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Three (3) things | wish to achieve:

@ Provide an Overview of the bespoke/Fit-for-Purpose
Methodology for the TIER 1 Reports;

@ present the New Class of 2024 Tier 1 Banks: and

@ Comment briefly on the Banking Recapitalisation
and offer Closing Thoughts.
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“To improve is to change; to be
perfect is to change often...”

-Winston Churchill
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Why the Tier 1
Report?

- A Fit-for-purpose Methodology




*““Tier 1 banks tend to edge out other

Tiers for big-ticket public and
private sector transactions...

- The Analyst



Tier 1 Report - The Why?

@ The Central Bank of Nigeria (CBN) does not employ a Tier-based
classification system for banks but adopts the License

Authorisation and Basel model| of Systemically Important Banks
(SIBs);

@ Among other approaches, the SIBs criteria in Nigeria is based on
the indicator-based approach and supervisory judgement of the
CBN, which, at the base level, considers the proportion of total

assets, total deposits, and total credits to industry total for six
months.

@ While these criteria may identify banks with significant influence

on the system, it does not represent the dynamics,

strength, and resilience of banks in the country.

o oo?f Market
I:”:'%Intelligenc:e.



Tier 1 Report — The Evolution!

We resolved that the evolving banking system called for a
broader tier-based classification of banks;

@ Ranking banks based on asset size, deposit liabilities, and
selected indicators undermines their efficiency and might be out
of touch with the digital evolution of banking.

@ The old classification may stick and become a convenient metric
for banks as the extant ranking has done; but may not fit the
purpose of today’'s banks.

@ This gave rise to the Proshare Bank Strength Index (PBSI)
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Evolution of Proshare Bank Strength INDEX.
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Afrinvest 2022 PBSI 2023 PBSI 2024 PBSI
Model 2013 Metrics - Metrics _ Metrics
Share Capital

Capital Adequacy Capital Adequacy Capital Adequacy

Capitalisation

Ratio Ratio Ratio
Asset Growth
Asset Asset Size
Loan Assets
Non-performing Non-performing Non-performing
Risk Loan Ratio Loan Ratio Loan Ratio
Liquidity Ratio Liquidity Ratio Cost of Risk
Profitability Earning Growth
Net Interest Margin
Efficiency Cost to Income Ratio
Digital E-banking to Gross
Income Earning
Proportion of
Governance Board Diversity Independent
Non-Executive
Directors

Share Premium

Capital Adequacy Ratio
Total Assets

Loan Assets

Asset Growth
Non-performing Loan Ratio

Cost of Risk

Earning Growth

Net Interest Margin
Cost to Income Ratio

E-banking to Gross Earning

Proportion of
Independent
Non-Executive
Directors

Board Gender Diversity
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The New Class of 2024
Tier 1 Banks.




o_opp Market

PBSI Ranking — The 2024 Class. T
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2024 PBSI Tier 1 Ranking in Context.

2022 PBSI 2023 PBSI 2024 PBSI
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2024 PBSI Tier 1 Banks Ranking in Context.
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2022 PBSI Rank 2023 PBSI Rank 2024 PBSI Rank
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Banking Recapitalisation

- Closing Thoughtse
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Bank Recapitalisation: From Financialism to Growth.

Recapitalisation Loans & Manufacturing Distribution Consumer
of Banks Advances Output Activities Purchases

— @) — g_,,,ﬂﬂ@

@ Increasein @ Loan Portfolio @ Lower Interest @ Larger Supply @ Higher Consumer
Shareholder Diversification. Rates. Chain Activities. Demand.
Equity.
@ Loan Portfolio @ Higher Loan @ Lower Wholesale @ Higher Wholesale
@ Fall in Return on Growth. Demand. Retail Inventories. and Retail Income.
Equity (ROE).
@ Short-term Decline @ Larger Net Incomes @ Stronger Buyer
@ Fall in Debt / in Loan-to-deposit (Higher EBIDTA). Power with Greater
Equity Ratio Ratios(LDR). @ Lower Inventories Credit access will
(lower leverage). (smaller cost-of-carry) © Higher Sustainable lead to faster-paced
@ Increase in Credit Growth rate (SGR). economic growth.

@ Risein Liquidity to GDP Ratio 14.3% |, 4
. and Net Income. to SSA Average : ' :
: of 35.8%. ' — :

Financialism Real Sector Growth
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Bank Recapitalisation: Economic Transitions.

Intermediation Gross Domestic
Recapitalisation /Financialisation Product
v v v
Loans and Increased Business
Recapitalisation Advances Output
v v v
Increase in Capital Higher Household
Recapitalisation Gains and Dividends Welfare

v v v
HouseholdsT ‘ _— ‘ LU L ‘
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Being overcapitalised is just as dangerous
as being undercapitalised...

- The Analyst
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FUGAZE 2024 Snapshot.
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Concluding Thoughts...

@ Policymakers have associated big banks with larger economies

and faster-growing gross domestic products (GDPs), but the
assumption Is unproven.

@ Nigeria’s GDP in 2005 was N38.78trn and rose to N77.94trn, roughly
two times in 2023, suggesting an average annual growth of 3.55% in
the last two decades. However, between 2000 and 2005, bank

equity sizes grew over ten times or by 1,150% from N2bn to
N25bn.

@ In other words, for a decade and a half, banks have used ten times
more equity in their businesses than before 2005, yet the country's
GDP growth has been fairly modest.
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Concluding Thoughts...

@ We must realise that when banks grow bigger, they are not
necessarily better.

@ A bigger bank unlocks opportunities for creating larger business
value at lower operating costs;

@ Proshare's Tier 1 banks (using the PBSI framework) will be under
the regulatory and investor microscope for some time, as
stakeholders hope the banks will be bigger for the better.

@ Proshare will take a deeper dive into Bank Recapitalisation and
likely M&AS in our Q3 2024 report.
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Before the Regulator’s Calibration of Banks.
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And Others.
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