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KCB Group: 1Q20 Earnings Update

KCB Group’s 1Q20 net earnings rose 8.5% y/y to KES 6.3B (-3.0% y/y for KCB
Bank Kenya Exc NBK) driven by sustained growth in non-interest revenue and
rising interest income. Bottom line growth was however curtailed by a 22.3%
y/y rise in operating expenses to KES 11.1B and a 149.1% y/y rise loan loss
provision expense to KES 2.9B

Key highlights

» Interest income grew 20.4% y/y to KES 20.2B on the back of an 63.3% y/y
uptick in interest income from investment in government securities and a 9.5%
y/y rise in interest income from loans and advances. Growth in these line items
was on the back of a 30.5% y/y expansion in the total asset book. The group’s
investment in government securities grew 52.0% y/y to KES 202.6B while the
loan book grew 19.3% y/y to KES 553.9B. Loan book growth was boosted by
the personal lending, real estate, manufacturing and trade segments.

> Interest expense expanded 26.6% y/y to KES 5.2B mirroring a 34.1% swell in
customer deposits to KES 740.4B. However, the cost of funds declined 500bps
y/y to 2.7% reflecting cheaper deposits by the group. In effect the net interest
income rose 18.5% y/y to KES 15.1B with yield on interest earning assets
closing at 10.3%.

»Gross NPLs swelled 70.5% y/y to KES 66.2B due to absorption of the bad
book from NBK. The SME & Micro and the corporate sectors shared the larger
pie in NPL contribution. The group NPL ratio closed at 12.0% lagging behind an
industry ratio of 12.5%.

Outlook

» The Kenyan economy is anticipated to grow at 1% pressed down on by the
effects of the prevailing COVID-19 pandemic that seen slowdown in
economic activities in the country. We expect that SMEs and manufacturing
will be most hit hard following reduced consumer spending. However, the
Central Banks resolve to lower the CBR rate coupled with governments
efforts to release pending payments may see an improvement in liquidity in
the markets.

» We may see the bad book expand further despite restructuring efforts if
the effects of a closed economy continue to be felt in the short to medium
term.

» We however remain confident that the group remains fundamentally
sound and holds enough capital buffers to withstand the effects of a
challenging economic environment. We therefore encourage investors to
take positions at the current price of KES 37.05.
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Financial Statements

1Q19 1Q20 chg y/y

Income Statement KES M KES M

Interest Income 16,777 20,207 #p 20.4%
Interest Expense 4,069 5,153 dp 26.6%
Net Interest Income 12,708 15,054 #p 18.5%
Non Interest Income 6,050 7,897 dp 30.5%
Total Operating Income 18,758 22,951 A 22.4%
Total Operating Expenses 9,099 11,131 #p 22.3%
Loan Loss Provision Expense 1,163 2,898 dp  149.1%
Operating Profit 9,659 11,820 #p 22.4%
Profit Before Tax 8,496 8,922 n 5.0%
Current Tax 2,723 2,660 Wl 2.3%
Profit After Tax 5,774 6,262 fn 8.5%
EPS (KES) 7.53 7.79 3.5%
DPS (KES)

Balance Sheet

Total Shareholders' Equity 119,463 135,546 #n 13.5%
Customer Deposits 552,205 740,444 p 34.1%
Total Liabilities 606,200 811,522 33.9%
Total Equity and Liabilities 725,669 947,068 30.5%
Cash and CBK Balances 39,471 55,903 #p 41.6%
Government and Other Securities 133,337 202,643 fp 52.0%
Net Loans and Advances 464,263 553,861 #h 19.3%
Fixed Assets 9,888 20,684 dp  109.2%
Total Assets 725,663 947,068 i 30.5%
Key Ratios

Gross NPL (KES M) 38,824 66,201 70.5%
NPL Ratio 8.1% 12.0%

Loan to Deposits 84.1% 74.8%

Yield on Interest Earning Assets 11.2% 10.3%

Cost of Funds 3.2% 2.7%

NIM 8.0% 7.6%

Non Funded/ Total Income 32.3% 34.4%

Cost to Income Ratio 48.5% 48.5%

ROE 7.2% 18.5%

ROA 1.2% 2.6%

Core Capital/ TRWA 18.9% 17.1%

Total Capital/ TRWA 20.3% 19.0%

Liquidity Ratio 35.6% 40.1%

P/E (x) 4.8

P/B (x) 0.9

Source: Company Filings, ApexAfrica Research
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RESEARCH DISCLOSURE
Though utmost care has been taken in the preparation of this report, we do not guarantee the accuracy or completeness of the information contained
herein nor will AIB Capital Ltd be held liable for the information contained herein.

The views expressed in this report are solely those of the Research Department and are subject to change without notice.

The information in this report is not an offer for the sale or purchase of any security. This document should only be considered a single factor used by
investors in making their investment decisions.

This publication may not be distributed to the public media or quoted or used by the public media without prior and express written consent of AIB
Capital Ltd.

NOTICE TO US INVESTORS

This report was prepared, approved, published and distributed by AIB Capital Limited Company located outside of the United States (a non-US Group
Company”). This report is distributed in the U.S. by LXM LLP USA, a U.S. registered broker-dealer, on behalf of AIB Capital Limited only to major U.S.
institutional investors (as defined in Rule 15a-6 under the U.S. Securities Exchange Act of 1934 (the “Exchange Act’)) pursuant to the exemption in
Rule 15a-6 and any transaction effected by a U.S. customer in the securities described in this report must be effected through LXM LLP USA.

Neither the report nor any analyst who prepared or approved the report is subject to U.S. legal requirements or the Financial Industry Regulatory
Authority, Inc. (“FINRA”) or other regulatory requirements pertaining to research reports or research analysts. No non-US Group Company is registered
as a broker-dealer under the Exchange Act or is a member of the Financial Industry Regulatory Authority, Inc. or any other U.S. self-regulatory
organization.

Analyst Certification. Each of the analysts identified in this report certifies, with respect to the companies or securities that the individual analyses, that
(1) the views expressed in this report reflect his or her personal views about all of the subject companies and securities and (2) no part of his or her
compensation was, is or will be directly or indirectly dependent on the specific recommendations or views expressed in this report. Please bear in mind
that (i) AIB Capital Limited is the employer of the research analysts responsible for the content of this report and (ii) research analysts preparing this
report are resident outside the United States and are not associated persons of any US regulated broker-dealer and that therefore the analysts are not
subject to supervision by a US broker-dealer, and are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise
comply with US rules or regulations regarding, among other things, communications with a subject company, public appearances and trading securities
held by a research analyst account.

Important US Regulatory Disclosures on Subject Companies. This material was produced by Analysis AIB Capital Limited solely for information
purposes and for the use of the recipient. It is not to be reproduced under any circumstances and is not to be copied or made available to any person
other than the recipient. It is distributed in the United States of America by LXM LLP USA and elsewhere in the world by AIB Capital Limited or an
authorized affiliate of AIB Capital Limited. This document does not constitute an offer of, or an invitation by or on behalf of AIB Capital or its affiliates or
any other company to any person, to buy or sell any security. The information contained herein has been obtained from published information and
other sources, which AIB Capital Limited or its Affiliates consider to be reliable. None of AIB Capital Limited accepts any liability or responsibility
whatsoever for the accuracy or completeness of any such information.

All estimates, expressions of opinion and other subjective judgments contained herein are made as of the date of this document. Emerging securities
markets may be subject to risks significantly higher than more established markets. In particular, the political and economic environment, company
practices and market prices and volumes may be subject to significant variations. The ability to assess such risks may also be limited due to
significantly lower information quantity and quality. By accepting this document, you agree to be bound by all the foregoing provisions.

LXM LLP USA assumes responsibility for the research reports content in regards to research distributed in the U.S. LXM LLP USA or its affiliates has
not managed or co-managed a public offering of securities for the subject company in the past 12 months, has not received compensation for
investment banking services from the subject company in the past 12 months, does not expect to receive and does not intend to seek compensation
for investment banking services from the subject company in the next 3 months. LXM LLP USA has never owned any class of equity securities of the
subject company. There are not any other actual, material conflicts of interest of LXM LLP USA at the time of the publication of this research report. As
of the publication of this report LXM LLP USA, does not make a market in the subject securities.

AIB Capital Ltd.
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