driven by the 20.6% increase in total operating
expenses, which grew faster than the 12.5% growth in total operating income in Q1’2020. The
balance sheet recorded an expansion as total assets grew by 10.5% to Kshs 470.4 bn in Q1’2020
from Kshs 425.7 bn in Q1’2019, mainly attributable to the 11.5% growth in government securities
to Kshs 115.9 bn in Q1’2020 from Kshs 103.9 bn, coupled with a 9.8% growth in net loans and
advances to Kshs 276.2 bn in Q1’2020 from Kshs 251.6 bn in Q1’2019. Deposits placements also
rose by 27.0% to Kshs 19.3 bn from Kshs 15.2bn. For more information, see our Co-operative
Bank Q1’2020 Earnings Note.
Diamond Trust Bank released their Q1’2020 financial results, with core earnings per share
increasing by 3.7% to Kshs 7.3, from Kshs 7.0 in Q1’2019, in line with our expectations. The
performance was driven by the 3.0% increase in total operating income to Kshs 6.3 bn from Kshs
6.1 bn in Q1’2019 despite the 5.2% rise in total expenses. The balance sheet recorded an
expansion as total assets increased by 4.0% to Kshs 385.0 bn from Kshs 370.1 bn in Q1’2019. This
growth was largely driven by a 6.7% increase in net loans to Kshs 201.3 bn from Kshs 188.6 bn in
Q1’2019, coupled with a 1.9% increase in government securities to Kshs 128.2 bn from Kshs 125.8
bn in Q1’2019. The growth in assets was however slowed down by a 21.9% decline in placements
to Kshs 8.6 bn from Kshs 11.1 bn in Q1’2019. For more information, see our DTBK Q1’2020
Earnings Note.
NCBA Group released their Q1’2020 financial results, with core earnings per share declining
26.8% to Kshs 2.3 from Kshs 3.2 in Q1’2019, which was not in line with our projections of Kshs
1.6. The performance can be attributed to a 23.6% increase in total operating income to Kshs 10.9
bn from Kshs 8.8 bn in Q1’2019, coupled with the 49.8% increase in total operating expenses from
Kshs 5.5 bn in Q1’2019 to Kshs 8.3 bn in Q1’2020 by 3.7% to Kshs 7.3, from Kshs 7.0 in Q1’2019,
in line with our expectations. The balance sheet recorded an expansion with a total assets growth
of 9.2% to Kshs 509.6 bn from Kshs 466.8 bn in Q1’2019. This growth was largely driven by a
21.1% increase in government securities to Kshs 153.5 bn from the Kshs 126.8 bn recorded in
Q1’2019. The loan book expanded by 3.9% to Kshs 245.9 bn in Q1’2020 from Kshs 240.6 bn in
Q1’2019.
Key to note is that the financial statements of NCBA Group were prepared on a prospective

basis (assuming a continuation of CBA), representing Q1’2020 results of NCBA bank
(merged bank) with prior year comparatives (Q1’2019) being those of CBA bank. Hence,
the results are not comparable on a like for like basis. As such, we used proformacombined financials for the two entities. For more information, see our NCBA Q1’2020
Earnings Note.
Monthly Highlights
During the month, the Central Bank of Kenya (CBK), disclosed that Kenya’s seven largest banks
had restructured loans amounting to Kshs 176.0 bn in April, equivalent to 6.4% of the industry’s
total gross loan book of Kshs 2.8 tn as at January 2020, as the economy continues to suffer from
the pandemic it is expected to impact borrowers’ ability to repay and service their loans. For more
information, please see Cytonn Weekly #19/2020,
During the month, global rating agency Moody’s changed the outlook for KCB, Equity and Cooperative Bank to “Negative” from “Stable” but affirmed all three banks’ local currency deposit
ratings at B2, citing the link between their rating and that of the state due to the top banks’ large
exposure to government securities, which poses a risk to their credit profile. For more
information, please see Cytonn Weekly #20/2020,and,
During the month, KCB Group disclosed it had restructured loans amounting to Kshs 80.0 bn,
equivalent to 14.9% of its net loans, which stood at Kshs 535.4 bn in FY’2019. The loan
restructuring involves placing moratoriums on both interest and principal payments for three
months, in effect giving reprieve to its customers who found it difficult to repay their loans due to
the impact caused by the pandemic. For more information, please see Cytonn Weekly #20/2020.
Weekly Highlight
During the week, the Board of Directors for Equity Group withdrew their recommendation to pay a
first and final dividend of Kshs 2.50 per share for FY’2019, and instead recommended to
shareholders that no dividend be paid for FY2019. This decision was made after considering the
effects of the COVID-19 pandemic and the need to conserve cash to enable the company to respond
appropriately to the unfolding crisis in terms of supporting its customers through the crisis and
directing cash resources to potential opportunities that may arise as economies in which the group
operates begin to recover. Equity Group is among the NSE-Listed Companies such as NCBA and
Nation Media Group, which have suspended their dividend payments for FY’2019. The
announcement of the suspension of dividend payment on 26th May 2020 led to bank’s share prices
recording a 5.4% decline to close at Kshs 34.2 from Kshs 36.2 recorded on 25th May 2020. We
believe that the suspension of dividend payment will offer the bank enough capital buffer against the
effects of the coronavirus. Additionally, Standard Chartered Bank announced the postponement of
the proposed final dividend payments of Kshs 15.0 per share for FY’2019 that was scheduled to be
paid on 28th May 2020. The lender indicated that given that their 34th Annual General Meeting (AGM)
which was to take place on 28thMay 2020, remained postponed, the payment of the final dividend
would be delayed because approval of the final dividend payment would be at the AGM. Below are
some of the corporate actions, in relation to dividend payments, by companies listed in the stock
exchange:
Company

Corporate Actions

Dividend Amount Withheld
(Kshs bn)

Equity Group

Suspends payment of first and final dividend

9.4

NCBA

Suspends Cash Dividend, and does a Bonus
Issue

2.2

Nation Media
Group

Suspends Cash Dividend, and does a Bonus
Issue

0.3

Company

Dividend Amount Withheld
(Kshs bn)

Corporate Actions

Co-operative Bank

Advanced payment of proposed dividends

-

BAT Kenya

Advanced payment of proposed dividends

-

Kakuzi

Advanced payment of proposed dividends

-

Standard
Chartered

Postpones the payment of final dividends to a
later date

-

Total

11.9

Given the impact of the coronavirus that has disrupted business operations, we expect more firms to
mirror the approach taken by NCBA and Equity Group in order to provide adequate buffer to their
capital.
Universe of Coverage
Price at
30/04/2020

Price at
29/05/2020

w/w
change

m/m
change

YTD
Change

Year
Open

Target
Price*

Dividend
Yield

Upside/
Downside**

P/TBv
Multiple

Recommendation

Diamond
Trust Bank

74.0

71.3

(3.7%)

(14.2%)

(34.6%)

109.0

179.7

3.8%

156.0%

0.4x

Buy

Kenya
Reinsurance

2.4

2.4

0.9%

(6.0%)

(21.8%)

3.0

4.8

4.6%

107.2%

0.2x

Buy

Jubilee
Holdings

250.0

250.0

0.0%

(4.9%)

(28.8%)

351.0

453.4

3.6%

84.9%

0.9x

Buy

KCB
Group***

36.3

35.5

(2.3%)

(4.2%)

(34.4%)

54.0

55.8

9.9%

67.3%

0.9x

Buy

I&M
Holdings***

49.4

47.4

(4.1%)

(7.6%)

(12.3%)

54.0

73.6

5.4%

60.8%

0.7x

Buy

Equity
Group***

36.2

35.3

(2.5%)

(6.4%)

(34.1%)

53.5

55.3

0.0%

56.9%

1.2x

Buy

Co-op
Bank***

12.6

12.4

(1.6%)

(2.0%)

(24.5%)

16.4

18.2

8.1%

55.5%

1.0x

Buy

NCBA

27.2

27.0

(0.6%)

(5.3%)

(26.7%)

36.9

39.4

0.9%

46.9%

0.7x

Buy

Standard
Chartered

173.3

166.0

(4.2%)

(11.5%)

(18.0%)

202.5

223.6

12.0%

46.7%

1.4x

Buy

Stanbic
Holdings

85.8

85.0

(0.9%)

(8.1%)

(22.2%)

109.3

109.8

8.3%

37.5%

1.0x

Buy

Sanlam

16.1

16.0

(0.3%)

6.7%

(7.0%)

17.2

21.7

0.0%

35.6%

1.3x

Buy

ABSA
Bank***

10.4

10.8

4.3%

1.9%

(19.1%)

13.4

12.6

10.2%

26.9%

1.2x

Buy

Liberty
Holdings

8.3

8.2

(1.2%)

(1.7%)

(20.8%)

10.4

10.1

0.0%

22.7%

0.7x

Buy

HF Group

4.1

4.0

(1.5%)

2.6%

(38.2%)

6.5

4.3

0.0%

7.8%

0.2x

Hold

CIC Group

2.3

2.5

4.7%

8.4%

(8.6%)

2.7

2.6

0.0%

7.7%

0.8x

Hold

Britam

6.6

6.6

(0.3%)

(3.5%)

(26.7%)

9.0

6.8

3.8%

6.1%

0.7x

Hold

Banks

*Target Price as per Cytonn Analyst estimates
**Upside/ (Downside) is adjusted for Dividend Yield
***Banks in which Cytonn and/or its affiliates are invested in

We are “Neutral” on equities for investors because, despite the sustained price declines,
which have seen the market P/E decline to below its historical average presenting investors
with attractive valuations in the market, the economic outlook remains grim.
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