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Issue Date: Africa’s rising financial inclusion has occurred due to the rapid
Tuesday, August 27, 2024 domestic bgnking expgnsion. Local banks a?ppear to hgve
taken a shine to continental forays, creating a growing
continental network of deposit money financial institutions.
A Market Intelligence and Analysts note that the introduction of PAPSS facilitates trade
Strategic Advisory Group Report and smoother continental settlement arrangements.
Observers have argued the importance of African banking
Production: connectivity in driving capital accessibility to close the
Proshare Graphics. continent's infrastructural gap. Banks leading the penetration

across Africa include Ecobank Transnational Incorporated
(ETI) (present in 36 African countries), Standard Bank Group
Unlock exclusive access to (present in 20 African countries), and UBA (also present in 20
reliable market information, African countries).

comprehensive reports, and

expert analysis The continental subsidiaries have created broad structures
absorbing the diverse risks (currency depreciation, interest rate
volatility, inflationary pressure, rising debt levels, and
geopolitical risk) to achieve more vigorous groupwide
corporate growth. In this light, ETI saw top-line and bottom-
line earnings grow by triple digits, driven by continental
monetary tightening and currency depreciation. The Holdco
had larger foreign revaluation gains and interest income from
Anglophone West Africa (AWA), Central, Eastern,and Southern
Africa (CESA), and Francophone West Africa (UEMOA), which
offset the laggard Nigerian performance. The continental
outcomes improved most financial ratios in H1 2024, except for
the cost of risk (CoR), which rose to 2.07%, implying rising risk
cost. However, the lower nonperforming loan ratio (NPLR)
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BEYOND PROFIT wol would suggest a tighter rein on credit quality (see table ).
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INVESTOR INDICATORS

H12023

v

Market Capitalisation N391.76bn

Current Share Price N21.35k
P/E 2.43

8.78

Key Highlights H1 2024

@ ETI gross earnings rose by +179.26% from
N667.68bn in H12023to N1864.27bn in H12024
by fell by -0.43% in dollar term to $1362.30mn
inH12024

@ The group's operating expenses rose by
+165.00% to N728.73bn in H1 2024 from
N274.88bn in H1 2023 due to inflationary
pressure.

@ Profit before tax increased by +195.06% to
N443.51bn and profit after tax rose by +195.59%
to N311.02bnin H12024.

@ Totalassetsincreased by +88.79% to N38.60trn
in H12024 from N20.45trn in H12023, driven by
significant growth in loans and advances,
investment securities,and cash with the CBN.

@ Loans and advances to customers rose by
+92.78% to N17.95trn in H1 2024 from N9.31trn
in H12023.

@ The group’'s customer deposits rose by
+92.10% to N28.26trn in H12024 from N14.71trn
in H12023.

@ Earnings per share increased to N8.78k in H1
2024 from N3.19k in H1 2023, but in dollar
terms, EPS fell slightly to US$0.64 in H1 2024
from US$0.65in H12023.

@ Retained earnings increased by +94.27% to
N1.02trn in H1 2024, fuelling +68.43% in
shareholder’'sequity to N2.25trn in H12024.

Key Highlights Q2 2024

@ Net interest income rose by +160.00% to
N375.11bn in Q2 2024 but declined by -5.00% in
US dollars to US$268.46mn in Q2 2024 from
US$281.35mnin Q22023.

@ The Group’'s non-interest income rose by
+182% from N113.36bn in Q2 2023 to N319.59bn
in Q2 2024. It rose +4.00% in dollar term to
US$229.57mn in Q22024.

@ Operatingincome rose by +170% to N695.70bn
in Q2 2024 from N257.73bn in Q2 2023 while
operating expenses rose +152.00% to
N370.76bnin Q22024.

@ The group's profit before and after tax rose
+162.00% and +163.00% tN241.95bn and
N170.03bn in Q2 2024, respectively.
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@ Impairmentchargerose +357.00% to N81.99bn
in Q22024 from N17.93bnin Q22023.

Gross Earnings

The passthrough of the rate hike to lending rate
across Africa widened ETIl's gross earnings. The
top-line earnings grew by +179.26% to N1.86trn in
H1 2024 fromm N667.58bn in H1 2024, leveraging
interest and non-interest income. The interest
income came from higher loans & advances
(+61.40%), Treasury Bills (+147.86%), and
Investment Securities (+224.09%). Similarly,
foreign exchange gain, net fee, and commission
income drove non-interest income growth. The
group generated 49% of its net revenue from
Corporate & investment banking and 27% and 24%
from consumer and commercial banking,
respectively.

In dollar terms, the gross earnings dipped -0.43%
from US$1.37bn in H12023 to US$1.36bn in H12024
duetothe nairadepreciation (seechart]).

ETI'S GROSS EARNINGS (N'BN)

1864.27

667.58

392.01 439.49 503.63

H12021 H12022 HI2023 HI12024

Profitability

The group recorded triple-digit profitability
growth, as profit before tax (PBT) and profit after
tax (PAT) rose +195.06% and +195.59% to N443.51bn
and N311.02bn, respectively, in H1 2024 despite the
higher operating expenses. In dollar terms, the
group’s PBT and PAT had modest growth of
+5.20% and +5.39% to US$324.09mn and
US$227.28mn, respectively. Analysts expect the
group’s profitability growth to persist in the
remaining quarters (see chart 2).

ETI'S PROFITABILITY H1( 2020- 2024) .

Profit Before Tax (N'bn) Profit After Tax (N'bn)

443.51 .oz
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Financial Position

The group’s financial position improved as total
assets grew +88.79% to N38.60trn in H1 2024 from
N20.45trn in H12023. This was driven by a +92.78%
increase in loans and advances to N17.95trn and a
+84.24% increase in investment securities to
N9.45trn in H12024. In dollar terms, the total assets
dropped from US$27.04bn in H1 2023 to
US$25.94bn in H1 2024. The naira devaluation
reduced the group’s financial position in dollar
terms and would likely persist in subsequent
quarters with the non-abating naira depreciation.
The increased retained earnings drove the
+68.43% rise in shareholders' equity to N2.25trn in
H1 2024 from N1.33trn in H1 2023. The customers'
deposits rose by +92.10% to N28.26trn in H1 2024
from N14.71rnin H12023 (see table 2).

FINANCIAL POSITION ‘

H12023 (N'bn) H12024 (N'bn)
v v

Total Assets 20,445.49 38,599.21
Shareholders Equity 1,333.93 2,246.70
Deposit from customer 14,709.72 2,003.42
Loan and advances 9,31.21 17,949.85
Share Capital and Premium 353.51 353.51
Retained Earnings 523.30 1,016.60

Investment Securities 5,126.80 9,445.74

Staternent, Proshare Research

Financial Ratios

The bank’s financial ratios improved in H1 2024 as
increased profitability drove the return on asset,
return on equity, and net interest margin to
32.90%, 0.81%, and 5.50%, respectively. The slower
growth in operational costs relative to revenue
dragged the cost to income to 53.60% in H1 2024,
showing better cost minimization. The high-risk
environment drove the cost of risk to 2.07% in Hi
2024 from 0.71% in H12023, but the nonperforming
loan ratiodeclined to 3.40% (see table 3).

RATIOS

H12024
v v
Return on Equity 25.50% 32.90%
Return on Assets 0.51% 0.81%
Cost to Income ratio 57.80% 53.60%
NPL 5.50% 3.40%

Cost of Risk 0.7M% 2.07%

Net Interest Margin 5.20% 5.50%

Loan to Assets 45.54% 46.50%

Loan to Deposit 63.30% 63.52%

Statermnent, Proshare Ressarch
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Valuation

A faster increase in earnings per share relative to the
share price drove ETI's Price-to-Earnings lower to 2.43x
in H12024 from 4.76x in H12023. Increased profit for the
period drove the rise in the group's book value,
resulting in a decline in the price-to-book value from
0.21x in H1 2023 to 0.17x in H1 2024. The Pan-African
bank remained priced below its book value, implying
investors possibly discount the risk associated with
strong dominance across African countries (see table
4).

VALUATION ‘

H12023 H12024
v v

4,76 2,43

021 017

nt, Prashare Research Proshare.

Share Price Movement

In H12024, ETI's share price became more volatile with
less flatline. The share price rose consistently from
N20.90k on January 02, 2024, peaking at N27.05k on
January 09, 2024, then dropped thereafter, stabilising
between N22.00k and N25.00k. By the end of June, the
share price settled at N21.35k, generating a year-to-
date return of +2.15%, higher than the

index return of -7.47% (see chart 3).

ETI'S SHARE PRICE MOVEMENT JANUARY - JUNE, 2024

ETI's Regional Performance in H1 2024
Positive

ETlI's dominance in African countries increased its
exposure to exchange rate risk, inflation pressure, debt
sustainability risk, and geopolitical shocks. These risks
pull back the performance of some regions, but other
areas could bypass the tight macroeconomic
environment to attain strong performance. Nigeria's
rising inflation, naira devaluation, and regulatory
changes pulled the Nigerian subsidiary off the recovery
wheel attained in 2023. The Nigerian subsidiary saw net
revenue, profitability, and net interest margin decline
while the NPL ratio rose to double digits. Anglophone
West Africa (AWA), Francophone West Africa
(UEMOA), and Central, Eastern and Southern Africa
(CESA) regions had smaller negative impacts and
generated robust revenue, profit, and positive financial
ratios. Analysts believe the Nigerian business segment
might remain a pain point for the group for the
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remaining quarters of 2024. Still, the positive
performances from other regions should cushion the
Nigerian exposure (seeillustration ).

ETI'S REGIONAL PERFORMANCE IN H1 2024

344 w0

NPL (%) Financial Position {$'bn)

Closing Thoughts

The IMF's expectation of a 3.8% average GDP
growth rate and a halving of inflation rate in Sub-
Saharan Africa suggests a slight easing in the
business environment, which could be helpful to
the Ecobank Group. The Holdco saw a significant
improvement in most operating subsidiaries in H1
2024. Analysts expect the sustained continental
monetary tightening and currency volatility to
assure positive performance in H2 2024. Also, the
Nigerian 70% windfall tax on FX gains should have
little effect on the group’s profitability, given that
the Nigerian subsidiary accounts for only 2% of the
total group profit before tax.

Uncertainty surrounds the recapitalisation of
Ecobank Nigeria, ETI's local Nigerian subsidiary.
The Nigerian subsidiary holds a national license
and is expected to have a tier 1 capital base of
N200bn by 2026, which, at first glance, appears to
be a low hurdle for the group. The group’s total
share capital and premium as of H1 2024 was
N353.51bn. However, a share capital and premium
of N20Obn for the Nigerian subsidiary would equal
56.58% of the group’s tier 1 capital less retained
earnings. Pulling up the group’s Nigerian share
capital over the next two years could dilute
earnings per share and drown shareholders'
dividends if not supported by a scrip (or bonus)
issue.

With the Nigerian subsidiary lagging behind
others in continental performance, raising capital
to fund this segment of the group's operation
would require careful capital allocation
consideration. Questions that may need answers
would include,among others:

@ Should existing shareholders raise funds to
strengthen the capitalisation of local Nigerian
operationsthrough arights offer?

Ecobank Group Continental Structure Supports 179.26% Gross Earnings Growth

@ Should the group initiate a Public Offering
(IPQO) to raise fresh cash and strengthen the
Nigerian operations despite its relatively lower
returnon equity (ROE)?

@ Should ETlsell offits Nigerian subsidiary, while
holding a smaller minority stake?

@ Could an injection of fresh tier 1 capital into
Ecobank Nigeria resurrect its fortunes? Over
whattimeframe and atwhat cost?

@ Will the recapitalisation of Ecobank Nigeria
materially affect the group’s future share price
and corporate valuation?

These are interesting times for the ETI group and
other African banking institutions as continental
monetary and fiscal policy shifts, foreign
exchange uncertainties, and global political and
economic fragmentation reshape the continental
and global business and financial landscape. Late
British Prime Minister Baroness Margret Thatcher
once observed that ‘Pennies don’t come from
heaven. They have to be earned here on earth.’
Shareholders of banks in Nigeria are squaring up
tothismessage.

Click Here to

Subscribe

to our Market Intelligence notes
for updates.

Thank you.
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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 OSIN Ay,
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 mentionedin the report.
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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
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other relevant agencies. Proshare's Reports are critical Contacts.

to its education, empowerment, and enlightenment. It

is designed to provide market impact commmentary on Olufemi AWOYEMI, mni

economic, financial, and business developments. ceo@proshare.co www.proshare.co

While the partners and acknowledged references are +234 902 407 5284

responsible for their work, the reportissued is designed
todocument facts.
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Creation Date
This report was published on August 27, 2024, and is Ademidun SHOGO
based on the best publicly available information at that ireconomist@Proshare.co
time. The PDF version was created on August 28, 2024.
For commments, feedback, and updates, kindly send us
ane-mailviaresearch@proshare.co. Thankyou.
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https://www.linkedin.com/company/proshareco/
https://web.facebook.com/proshare.co
https://www.instagram.com/proshare.co/
https://twitter.com/proshare
https://proshare.co/Stocks?menu=Market&classification=Data&category=Stock
https://beyondprofitbook.com/
https://proshare.co/articles/ecobank-group-h1-2024-result-continental-structure-supports-179.26-gross-earnings-growth?menu=Market&classification=Read&category=Stock%20%26%20Analyst%20Updates
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