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Ecobank Group Diversified
Asset Structure Cushions Ghana’s Bond
Default as PAT grew
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Issue Date: Banking is becoming an increasingly tricky business with the
Tuesday, May 09, 2023 asset and liability management (ALM) conditions of
commercial money lenders being at the heart of their
profitability and sustainability. The less a bank’s deposits (or
liabilities) square up to the repayment period of its assets (or
loans), the worse it can meet regular customer obligations.
) Most Nigerian banks (apart from those with negative
Production: shareholder funds) have had to tiptoe along the thin wire of
Proshare Graphics. prudential guidelines.

Market Intelligence:
Strategic Advisory Group

However, with banks in the USA (Silicon Valley Bank,
Access :EO News. Data. Signature Bank, and First Republic Bank) and Europe (Credit
Analy5|s. and Reports' Suisse) skidding on banana peels of asset and liability
Rl el id Crociticlicetigencs mismatches, a fresh review of banks in Africa may have
become timely. Banks of main concern would be those with
multiple operations across continental economies. A bank
like Ecobank Transnational Incorporated (ETI) and at least
four other banks (of Nigerian origin) fit the bill.

The lender’s financial year-end (FYE) 2022 results throw up
many dimensions of the skills needed to navigate emerging
country risks. The banking group has had to cope with mixed
performances across the continent, with its Nigerian
operations being the toughest nut to crack. The Nigerian
11 bt B (sl oS Bt operation has been plagued by rising double-digit domestic
inflation, higher domestic interest rates, and the crowding
out of private sector borrowing because of higher rates on
treasuries (T-bills and bonds) and foreign exchange (FX)
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supply challenges, resulting in a parallel FX market
premium and severe FX supply-side constraint.
Nigeria still roughly constitutes a tenth of the
group’s business (by gross earnings) and a fifth by
profitability. Business difficulties along the Niger
still clipthe group’s potential netannual earnings.

After the 2008 global financial crisis, it was
believed that banks had attained a certain degree
of immunity through the implementation of
evolving regulatory reforms (from Basel |l to Basel
I11). The high capital and liquidity buffers were
introduced to serve as a deterrent to liquidity
mismatches and strengthen the financial system
to better withstand adverse shocks. Soon after the
outbreak of the covid-19 crisis, most regions
relaxed the regulatory requirement (reserve
requirement ratios reduced to zero percent) to
stimulate the money supply. Unfortunately, the
regulatory relief made banks vulnerable as the
rate hike cycle stacked large unrealized losses in
the bank’s securities portfolio, leading to the
collapse of three banksin March.

Nigerian banks’ exposure has been dialed down
given their historically large deposits, investments
in short-dated securities, and their cash reserves
(CRR) with the Central Bank of Nigeria (CBN).
However, the difficulties of sovereign debtors
fulfilling their obligations singed the balance
sheet of some Nigerian banks operating in those
countries. Out of the 5 Nigerian banks with
subsidiaries in Ghana, four banks had impairment
provisions burgeon due to Ghana's Eurobond
restructuring.

The Ecobank Group saw impairment provision on
financial assets rise by 307.2% with US$96.5m
allocated for domestic bonds and US$74.6m for
Eurobond. Fortunately, the sale of US$200m of
nonperforming loans (NPLs) to a Resolution
Vehicle (RV) pulled down impairment charges,
offsetting the rise in distressed loan assets. The
overall impairment charge for the group fell by 5%
to N84.56bn in 2022. Sequel to the Ghana
Eurobond default, Ecobank Ghana subsidiary has
been one of the best performing in the group in
the last five years, contributing significantly to the
growth in Anglophone West Africa (AWA)
business. However, the AWA business segment
performance plummeted with PBT dropping by
13%, ROE slumping to 14.2% from 25.8%, and net
revenue rising marginally by 6%.

The Pan-African money lender fended off the
impact of Ghana's bond default with other
regional operations pulling off a 13% revenue
growth to reach a N1trn gross earnings milestone

Ecobank Group FY2022 Result: Diversified Asset Structure Cushions Ghana’s Bond Default as PAT grew 7%.

as profit grew by 18%. The group's commercial
banking business doubled year-on-year (Y-o-Y),
while its consumer banking business grew
+49.43%, indicating a strong foothold in
continental retail banking markets. The group's
focus on ensuring liquidity and cost-efficiency is
evident, with a loans-to-deposit ratio of 55.4% and
adropinitscost-to-income ratio (CIR) to 56.4%.

ETlI's focus on credit risk management has
resulted in the achievement of its target non-
performing loans (NPL) ratio of between 5and 6%
as the NPL ratio settled at 5.2% in 2022. Analysts
believe the group's ability to effectively manage its
loan portfolio and mitigate loan default will be
critical in ensuring its financial stability and
growthin2023.

Key Highlights.

@ |nterest income rose +14.45% to N690.54bn in
FY 2022 from N603.37bnin FY2021.

Profit After Tax grew +6.98% N156.55bn in
FY2022 from N146.33bnin FY2021.

@ Loans and advances to customers was up
+24.92% to N5,073.44bn in FY2022 from
N4061.22bnin FY2021.

@ Retained earnings stood at N146.37bn in
FY2022, up +66.24% from N88.05bn in FY2021.

@ Depreciation and Amortization fell by -2.82%
to N43.24bn in FY2022 from N44.495bn in
FY2021.

@ ETIl's customer deposit grew +14.79% to
N9,597.02bn in FY2022 from N8,360.63bn in
FY2021.

@ Total equity inched upwards by +1.82% from
N917.90bn in FY2021to N934.66bn in FY2022.

@ Total Assets for the group increased by +14.41%
toN13,373.82bnin FY2022.

@ ETI Plc’s Loan-to-deposit ratio rose +6.74% in
FY2022t055.40%.

Share Price Movement

The Holdco's share price was mildly bullish in the
first half of the year rising to a 52-week high of
N12.90K. The group’s strong earnings in Q1 2022
initially supported a +35% year-to-date (YTD)
return as of March 3l1st, 2022. Although share price
movement cooled off by mid-May to end Q2 at
N10.60k. Subsequently, the N9.50k support level
was tested but the share price rebounded in the
ensuing quarters to end the year at N10.60k, a
positive Year-to-Date (YTD) return of +19.1% (see
chartl).
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Gross Earnings

ETI's gross income breached a Nitrn threshold in
2022, rising by +12.9% from N956.39bn in 2021 to
N1.08trn, driven by +11.91% growth in its net interest
income to N432.78bn. Nigeria made the smallest
contributiontogroupincome at12%amounting to
US$239m in 2022 while Francophone West Africa
contributed the highest proportion of 30%
amounting to US$572m. This was closely followed
by the Anglophone West Africa (AWA) region and
CESAat29%each (see Chart 2).

ETI's GROSS EARNINGS FY2018 - FY2022 (N'BN)

FY2018 FY2019 FY2020 FY2021 FY2022
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Profit Before Tax (PBT)

PBT leaped by +17.8% to N230.56bn in 2022 up from
N195.72bn in 2021. The Pan-African bank recorded
strong profitability levels across regions though
Nigeria still took the smallest share of the cake
accounting for 5% of the total PBT of the group.
Anglophone West Africa (AWA) contributed the
highest proportion to PBT at 36% in 2022. This was
closely followed by Francophone West Africa
(UEMOA) with 30% and Central, Eastern, and West
Africa (CESA) with 28%. Across its business units,
Corporate & Investment Banking (CIB) recorded
the highest contribution to profitability,
accounting for 56% while Commercial Banking
(CMB) and Consumer Banking (CSB) both
contributed 22% and 22%, respectively in 2022
different from the distribution in 2021 of 72%, 12%
and 16% respectively. This indicates commercial
banking (CMB) and consumer banking activities
contributed more profits while CIB's contribution
declined.

The hike in tax by +47.8% drilled into the group’s

Ecobank Group Diversified Asset Structure Cushions Ghana’s Bond Default as PAT grew 7%.

profit for the year, as profit after tax grew slightly
by +7% to N156.55bn in FY 2022 from N146.33bn in
FY 2021.In US dollar terms, the profit after taxhad a
lower growth rate of +2.6%, increasing from
US$357.37m to US$366.69m (see chart 3).

ETI's PBT FY2018 - FY2022 (N'BN)

Fy2018 FY2019 FY2020 FY2021 FY2022

source: Proshare Research

Impairment Charges

Surprisingly, ETl's expected credit loss fell off to
N84.56bn in FY 2022, a-5.1% decline from N89.13bn
in FY2021. Although the Ghana Eurobond default
affected the group’s subsidiary, raising the group’s
impairment charge on financial assets by +307%
to N80.15bn, the large recoveries on defaulted
loans amounting to N110.93bn helped reduce total
impairment charges in 2022. The group's
impairment charges on loans and advances
declined by -24.7% during the year (see chart 4).

ETI'S IMPAIRMENT CHARGE FY 2018 - FY2022 (N'BN) 0

106.75

FyY2018 FY2019 FY2020 Fy2021 FY2022

Source: Proshare Research

Cost-to-Income Ratio (CIR)

ETI's cost-to-income ratio has steadily improved
post-COVID-19 declining in FY2022 to 56.4% as all
regionsimproved, the improvements represented
the lowest in the last 10 years. The group’s CIR fell
across all regions although UEMOA posted the
strongest improvement as CIR dipped to 50.7%.
The improvements were on account of cost
optimization as total operating costs grew
moderately Y-0-Y by +6% to N448.44bn in 2022.

Nigeria still had the highest CIR of 79.8% and saw
the smallest rate of improvement as it dropped by
only -1.72%. The CESA region came second
reporting a 51.4% CIR while Anglophone West
Africa witnessed the lowest CIR at 44.5%. Nigeria's
high CIR suggests a need to re-evaluate the bank’s
cost structure as it presently savages operational
profits. (see chart 5 below).
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Chart 5:
ETI'S COST-TO-INCOME RATIO FY2018 - FY2022 (N'BN) 0

66.20%

Fy2018 Fy2019 Fy2020 Fyzo21 Fy2022

ource: Proshare Ressarch Proshare.

Non-Performing Loans (NPL) ratio

ETI's NPLratiofell to 5.20% in FY 2022, the lowest in
the last 7 years. The Nigerian operation had the
highest NPL ratio of 6.9% followed by CESA with
52%. On the other hand, UEMOA and the
Anglophone region had the lowest NPL ratios at
1.5% and 3.0%, respectively.

Nigeria's non-performing loans were 30% of the
group’s total non-performing loans at US$179m in
FY2022. This was closely followed by CESA with
non-performing loans worth US$98m. The
International regions had the least volume of NPLs
at US$5m followed closely by Anglophone West
Africa with US$49m. Although UEMOA had the
highest proportion of gross loans (43%) in the
region, it had one of the lowest volumes of non-
performing loans of US$68m in FY2022 (see chart
6).

Chart 6:

ETI'S NON PERFORMING LOANS RATIO FY2018 -
FY2022 (%)

9.60%

FY2019 FY2020 Fyz2021 FY2022
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Return on Equity (ROE)

The Group's ROE improved to 19.6% in FY2022, the
highestinlast10years. Theincrease in ROE implies
that shareholders get an N19.6k return on every
hundred naira of equity invested in the group. The
growth was because of the notable rise in net
earnings despite a +1.8% equity rise to N934.7bn in
FY2022 (see chart 7).

Chart 7:

ETI's ROE FY2018 - FY2022 (%)

FY2018 FY2019 FY2020 Fy2021 FY2022

Source: Proshare fesearch Proshare.
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ETl's Regional Performance.

While the Nigerian business segment is known for
diluting the group’s performance over the last few
years, a recovery seems to be in sight. In 2022, the
Nigerian operations beat down operating
expenses resulting in a lower cost-to-income ratio
(CIR), which slid to 79.8% in 2022 from 81.2% in FY
2021 despite a strong inflationary environment.
Top and bottom lines rose by +7.17% to US$239m
and +14.81% to US$31m respectively. As such, the
profitability metric topped the gainer’'s chart
rising year-on-year (Y-o-Y) by +15.15%.

ROE in Francophone West Africa grew by +6.40%
to 22.3% in 2022 as net revenue increased
marginally to US$572m in FY2022. UEMOA also
recorded the highest profit before tax, US$239m
amounting to 42% of the group’s total pre-tax
earnings on account of the region’s better cost
optimization strategies. Francophone West Africa
benefitted from low NPLs of 1.5% despite having
the major share of gross loans because of better
loan recoveries.

Meanwhile, Central and Eastern Africa maintained
their ROE of 22.3% implying a return of N21.3k on
every N100 invested in the region, and net revenue
increased moderately by +8%. PBT remained
unchanged at US$194m while CIR improved to
51.4%.

The Anglophone region hit a 5-year slump as ROE
stumbled to 14.2% from 25.8% in FY 2021. AWA
reported relatively weak profitability with PBT
collapsing by -48% to US$124m in 2022. The fall in
PBT was largely due to higher impairment losses
triggered by Ghana's Eurobond default.
Nonetheless, the Anglophone region was the
most cost-efficient, with the lowest CIR of 44.5% in
2022 (seetablel).

Table 1:

ETI FY 2022: REGIONAL PERFORMANCE ANALYSIS

cial Statement, Proshare Research

Closing Thoughts.

The group’s diversification (Pan-African countries)
helped absorb Ghana's default losses, yielding a
12.9% and 7% growth in overall gross earnings and
profit after tax (PAT). Despite the exposure of the
Chana subsidiaries, its capital base (CAR)
remained above the revised minimum regulatory
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capital requirement of 10%. However, the group'’s
CAR dropped slightly to 14.4%, still within the
regulatory threshold. Analysts expect the group
to focus on asset risk management, especially
with itsdominance in emerging African countries,

which areviewed asvulnerable to default.

Analysts note the improvement in the financial
lender’s Nigerian business, especially the sale of
US$200m in NPLs to a Resolution Vehicle in Q3
2022, which revised the group’s non-performing
loan ratio, CIR, and ROE in 2022. However, the
banking group needs to avoid huge Central Bank
of Nigeria (CBN) discretionary cash reserve ratio
(CRR) debits and high deposit costs to hammer

down high operating expenses.

The slow recovery in Nigeria and the economic
slowdown in Anglophone countries (AWA) are
expected to feed into the group’s performance in
2023. Analysts estimate that the group's overall
revenuetoramp up to between N1.5trn and N1.7trn
by 2027 with key financial ratios adjusting

simultaneously (seetable 2).

Table 2:
ECOBANK TRANSNATIONAL INCORPORATED (ETI) @

Five-Year Strategic Plan (2023-2027)

Projected Income Statement (N'Million)  2023F 2024F 2025F 2026F 2027F
Banking Operating Income 860,718 964352 1006465 1132953 1202570
Profit before tax 267,683 305,582 296,282 343,497 348,613
Profit after tax 182,024 207795 20147 233578 237,057
Vital Ratios & Parameters

ROA In % 1.26% 132% 116% 124% 114%
ROE In % 18.60% 2015% 18.61% 2073% 19.74%
EPS in kobo 9.92 n32 10.98 1273 1292
Costfincome. 59.33% s8.21% 57.98% 58.57% 58.23%

Projected Balance Sheet (N'Million) 2023F 2024F 2025F 2026F 2027F
Assets

Cash and Bank Balance with CBN 2137852 2351637 2,602,938 2845480 3,095,250
Loans and Advances to customers 5522783 6,009,738 6537043 7,310,372 8,009,055
Investment Securities 3444316 3818562 4230478 4,268,221 4729821
Fixed Asset 395,898 466,595 435,556 s45m 606,595

Total Asset 14462323 15799.289 17375793 18,790,535 20,728,403

Liabiliti

Customaers Deposits 10,332,948 T,235598 12,502,868 13,595,073 14,989,358
shareholder's Fund 978,469 103,025 1082583  1126,821 1201106
Other Liabilities 546,540 600,974 603,587 584,904 695,562

Total Liabilities 13,503,856 14,768,264 16,2912 17,663,714 19,527,297
Proshare.

Africa and its banks will not see a large Western
economy-style banking sector hiccup in 2023, but
that is not a reason for complacency. Unlike
overindulgent Western banking regulators,
African regulators must avoid sparing the rod and
spoiling the child. Regulatory rods must be
brought out not as a threat but as a sensible
calming spirit that whips discipline into the minds

ofthose with a predisposition to recklessness.
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practice and financial information hub dedicated to
serving as a critical bridge between the markets,
investors, regulators, and stakeholders. By delivering
credible, reliable, and timely engagements, we assist
the marketplace to shape thought-led conversations
premised on evidence-based insights that hold the
firm accountable collaboratively.

Practice Ethos and Disclaimer

Proshare does not guarantee any results or investment
returns based on the information contained in this
report. Although we have used our best efforts to
provide the most accurate information, we do not
promise verbally or in writing that you will earn a profit
when or if you use the information contained therein
and/or take the actions that might have been
prescribed here by the author or our analysts, any
reliance you place on our content for decision making
is at your own risk  Reports often contain complex
technical language, kindly seek expert analysis or
expert opinions to help interpret the findings
accurately. Context is key, and understanding is
essential to grasp the report's true implications. We
encourage our discerning readers to seek additional
education and insights as you navigate the
complexities of the report. As consumers of news and
information, we play a role in responsible reporting, be
cautious of spreading unverified or misleading
information about the report's contents or corporate
entities mentioned in the report.

Copyright

The copyright of the materials in this report belongs to
Proshare Nigeria Ltd. While we encourage the
dissemination of our work, permission to reproduce or
republish any portion of the report should be directed
tothe office of the MD/CEQ of Proshare Nigeria Ltd. This
work is licensed under the Trademark and Copyrights
Laws of the Federal Republic of Nigeria and is
registered accordingly at the National Library and
other relevant agencies. Proshare's Reports are critical
to its education, empowerment, and enlightenment. It
is designed to provide market impact commmentary on
economic, financial, and business developments.
While the partners and acknowledged references are
responsible for their work, the report issued is designed
todocument facts.

Creation Date

Thisreport was published on May 09,2024, and is based
on the best publicly available information at that time.
The PDF version was created on March 25, 2024. For
comments, feedback,and updates, kindly send usan e-
mail via research@proshare.co. Thankyou.
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