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Overweight

FY19 RESULTS EXPECTATIONS

Cooperative Bank of Kenya Group is due to release FY19 financial results in
mid-March 2020. At the bottom line, we are forecasting that the Group will
record an EPS of KES2.47, which is a +15.6% y/y growth with more notable
growth in FY20 and FY21 of +16.7% y/y and +20.1% y/y respectively, mainly
driven by improving efficiencies.

For FY19, we are looking for net interest income to decline by -9.3% y/y, as
interest income continues the downward trajectory at -6.5% y/y in FY19 on
the back of lower yields. However, we anticipate stronger interest income
growth in FY20 of +12.2% y/y to KES45.1bn, following the repeal of the
interest rate cap. This growth will be largely on the back of consumer
lending as well as from SMEs and the agricultural sector.

In FY19, we forecast interest expense to remain relatively flat growing by
only +0.3% y/y, while increasingby +10.9% y/y and +8.7% y/y in FY20 and
FY21 respectively. We expect deposits growth to also only increase by
+10.0% in FY19 compared to +8.8% in 3Q19, before growing by +14.0% in
FY20 and FY21 as the Group intensifies its retail drive.

We forecast an average cost of funds of 3.6% in FY19, which will decrease
to 3.5% and 3.4% in FY20 and FY21 respectively, driven by cheaper deposits
as we anticipate the Group to continue growing its demand deposits and
leveraging off its wide network

Non-funded income is expected to grow significantly by +51.0% y/y in FY19,
driven largely by the mobile loans, as currently the Group is disbursing
between KES4.5bn to KES5.0bn per month, this should continue through to
FY20 and FY21 at +17.9% and +16.4%.

Cost to income ratio is expected to decrease to 50.5% in FY19 from 54.6%
in FY18, before improving further to 49.0% and 47.0% in FY20 and FY21 as
a result of enhanced efficiencies.

We anticipate cost of risk to increase to 1.0% in FY19 compared to 0.8% in
FY18, with the NPL’s decreasing to 10.0% in FY19 from 11.2% in 3Q19 as
the Group’s asset quality improves and some recoveries are made in
particular in the real estate sector. The NPL ratio will continue to improve
further in FY20 and FY21 to 9.2% and 8.4% respectively.

We expect contribution from the South Sudan regional subsidiary to
remain insignificant due to the instability of peace and security in the
country.

At the bottom line, PBT should grow by +15.3% y/y to KES20.7bn in FY19,
as we see the effective tax rate remaining unchanged at 30.0%. PAT is also
expected grow by +14.0% to KES14.51bn. We expect ROE of 19.6% and
ROA of 3.3% in FY19.

Cooperative Bank of Kenya Group is currently trading on an undemanding
valuation of 2020 P/E of 6.1x and a P/B of 1.1x.
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USD 871.4m
KES 15.00
KES22.3
KES11.00-16.55
906.390

35.4%

Equity Market Cap

Current Share Price

12 Mth Target Price

12 Mth Trading Range:
Daily Avg Volume

Free Float

FY 18A FY 19E FY 20E FY21E

EPS (KES) 2.14 2.47 2.89 3.47
EPS Growth 11.4% 15.6% 16.7% 20.1%
P/E 7.0x 6.1x 5.2x 4.3x
P/B 1.3x 1.1x 1.0x 0.9x
ROA 3.2% 3.3% 3.5% 3.7%
Dividend Yield 6.7% 6.6% 7.7% 9.2%
ROE 18.3% 19.6% 20.3% 21.4%

Source: Securities Africa Research Estimates, Company Data
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Dividend Market Cap
2019 P/E P/B .
Yield (USD m)

Equity Bank 8.9x 1.6x 4.0% $1 886.8
Kenya Commercial Bank Ltd 6.5x 1.5x 5.9% $1548.2
Standard Chartered Bank Ltd 8.4x 1.6x 9.3% $689.7
CFC Stanbic Holdings 6.2x 0.9x 4.6% $412.0

Source: Securities Africa Research Estimates, Company Data

Co-op Holdings Co-operative

) 3,787,715,404
Society Ltd

64.56

Source: Securities Africa Research Estimates, Company Data


mailto:researchke@securitiesafrica.com

February, 2020

JQ—E SECURITIES AFRICA

T o e o [ e [ e [ e [ e

Gross Earnings 55918 59 687 68 075 77 259 Cash and short term funds 32479 44706 47 756 51739
% y-0-y growth 3.8% 6.7% 14.1% 13.5% Due from other banks 180827 24 591 29 509 35411
Net interest Income 30785 27935 31502 35 749 Treasury bills and government bonds 82 829 96 661 106 327 116 960
NIM margin 8.3% 6.9% 7.0% 7.0% Investments in subsidiaries & associate 2161 2161 2161 2161
Other income 12894 19 475 22 952 26 711 Investments 0 0 0 0
Operating income 43 678 47 410 54 454 62 460 Loans and advances 245 410 255 286 292 540 335442
margin o 78.1% " 79.4% " 80.0% 80.8% Other assets 23 341 24 914 28 416 32 249
Operating expenses (excl. D&A) -21471 -21 833 -24 528 -27 175 Property and equipment 6614 5895 5246 4697
Depreciation and Amortisation -2381 -2 109 -2 154 -2182 Goodwill 0 0 0 0
Profit before tax 17 986 20739 24 202 29 058 Other Intangible Assets 2 497 2910 31323 3736
Extraordinary gain / (loss) 171 0 0 0 Total Assets 413413 457124 515278 582395
Taxation -5425 -6 222 -7 260 -8 717 Deposit and current accounts 306 560 337 216 384 427 438 246
effective tax rate 29.9% 30.0% 30.0% 30.0% Managed funds 0 0 0 0
Profit after tax 12732 14517 16 941 20341 Other liabilities 11 365 11 365 11 365 11 365
Minority Interest 0 0 0 0 Taxation 321 4 666 5445 6538
Net Income/(Loss) 12732 14 517 16 941 20341 Deferred tax 0 0 0 0
Weighted avg. no. of shares (mn) 5867 5867 5867 5867 Dividend payable 0 0 0 0
No. of shares outstanding (mn) 5867 5867 5867 5867 Term loan 0 0 0 0
Rzl E7E 2l 24N 24 347 Borrowings 23950 23950 23950 23950
Dividend per share 1.00 0.99 1.15 139 gshareholders fund 60864 78574 88739 100943
Minority Interest 1353 1353 1353 1353

Total Liabilities and Equity 413413 457 124 515278 582 395

Cash generated from operations 37 104 14 017 -20 719 -23212 _ FY 18A FY 19E FY 20E FY21E

Finance income 0 59 687 68 075 77 259 Profit After Tax growth 11.6% 14.0% 16.7% 20.1%
Finance cost 0 -12 277 -13 621 -14 800 Net Interest margin growth 9.5% -9.3% 12.8% 13.5%
Tax paid -5186 -1877 -6 481 -7 625 Net Interest Margin 8.3% 6.9% 7.0% 7.0%
Net cash from operating activities 31918 59 550 27 254 31623 Operating Income Margin 78.1% 79.4% 80.0% 80.8%
Purchase of PP&E -774 -827 -943 -1 070 Profit Before Tax margin 32.2% 34.7% 35.6% 37.6%
Purchase of intangible assets -976 -976 -976 -976 Net profit margin 22.8% 24.3% 24.9% 26.3%
) Tax rate 29.9% 30.0% 30.0% 30.0%
Purchase of investments -10 869 0 0 0 .
v Cost to Income ratio 54.6% 50.5% 49.0% 47.0%
Others 2050 -13 832 -9 666 -10 633

Dividend paid to shareholders -4 694 -5 807 -6 776 -8 136 _ FY 18A FY 19E FY 20E FY 21E

Others -924 -924 -924 -924 Loans and advances growth -3.3% 10.9% 15.0% 15.0%

Net cash used in financing activities -5618 -6 731 -7 701 -9061 Deposits growth 6.5% 10.0% 14.0% 14.0%

Netincrease in cash & cash equivalent 15731 37184 7969 BERl  Returnon average Assets 2 8 S Stk

) i Return on average Equity 18.3% 19.6% 20.3% 21.4%
Opening cash and cash equivalents 16 382 32113 69 297 77 265 -

Leverage (Assets/Equity) 5.9x 5.8x 5.8x 5.8x

Closing cash & cash equivalents 32113 69 297 77 265 87 150 Loans/Assets 59.4% 55.8% 56.8% 57.6%

Loans/Deposits 80.1% 75.7% 76.1% 76.5%

NPL/Gross Loans 12.0% 10.0% 9.2% 8.4%
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Disclosures Appendix

This Publication is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of any jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation or would subject Securities Africa Kenya Limited, or its subsidiaries or affiliates to any registration or
licensing requirement within such jurisdiction. Neither this Publication nor any copy of it may be distributed in any jurisdiction where its distribution may be restricted by law
and any persons into whose possession this Publication comes should inform themselves about, and observe, any such restrictions. Licensed to conduct Investment Business
by the Bermuda Monetary Authority

The information contained in this Publication or on which this Publication is based has been derived from sources believed to be reliable and accurate however no
representation or warranty, express or implied, is made as to the fairness, completeness, accuracy, timeliness or otherwise of the information or opinions contained in this
Publication and no reliance should be placed on such information or opinions. The information contained in this Publication has not been independently verified by Securities
Africa Kenya Limited. While reasonable care has been taken in preparing this document, no responsibility or liability is accepted as to or in relation to the fairness,
completeness, accuracy or timeliness or otherwise of this Publication or as to the reasonableness of any assumption contained, nor for errors of fact or omission or for any
opinion expressed in this Publication.

Past performance should not be taken as an indication of future performance, and no representation of any kind is made as to future performance. The information, opinions
and estimates contained in this Publication are provided as at the date of this Publication and are subject to change without notice. Distribution of this Publication does not
constitute a representation, express or implied, by Securities Africa Kenya Limited, or its advisers, affiliates, officials, directors, employees or representatives (the "Parties”)
that the information contained in the Publication will be updated at any time after the date of the Publication. The Parties expressly do not undertake to advise you of any
information coming to any or all of their attention.

Any opinions expressed in this Publication may differ or be contrary to opinions expressed by other business areas or groups of Securities Africa Kenya Limited as a result of
using different assumptions and criteria. The analysis contained herein is based on numerous assumptions. Different assumptions could result in materially different results.

All projections and forecasts in this Publication are illustrative only. The actual results may be materially affected by changes in economic or other circumstances, which
cannot be foreseen. No representation or warranty is made by any of the Parties as to the achievability or reasonableness of any projection or forecast contained in this
Publication.

This publication is provided to you for information purposes only on the understanding that Securities Africa Kenya Limited is not acting in a fiduciary capacity. It does not
address specific investment objectives or financial situations, and any investments discussed may not be suitable for all investors. Prospective investors must make their own
examination and evaluation of the merits and risks involved in the securities set out in this Publication including any legal, taxation, financial and other consequences of
investment and should not treat the contents as advice relating to legal, taxation or other matters. This report is not to be relied upon in the substitution of independent
judgment with respect to any investment decision. Investors should consider this Publication as only a single factor in making their investment decision, and as such, the
Publication should not be viewed as identifying all risks, direct or indirect, that may be associated with any investment decision.

Foreign currency-denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of, or income derived from, the
investment. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies, effectively assume currency risk.

Securities Africa Kenya Limited conducts designated investment business only with eligible counterparties and professional clients. To the extent permitted by law and
regulation, Securities Africa Kenya Limited accepts no liability whatsoever for any loss howsoever arising, directly or indirectly, from any use of this Publication or its contents
or otherwise arising in connection with that. This Publication is not intended for distribution to retail clients.

By receiving this Publication, the recipient agrees to keep confidential the information contained in this Publication together with any additional information made available
following further inquiries. None of the material, nor its content, nor any copy of it, may be altered in any way, disclosed, published, reproduced or distributed to any other
party, in whole or in part, at any time, without the prior written permission of Securities Africa Kenya Limited.

Nothing in this Publication constitutes or forms part of, and should not be construed as, an offer for sale or subscription of, or solicitation of any offer to buy, sell or subscribe
for, the securities of the Company, nor should it or any part of, form the basis of, or be relied on in connection with, any contract or commitment whatsoever.

Securities Africa Kenya Limited and/or its associates and/or any of their respective clients may have acted upon the information or opinions in this Publication prior to your
receipt of it. Securities Africa Kenya Limited and/or its associates may provide investment banking services to the Company and in that capacity may have received
confidential information relevant to the securities mentioned in this Publication which is not known to the researchers who have compiled this Publication.

Securities Africa Kenya Limited and/or its associates and/or their officers, directors, employees or representatives may from time to time purchase, subscribe for, add to,
dispose of or have positions or options in or warrants in or rights to or interests in the securities of the Company or any of its associated companies mentioned in this
Publication (or may have done so before publication of this Publication) or may make a market or act as principal or agent in any transactions in such securities.

This report may not have been distributed to all recipients at the same time. This report is issued only for the information of and may only be distributed to professional
investors (or, in the case of the United States, major US institutional investors as defined in Rule 15a-6 of the US Securities Exchange Act of 1934) and dealers in securities
and must not be copied, published or reproduced or redistributed (in whole or in part) by any recipient for any purpose. English law governs the issue, publication and terms of
this Publication and any disputes arising in relation to any of them will be subject to the exclusive jurisdiction of the English courts.

By accepting this Publication, you agree to be bound by the foregoing limitations. No parta of this material may be (i) copied, photocopied or duplicated in any form by any
means or (ii) redistributed without the prior written consent of Securities Africa Kenya Limited.

Licensed to conduct Investment Business by the Bermuda Monetary Authority

© Securities Africa Kenya Limited 2019
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