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Kenyan Banks

Sector review Company Rec Price Target
Equity Group Hold KES50.25 KES52.20
KCB Group Buy KES52.00 KES58.70
Shooting for the stars Co-operative Bank ~ Buy KES15.15  KES17.30

We are overweight Kenyan banks. The banks under our coverage benefit most

from the repeal of the interest rate cap as their low funding costs relative to Priced at 3 February
the sector allow them to compete more aggressively for sparse high quality

borrowers. On average, we have increased our TPs and ROE estimates by c.

27% and c. 3% respectively. We upgrade KCB to Buy (prev: Hold), downgrade

Equity Group to Hold (prev: Buy) and retain our Buy on Co-op. We prefer

Kenyan banks to Nigerian banks owing to the reduced regulatory friction.

B No pain, no gain: Tough secular forces (competition from Safaricom and
mobile lenders; interest rate caps) in the past three years drove a structural
shift in KCB and Co-op’s business models. Driving agency and digital banking
distribution models has allowed them to sustain their existing economies of
scale at a lower cost; new product offerings have supported significant NIR
growth in the past two years.

B Same objectives, different approaches, and vastly different outcomes:
The Central Bank of Kenya (CBK) and Central Bank of Nigeria (CBN) share
similar objectives, but the actions taken to achieve these differ radically. Key
differences:

1. Cash Reserve Ratios: 5.25% (Kenya) vs 27.5% (Nigeria).
2. Monetary policy stance: opaque and unorthodox (Nigeria) vs conventional
and accommodative (Kenya).

B KCB: In spite of the NBK overhang, we believe KCB’s cost containment efforts
at group level will continue to support a cost-to-income ratio of below 50%;
improving profitability of its digital products and distribution channel will offset
rising CLRs that weigh on earnings growth.

B Co-op: Despite being the laggard amongst its peers, Equity group and KCB,
Co-op has delivered strong NIR growth in the 9M19a from its digital offerings
which we expect to continue in the medium term. We forecast rising ROEs as
existing clients are migrated to cheaper digital and agent channels which
should contain y/y cost growth.

B Valuation: On our numbers KCB trades at a FY20e PB of 1.2x (historical avg.
of 1.47x) while Co-op is on a PB of 1.0x (historical avg. of 1.75x). Equity group
trades at a FY20e PB of 1.4x (historical avg. of 2.08Xx).
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Summary

We upgrade KCB to Buy (prev: Hold), downgrade Equity Group to Hold (prev:
Buy) and retain our Buy recommendation on Co-op. In contrast to Nigeria, the
current policy dynamic in Kenya, on balance, remains supportive of real earnings
growth in the medium term. Following the repeal of the interest rate cap, we have
increased our target prices by c. 27%, on average, across our coverage banks.

Figure 1: Summary recommendations and target prices

Bank Loy Rec ISLTP+ Consensus TP+ 12m LCY 12m USD Current Dividend P/B (x) P/E (x) ROE
' 12m 12m return return price (LCY) yield FY20e FY20e FY20e FY20e
The Co-Operative Bank Of - o Buy 17.30 1692  223%  16.0% 15.15 8% 10 54 21%
Kenya Limited
Equity Group Holdings Ltd  KES Hold 52.20 52.97 10.1% 5.4% 50.25 6% 1.4 6.5 24%
KCB Group PLC KES Buy 58.70 56.71 22.2% 15.9% 51.50 8% 1.2 5.7 23%

Source: Investec Securities estimates / Thomson Reuters consensus estimates — 03 Feb 2020

Investment thesis

We don’t shy away from the headwinds to growth in the Kenyan economy that will
impact on bank performance. However, Kenyan banks’ growth potential, in contrast
to their Nigerian peers, is not hampered by volatile and unconventional policy
dynamics which undermine the independence of banks’ long-term strategic and
capital allocation decisions.

Figure 2: ROE trajectory
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Source: Investec Securities estimates

Our target prices and earnings estimates reflect:

B We don’t see a monetary policy or regulatory driven threat to the balance sheet
structure of Kenyan banks. (Policy transparency and predictability)

B Credible NIl growth supported by our coverage banks’ cheap funding base
relative to the sector allowing them to compete more aggressively for new credit
in a market short of high quality borrowers. (Revenue generation)

B Strong growth in NIR with the expectation that this will be sustained by our
coverage banks’ ongoing drive to strengthen their digital and agency banking
distribution channels. We see no immediate threat to NIR from a regulatory
perspective. (Revenue generation)
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The CAK in approving KCB’s
acquisition of NBK require KCB
to maintain 90% of the workforce
of the combined entity for a
period of 18 months post the
merger.

& Investec

KCB Group Plc | Buy | Target Price - KES58.70

We expectimproved NIl from increased loan growth and declined funding costs
to offsetincreased costs arising from the acquisition of NBK. The NBK cost base
remains a challenge to shrink in the short term given the ruling by the Competition
Authority of Kenya (CAK). But, we believe KCB’s demonstrated cost management
abilities at a group level will contain cost growth. We see this in combination with
sustained NIR growth from digital channels supports positive JAWS to FY21e.

KCB FY19e ROA and ROE are distorted by the inclusion of three months’ earnings
and the full balance sheet of NBK.

We expect KCB’s ROE to improve from c. 21% (FY19e) to c. 25% (FY21le). As a
result we value KCB at a 12m TP of KES58.70 (prev: KES42.50). Combined with a
6% depreciation in the USD/KES our TP suggests potential upside of ¢. 15.9% in
USD.

Figure 3: KCB estimate changes

FY19e FY20e FY21e
Income Statement (KES'bn) Old New A old New A Old New A
Net interest income 50.8 529 4% 574 588 | 2% 65.2 66.2 2%
Non-interest income 267 28,0 5% 293 32 &% 326 346 6%
Income 774 80.9 5% 86.7 89.9 4% 97.8 100.8 3%
Impairment Charge (6.3) (9.7) 54% (7.3) (7.1) -4% (7.4) (8.0) 8%
Expense (369) (363) 2% (413) (402) -3% (42.4) (41.1) -3%
Other c c 0% - . 0% - 0.0 0%
Tax (103) (105) 2% (114) (128) 12% (14.4) (15.5) 8%
Profit After Tax 239 2.4 2% 266 29 12% 336 362 8%
Balance Sheet (KES'bn)
Advances (Net) 544 515 -5% 563 579 | % 615 | 648 | 5%
Customer deposits 681 680 0%! 736 735 | 0%5 795 794 0%
Per share statistics
Dil. HEPS (KES) 7.5 8.0 % 8.3 97| 18%| 105 | 18| 13%
DPS (KES) 3.50 3.50 0% 3.76 3.95 s%é 476 479 1%

Source: Investec Securities estimates

Co-operative Bank of Kenya Limited | BUY| Target Price — KES17.30

Overall, we expect Co-op to continue to benefit from strong NIR generation
driving revenue growth as costs are contained below inflation. We believe Co-
op will continue to deliver positive JAWS to FY21e as existing clients are migrated to
cheaper digital and agent channels containing y/y cost growth, while improved
transaction volumes should drive sustained NIR growth.

We expect Co-op’s ROE to improve from c. 19% (FY19e) to c. 22% (FY21le). As a
result we value Co-op at a 12m TP of KES17.30 (prev: KES13.80). Combined with a
6% depreciation in the USD/KES our TP suggests potential upside of ¢. 15% in USD.

Page 3 | 06 February 2020



This publication and its contents are the property of Investec and are intended solely for the use of James Kaburu.
None of the content may be altered in any way, transmitted, copied or distributed to any other party without the prior written consent of Investec.

& Investec

Figure 4: Co-op estimate changes

FY19e FY20e FY21e

Income Statement (KES'bn) Old New A Old New A Old New A

Net interest income 200 284 2% 314 321 2% 341 368 8%
Non-interest income 1741 19.0 11% 1941 22.0 15% 20.9 243 16%
Income 46.1 413 3% 50.5 541 % 55.0 61.1 1%
Impairment Charge (2.7) (2.8) 3% (3.2) (3.5) 1% (3.4) (4.0) 17%
Expense (24.6) (24.9) 1% (25.9) (27.0) 4% (21.0) (28.6) 6%
Other 0.0 0.0 -40% 0.1 0.0 -37% 0.1 0.0 -34%
Tax (5.6) (5.9) 4% (6.5) (7.1) 10% (7.4) (8.6) 16%
Profit After Tax 132 137 4% 151 165 10% 173 200 16%
Balance Sheet (KES'bn)

Advances (Net) 259 280 8% 279 320 | 15%; 301 | 364 | 21%
Customer deposits 328 334 2% 352 370 5%5 379 41 9%
Per share statistics

Dil. HEPS (KES) 22 23 4% 26 28| 10% 29 34! 16%
DPS (KES) 1.00 1.00 1% 115 1.20 5°/ 1.32 142 8%

Source: Investec Securities estimates

Equity Group Limited | Hold | Target Price — KES52.20

We like Equity Group, but believe the good news has been priced in. We are
unable to identify significant positive or negative catalysts for the share to
rerate or derate materially. We believe Equity Group’s strong ROA, ROE and
low funding costs support a Hold (previously Buy) recommendation.

We expect Equity Group’s ROE to improve from c. 23% (FY19e) to c. 25% (FY21e).
As a result we value Equity Group at a 12m TP of KES52.20 (prev: KES44.20).
Combined with a 6% depreciation in the USD/KES our TP suggests potential upside
of ¢. 5% in USD.

Figure 5: Equity estimate changes

FY19e FY20e FY21e
Income Statement (KES'bn) Old New A old New A Old New A
Net interest income 435 44.0 1%! 50.1 53.5 % 58.0 62.9 8%
Non-interest income 29.8 301 1%! 32.6 34.8 7% 36.0 39.0 8%
Income 73.3 74.0 1% 82.6 88.3 % 94.0 101.9 8%
Impairment Charge (3.) (3.0 -3% (4.6) (5.1) 9%! (5.2) (5.9) 12%
Expense (38.6) (37.9) 2% (42.0) (41.4) 1% (45.8) (45.3) 1%
Other - - 0% - 0.0 0% 0.0 - -100%
Tax (9.5) (10.0) 5% (10.8) (12.5) 16% (12.9) (15.2) 18%
Profit After Tax 221 232 5% 252 29.2 16% 30.1 35.5 18%
Balance Sheet (KES'bn)
Advances (Net) 344 368 % 388 425 | 10%; 435 | 487 | 12%
Customer deposits 473 486 3%! 530 549 4%; 594 621 5%
Per share statistics
Dil. HEPS (KES) 5.8 6.1 5%! 6.6 7.7 16%5 79 9.3 18%
DPS (KES) 2.00 2.25 12% 2.20 3.08 40%% 3.16 3.73 18%

Source: Investec Securities estimates
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Common policy objectives
include: (1) Stimulating growth in
the real economy, in particular
across agriculture,

manufacturing, and Micro, Small
and Medium-sized Enterprises
(MSMES); (2) Increasing financial
inclusion and financial literacy
levels; (3) Containing inflation
within target ranges.

& Investec

Policy transparency and predictability

While the Nigerian banking sector enters a period of draconian and unorthodox
policy measures, the Kenyan banking sector’s shackles have been removed
with the repeal of the interest rate cap. Importantly, we stress that the
implementation of interest rate caps in 2016 was driven by MPs in the National
Assembly much to the chagrin of the CBK and National Treasury.

Notably, the Central Bank of Kenya (CBK) and Central Bank of Nigeria (CBN) share
common objectives. But, the actions taken to achieve this goal differ significantly
(Figure 6).

Figure 6: Relative policy environments, Nigeria vs Kenya

Key feature Nigeria Kenya
Minimum LDR 65% None

Cash Reserve 27.50% 5.25%

Ratio

Bank charges Broad downward revisions across all
product types, with electronic banking
products most affected. Bank charges on
certain products and services have been

New and amended bank charges are
approved on a product-by-product basis
for each individual bank by the CBK
under the Banks Act (2016), Banks

shifted to a cost-recovery basis. Regulations (2006) and Prudential

Guidelines (2013).

This is a new dynamic for Banks. This is the prevailing dynamic for banks.

Monetary Opaque, following unconventional
policy stance (heterodox) methods to achieving
macroeconomic stability.

Dovish, following conventional methods to
achieving macroeconomic stability.

Source: Investec Securities estimates / Central Bank of Nigeria / Central Bank of Kenya

The outcome of the Kenyan policy dynamic is a sustained balance sheet structure in
terms of interest earning capacity (Figure 7).

Figure 7: Interest-bearing assets as % of total assets
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Source: Investec Securities estimates / Company accounts
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Revenue generation

Net interest income

We expect improved loan volumes to be the main driver of interest income
growth with the repeal of the interest rate cap. We see interest yields on customer
loans increasing marginally in the near term given the increased scrutiny on bank
lending behaviour from government and the CBK post repeal. Poor asset quality
remains a bugbear for the sector (Figure 8), and in our view will deter a broader part
of the sector from aggressively extending new credit to the private sector.

Figure 8: Sector NPLs
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Source: Investec Securities estimates / CBN / Last observation as at Oct-19
*Period averages are for: Jan-15 to Dec-16; Jan-17 to Dec-18; Jan-19 to Oct-19

But, we see our coverage banks better positioned to capture market share of new
loans given their strong funding cost positioning relative to the sector (Figure 9).

Figure 9: Cost of funds evolution
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Source: Investec Securities estimates / Company accounts / Bank Supervision Annual Report 2018
*Sector cost of funds as at FY18

Equity group remains best positioned of our coverage banks with the lowest funding
cost of c. 279bps. But, at 9M19a Co-op has shown a significant improvement in
reducing the overall cost of its funding base supporting NIM expansion in the medium
term.
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Non-interest revenue

The secular forces (increased competition from Safaricom; interest rate caps)
drove a structural shift in Kenyan banks business models which, in our view,
have positioned them for credible growth in the medium terms post repeal. The
shift to agency, mobile and internet banking by both KCB and Co-op following on the
success of Equity Group has yielded improvements to their NIR.

KCB has seen the biggest improvement in increasing volumes through mobile
distribution channels (KCB M-Pesa, Fuliza, Stawi and KCB Mobi loan), which now
represents c. 75% of its total transactional volumes (Figure 10).

Figure 10: Volumes through mobile distribution channels, % of total volumes
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Source: Investec Securities estimates / Company accounts

While, Co-op may not be at the level of KCB and Equity Group, its shift to c. 34%
above its two-year average of c. 26% from MCo-op cash has driven a significant
improvement in fees and commissions (F&C) growth (Figure 11). And significantly
improved its ability to monetise its customer deposits and loans (Figure 12).

Figure 11: Fees and commissions (F&C) index, FY11=100 Figure 12: F&C as % of avg. gross loans and deposits
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KCB Group PlIc earnings and estimates

Figure 13: KCB summary financials

3yrFWD  3yrHIST

Income Statement (KES'bn) FY18 YOY % A FY19e YOY % A FY20e YOY % A FY21e CAGR CAGR

Net interest income 48.8 8% 52.9 11% 58.8 13% 66.2 l 11%; 8%
Consensus 6% 51.8 9% 56.7 27% 72.2 14%

Non-interest income 23.0 22% 28.0 11% 31.2 11% 34.6 l 15%5 -1%
Consensus 22% 28.0 1% 31.2 1% 34.6 15%

Income 71.8 13% 80.9 11% 89.9 12% 100.8 12%; 5%
Consensus 10% 78.8 20% 94.2 16% 109.6 15%

Impairment Charge (2.9) 228% 9.7) -27% (7.1) 13% (8.0) 40%5 -15%
Consensus 124% (6.6) 69% (11.2) 9% (12.2) 61%

Expense (35.0) 4% (36.3) 11% (40.2) 2% (41.1) 5%; 4%
Consensus 7% (37.6) 19% (44.8) 8% (48.3) 1%

Other - 0% - 0% - 0% 0.0 0%; 0%

Tax (9.9) 6% (10.5) 22% (12.8) 21% (15.5) 16%; 13%
Consensus 5% (10.4) 1% (11.5) 28% (14.7) 14%

Profit After Tax 24.0 2% 24.4 22% 29.9 21% 36.2 l 15%; 7%
Consensus 1% 243 9% 26.4 18% 31.3 9%

Balance Sheet (KES'bn)

Advances (Net) 456 13% 515 12% 579 12% 648 12%; 10%
Consensus 14% 520 1% 577.46 14% 655.95 13%

Customer deposits 537 27% 680 8% 735 8% 794 14%? 8%
Consensus 25% 670.5 1% 743.7 1% 827.4 l 15%

Per share statistics

Dil. HEPS (KES) 7.8 2% 8.0 22% 9.7 21% 11.8 15%; 6%
Consensus 1% 7.9 13% 8.9 18% 10.6 l 1%

DPS (KES) 3.50 0% 3.50 13% 3.95 21% 4.79 l 11%; 21%
Consensus -3% 3.4 14% 3.90 8% 4.23 6%

Source: Investec Securities estimates / Thomson Reuters consensus estimates — 03 Feb 2020
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Co-operative Bank earnings and estimates

Figure 14: Co-operative Bank summary financials

Income Statement (KES'bn) FY18 YOY %A FY19e YOY % A FY20e YOY % A FY21e SyrFWD 3yrHIST

CAGR CAGR

Net interest income 30.8 -8% 28.4 13% 321 15% 36.8 l 6%; 10%
Consensus 0% 30.7 16% 35.6 17% 415 10%

Non-interest income 12.9 47% 19.0 16% 22.0 10% 24.3 l 23%§ -1%
Consensus 47% 19.0 16% 22.0 10% 243 23%

Income 43.7 8% 47.3 14% 54.1 13% 61.1 12%; 6%
Consensus 5% 45.7 14% 52.3 16% 60.5 1%

Impairment Charge (1.8) 52% (2.8) 25% (3.5) 13% (4.0) 29%5 -3%
Consensus 52% (2.8) 64% (4.6) 12% (5.2) 41%

Expense (23.9) 5% (24.9) 8% (27.0) 6% (28.6) 6%; 7%
Consensus 7% (25.5) 10% (28.1) 12% (31.5) 10%

Other 0.2 -83% 0.0 20% 0.0 21% 0.0 -37%; -24%

Tax (5.4) 8% (5.9) 20% (7.1) 21% (8.6) 17%; 14%
Consensus 3% (5.6) 1% (6.2) 20% (7.4) 1%

Profit After Tax 12.7 8% 13.7 20% 16.5 21% 20.0 l 16%; 3%
Consensus 8% 13.7 10% 15.0 15% 173 1%

Balance Sheet (KES'bn)

Advances (Net) 245 14% 280 14% 320 14% 364 14%; 5%
Consensus 8% 265 1% 294.70 13% 332.07 1%

Customer deposits 306 9% 334 11% 370 11% 411 10%? 5%
Consensus 10% 336.2 1% 371.6 1% 410.8 l 10%%

Per share statistics

Dil. HEPS (KES) 2.2 8% 2.3 20% 2.8 21% 34 16%; -3%
Consensus 6% 2.3 16% 2.7 19% 3.2 l 13%5

DPS (KES) 1.00 0% 1.00 20% 1.20 18% 1.42 l 12%; 8%
Consensus 0% 1.00 16% 1.16 8% 1.26 8%

Source: Investec Securities estimates / Thomson Reuters consensus estimates — 03 Feb 2020
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Equity Group Limited earnings and estimates

Figure 15: Equity Group summary financials

Income Statement (KES'bn) FY18 YOY %A FY19e YOY % A FY20e YOY % A FY21e SyrFWD 3yrHIST

CAGR CAGR

Net interest income 41.4 6% 44.0 22% 53.5 18% 62.9 l 15%; 7%
Consensus 8% 448 30% 58.4 24% 72.3 20%

Non-interest income 25.9 16% 301 16% 34.8 12% 39.0 l 15%5 6%
Consensus 16% 30.1 16% 34.8 12% 39.0 15%

Income 67.3 10% 74.0 19% 88.3 15% 101.9 15%; 6%
Consensus 9% 73.3 24% 91.3 21% 1104 18%

Impairment Charge (3.7) -20% (3.0) 1% (5.1) 15% (5.9) 16%5 15%
Consensus 1% (4.1) 45% (6.0) 20% (7.2) 25%

Expense (35.1) 8% (37.9) 9% (41.4) 9% (45.3) 9%; 6%
Consensus 3% (36.0) 16% (41.8) 18% (49.3) 12%

Other - 0% - 0% 0.0 -100% - 0%; 0%

Tax (8.6) 15% (10.0) 26% (12.5) 21% (15.2) 21%; 9%
Consensus 9% (9.4) 34% (12.7) 25% (15.8) 22%

Profit After Tax 19.8 17% 23.2 26% 29.2 21% 35.5 l 21%; 5%
Consensus 3% 204 15% 235 15% 26.9 1%

Balance Sheet (KES'bn)

Advances (Net) 297 24% 368 16% 425 15% 487 18%; 3%
Consensus 20% 357 25% 447.32 21% 540.80 22%

Customer deposits 423 15% 486 13% 549 13% 621 14%? 12%
Consensus 16% 492.4 16% 570.8 16% 662.2 l 16%%

Per share statistics

Dil. HEPS (KES) 5.2 17% 6.1 26% 7.7 21% 9.3 21%; 4%
Consensus 13% 5.9 33% 7.8 23% 9.7 l 23%5

DPS (KES) 2.00 12% 2.25 37% 3.08 21% 3.73 l 23%; 0%
Consensus 9% 217 20% 2.60 23% 3.21 17%

Source: Investec Securities estimates / Thomson Reuters consensus estimates — 03 Feb 2020

For full disclosures about any company mentioned herein, please visit:
https://securities.investec.com/research/library/gl/market/all/research/published
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Equity Group Holdings Ltd Eqty.nR)

& Investec

HOLD Summary Financials (KESm) Year end: 31 December
KES UsD Income Statement 2017 2018 2019E 2020E 2021E
Price: 50.95 0.5 Net interest income 37,568.0 41,4222 43,967.7 53,486.6 62,891.9
) Other operating income 27,592.0 25,861.4 30,072.3 34,812.2 39,001.2
Target Price: 52.20 0.50  Total operating income 65160.0 67,2836 74,0399 88,2989  101,893.1
Forecast Total Return: 10.1% 5.4% Net insurance claims 0.0 0.0 0.0 0.0 0.0
Market Cap: 190bn 2bn Net operating income pre impairments 65,160.0 67,283.6 74,039.9 88,2989  101,893.1
. Impairments (3,431.0) (3,713.5) (2,977.9) (5,079.2) (5,864.7)
Average daily volume: 3M  Net operating income 617200 635700 71,0620 832196 96,0285
Expenses (34,848.0)  (35107.1)  (37,860.3)  (414434)  (45,307.1)
Operating income 26,881.0 28,462.9 33,201.8 41,776.2 50,721.4
Target Price Basis JVs and associates 0.0 0.0 0.0 0.0 0.0
Valuation using a Gordon Growth Model. We base the Profit before tax pre-exceptionals 26,881.0 28,462.9 33,201.8 41,776.2 50,721.4
target price on a terminal value and add back the value of ~ Exceptionals 0.0 0.0 0.0 00 0.0
all dividends in order to account for all expected cash Profit before tax 26,881.0 28,462.9 33,201.8 41,776.2 50,721.4
flows to the investor. To calculate the terminal value, we Tax (7,965.0) (8,639.0) (9,960.5)  (12,532.9)  (15,216.4)
multiply the 3 year expected book value by the expected o ot a1 189160 19,8239 232412 292434 355050
terminal P/B multiple. We base the terminal value on a o - ’ ' ’ ' ’
standard Gordon Growth equation, using an adjusted Minorities/Preference dividends (49.0) (133.3) (180.8) (227.4) (276.1)
historic ROE, growth factor and the cost of equity. Profit attributable 18,867.0 19,690.7 23,060.5 29,015.9 35,228.8
) EPS (reported) 5.0 5.2 6.1 7.7 9.3
Key Risks . . DPS (Ksh) 20 20 22 34 37
gaﬁgﬂ'gegglas’l‘a‘;’xgga :{I‘(‘)‘nb'g";'y”s‘fe'ﬁqrgﬁgt::g“‘;fke 4 Average number o group shares (m) 37740 37740 37740 37740 37740
to lower sector profitabilty 3. Me;cro volatility exposure on Total number of shares in issue (m) 3,774.0 3,774.0 3,774.0 3,774.0 3,774.0
the regional book 4. Slower than anticipated asset growth  Balance sheet 2017 2018 2019E 2020E 2021E
due to unfavourable asset pricing Customer loans 2790920 2972269 3681213 4253439  487,176.6
Customer deposits 373,143.0  422,758.5  486,172.3  549,3747  620,7934
RWAs 4441030 4938172 5821548  667,613.9  763,824.7
Core tier 1 capital ratio (%) 19.7 15.9 173 17.5 18.0
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KCB Group PLC kcBs.n\R)

BUY

Summary Financials (KESm) Year end: 31 December
KES USD Income Statement 2017 2018 2019E 2020E 2021E
. Net interest income 48,384.8 48,830.5 52,966.2 59,801.0 68,222.7
Price: 51.5 0.51 N
Other operating income 23,000.0 22,973.6 28,446.8 33,558.9 37,4213
Target Price: 58.70 0.55 Total operating income 71,384.8 71,804.1 81,413.0 93,359.9 105,644.0
Forecast Total Return: 2220 15.99%  Netinsurance claims 0.0 0.0 0.0 0.0 0.0
Net operating income pre impairments 71,384.8 71,804.1 81,413.0 93,359.9 105,644.0
Market Cap: 165bn 2bn mpairments (5914.0)  (2,9444)  (96608) (75155  (8,430.6)
Average daily volume: 1.6m Net operating income 65,470.8 68,859.7 71,752.2 85,844.4 97,213.3
Expenses (36,358.0)  (35,000.9)  (37,1416)  (43,9684)  (45,158.8)
Operating income 29,112.8 33,858.8 34,610.6 41,876.0 52,054.5
. . JVs and associates 0.0 0.0 0.0 0.0 0.0
Target Price Basis Profit before tax pre-exceptionals 291128 338588 346106 418760 52,0545
Valuation using a Gordon Growth Model. We base the Exceptionals 0.0 0.0 0.0 0.0 0.0
target price on a terminal value and add back the value of  Profit before tax 29,112.8 33,858.8 34,610.6 41,876.0 52,054.5
all dividends in order to account for all expected cash Tax (9,409.0) (9,863.9) (10,383.2) (12,562.8) (15,616.4)
flows to the investor. To calculate the terminal value, we Profit after tax 197038 23.995.0 24,2074 29,3132 36,438.2
calculate the 3 year expected book value by the expected Minorities/Pref dividend 00 00 00 00 00
terminal P/B multiple. We base the terminal value on a inorities/Preferance dividends : : : : :
standard Gordan Growth equation, using an adjusted Profit attributable 19,703.8 23,995.0 24,2274 29,313.2 36,438.2
historic ROE, growth factor and the cost of equity. EPS (reported) 6.4 7.8 7.5 9.1 11.3
Key Risks DPS (KSh) 3.0 35 35 4.1 5.2
- - - Average number of group shares (m) 3,066.0 3,066.0 3,213.0 3,213.0 3,213.0
1. Earlier than expected and blunt implementation of Total number of shares in issue (m) 30660 30660 32130 32130 32130
banking legislation/regulation. 2. Systematic risks linked
to lower sector profitability 3. Macro volatility exposure on ~ Balance sheet 2017 2018 2019E 2020E 2021E
the regional book 4. Slower than anticipated asset growth ~ Customer loans 422,685.0 4558803 5154247  586,606.3  662,322.6
due to unfavourable asset pricing Customer deposits 4995490 5374596 6804239  734,857.8  793,646.4
RWAs 554,3029  607,8228  728,6357  809,356.8  887,976.5
Core tier 1 capital ratio (%) 15.4 18.1 15.6 158 16.6
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The Co-Operative Bank Of Kenya Limited (coop.nRr)

BUY Summary Financials (KESm) Year end: 31 December
KES USD Income Statement 2017 2018 2019E 2020E 2021E
) Net interest income 28,105.0 30,784.7 28,352.9 32,1212 36,849.7
Price: 15.15 0.15 I
) Other operating income 13,492.0 12,893.5 18,968.2 22,014.4 24,267.6
Target Price: 17.30 0.16  Total operating income 41,5970 436783 47,3211 541356 61,1174
Forecast Total Return: 22.3% 16.0% Net insurance claims 5.0 6.0 7.0 8.0 8.0
Market Cap: 89bn 1bn Net operating income pre impairments 41,602.0 43,684.3 47,3281 54,143.6 61,125.4
A daily vol ) 882k Impairments (3,601.0) (1,840.7) (2,795.6) (3,505.6) (3,969.5)
verage dally volume: Net operating income 38,0010 41,8435 445325 50,6380  57,155.8
Expenses (21726.0)  (23851.8)  (24937.3)  (27,0336)  (28,553.4)
Operating income 16,275.0 17,991.7 19,595.2 23,604.4 28,602.5
Target Price Basis JVs and associates 130.0 171.4 28.8 34.7 420
Valuation using a Gordon Growth Model. We base the Profit l.)efore tax pre-exceptionals 16,400.0 18,157.1 19,616.9 23,6311 28,636.5
target price on a terminal value and add back the value of ~ Exceptionals 0.0 0.0 0.0 0.0 0.0
all dividends in order to account for all expected cash Profit before tax 16,400.0 18,157.1 19,616.9 23,631.1 28,636.5
flows to the investor. To calculate the terminal value, we ~ Ta4 (4,993.0) (5,424.6) (5,885.1) (7,089.3) (8,591.0)
calculate the 3 year expected book value by the expected Profit after tax 11.407.0 127325 13.731.9 165418 20.045.6

terminal P/B multiple. We base the terminal value on a

standard Gordan Growth equation, using an adjusted Minorities/Preference dividends 0.0 0.0 0.0 0.0 0.0
historic ROE, growth factor and the cost of equity. Profit attributable 11,407.0 12,732.5 13,7319 16,541.8 20,045.6
Key Risks EPS (reported) 1.9 2.2 2.3 2.8 34
- - - DPS (KSh) 0.8 1.0 1.0 1.2 14
1. Earlier than expected and blunt implementation of Average number of group shares (m) 58670 58670 5870 5870  5867.0
banking legislation/regulation. 2. Systematic risks linked e
to lower sector profitability 3. Macro volatility exposure on Total number of shares in issue (m) 5,867.0 5,867.0 5,867.0 5,867.0 5,867.0
the regional book 4. Slower than anticipated asset growth  Balance sheet 2017 2018 2019E 2020E 2021E
due to unfavourable asset pricing Customer loans 2538610 2454103  279.867.1 3202028  363,993.1
Customer deposits 287,3711.7  306,117.0 3336676  370,371.0  411,111.8
RWAs 359,980.7  370,529.0  429,048.7  465627.0  502,599.6
Core tier 1 capital ratio (%) 15.8 16.5 14.9 15.7 16.7
Kevin Harding
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Chris Turner
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Third party research disclosures

This report has been produced by a non-member affiliate of
Investec Securities (US) LLC and is being distributed as third-
party research by Investec Securities (US) LLC in the United
States. In the United States, this report is not intended for use by
or distribution to entities that do not meet the definition of a Major
US Institutional Investor, as defined under SEC Rule 15a-6, or an
Institutional Investor, as defined under FINRA rule 4512 (c), or for
use by or distribution to any individuals who are citizens or
residents of the United States.

Investec Securities (US) LLC accepts responsibility for the
issuance of this report when distributed in the United States to
entities who meet the definition of a US Major Institutional
Investor or an Institutional Investor.

Analyst certification

Each research analyst responsible for the content of this research
report, in whole or in part, and who is named herein, attests that
the views expressed in this research report accurately reflect his
or her personal views about the subject securities or issuers.
Furthermore, no part of his or her compensation was, is, or will
be, directly or indirectly, related to the specific recommendations
or views expressed by that research analyst in this research
report.

Managing conflicts

Investec  Securities  (Investec) has investment banking
relationships with a number of companies covered by our
Research department. In addition we may seek an investment
banking relationship with companies referred to in this research.
As a result investors should be aware that the firm may have a
conflict of interest which could be considered to have the potential
to affect the objectivity of this report. Investors should consider
this report as only a single factor in making their investment
decision.
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Disclosures

Research recommendations framework

Investec Securities bases its investment ratings on a stock’s expected total return (ETR) over the next 12 months (with total return
defined as the expected percentage change in price plus the projected dividend yield). Our rating bands take account of differences
in costs of capital, risk premia and required rates of return in the various markets that we cover. Our rating systems for issuers are
based on the frameworks set out in the tables below.

Stock ratings for European/Hong Kong stocks Stock ratings for research produced by Investec Bank plc

Expected total return All stocks Corporate stocks

12m performance Count % of total Count % of total

Buy greater than 10% 213 68% 95 45%
Hold 0% to 10% 75 24% 6 8%
Sell less than 0% 23 7% 0 0%

Source: Investec Securities estimates

Stock ratings for Indian stocks Stock ratings for research produced by Investec Bank pic

Expected total return All stocks Corporate stocks

12m performance Count % of total Count % of total

Buy greater than 15% 80 56% 1 1%
Hold 5% to 15% 50 35% 0 0%
Sell less than 5% 14 10% 0 0%

Source: Investec Securities estimates

Stock ratings for African* stocks Stock ratings for research produced by Investec Securities Limited

Expected total return All stocks Corporate stocks

12m performance Count % of total Count % of total

Buy greater than 15% 33 50% 7 21%
Hold 5% to 15% 19 29% 3 16%
Sell less than 5% 14 21% 2 14%

Source: Investec Securities estimates

*For African countries excluding South Africa, ratings are based on the 12m implied US dollar expected total return (ETR). This is
derived from the expected local currency (LCY) ETR by making assumptions on the 12month forward exchange rates for the
respective currencies. For South African stocks, ratings are based on the ETR in rand terms.

For European and Hong Kong stocks, within the Hold banding, an Add rating may be (optionally) applied if the analyst is positive on
the stock and the ETR is greater than 5%; a Reduce rating may be (optionally) applied if the analyst is negative on the stock and
the ETR is less than 5%.

Not rated (N/R) is applied to any stock where we have no formal rating and price target. Under Review (U/R) can be applied to an
analyst's rating, price target and/or forecasts for a limited time period and indicates that new information is available that has not yet
been fully digested by the analyst. We regularly review ratings across our coverage universe as we seek to ensure price targets and
ratings remain aligned. However, during periods of market, sector or stock volatility, we may allow minor deviations from our
recommendation framework to persist on a temporary basis to avoid a high frequency of rating changes arising from rapid share
price movements.

The subject company may have been given access to a pre-published version of this report (with recommendation and price target
redacted) to verify factual information only.

Investec Securities research contains target prices and recommendations which are prepared on a 12 month time horizon, and
therefore may not reflect the different circumstances, objectives and investment time horizons of those who receive it. Investors
should therefore independently evaluate whether the investment(s) discussed is (are) appropriate for their specific needs. In addition,
the analysts named in this report may from time to time discuss with our clients, including Investec salespersons and traders, or may
discuss in this report, trading strategies that reference near term catalysts or events which they believe may have an impact in the
shorter term on the market price of securities discussed in this report. These trading strategies may be directionally counter to the
analyst's published target price and recommendation for such issuers.

For price target bases, risks to the achievement of our price targets and for full disclosures, including any company mentioned herein,
please visit: http://researchpdf.investec.co.uk/Documents/WDisc.pdf

Investec may act as a liquidity provider or as a systematic internaliser in the securities of the subject company/companies included
in this report.

Our policy on managing actual or potential conflicts of interest in the United Kingdom can be found at:
https://www.investec.co.uk/legal/uk/conflicts-of-interest.html

Our policy on managing actual or potential conflicts of interest in South Africa can be found at:

http://www.investec.co.zallegal/sa/conflicts-of-interest.html

Company disclosures
The Co-Operative Bank Of

Equity Group Holdings Ltd Kenva Limited

KCB Group PLC

Key: @ Investec has received compensation from the company for investment banking services within the past 12 months,
#Investec expects to receive or intends to seek compensation from the company for investment banking services, < Investec has
been involved in managing or co-managing a publicly disclosed offer of the company’s securities in the past 12 months, ©lnvestec
makes a market in the securities of the company, ®Investec holds more than 1% of common equity securities in the company, B
Investec is broker and/or advisor and/or sponsor to the company, ®The company holds more than 5% of common equity securities
in Investec, ©The analyst (or connected persons) has a holding in the subject company, © Investec holds a net long position in
excess of 0.5% of the total issued share capital of the company, XI Investec holds a net short position in excess of 0.5% of the total
issued share capital of the company, © The sales person has a holding in the company.
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Investec Securities:

In the United Kingdom refers to Investec Securities a division of
Investec Bank plc.

Investec Bank plc is authorised by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority and
the Prudential Regulation Authority and is a member of the
London Stock Exchange.

Registered in England No. 489604

Registered Office Address:

30 Gresham Street London EC2V 7QP

In South Africa refers to:

Investec Bank Limited an authorised financial services provider
and a member of the JSE Limited.

Registered in South Africa No. 1969/004763/06

Investec Markets (Pty) Limited a member of JSE Limited.
Registered in South Africa No. 2018/243092/07

Registered Office Address:

100 Grayston Drive

Sandown, Sandton

2196, South Africa

In Australia refers to Investec Securities a division of Investec
Australia Limited.

Investec Australia Limited is authorised and regulated by the
Australian Securities & Investments Commission (Licence
Number 342737, ABN 77 140 381 184)

Registered Office Address:

Level 23, Chifley Tower

2 Chifley Square

Sydney, NSW 2000

In Hong Kong refers to Investec Capital Asia Limited a Securities
and Futures Commission licensed corporation (Central Entity
Number AFT069).

Registered Office Address:

Suite 3609, 36/F, Two International Finance Centre

8 Finance Street, Central Hong Kong

In India refers to Investec Capital Services (India) Private Limited
which is registered with the Securities and Exchange Board of
India, the Capital Market regulator in India as a research analyst,
Registration number INH000000263.

Registered Office Address:

Investec Capital Services ( India ) Private Limited

Parinee Crescenzo, C 38 & 39, “G" Block,

11th fir, B Wing, Unit No 1103 & 1104

Bandra Kurla Complex, Mumbai - 400 051, India

In Singapore refers to Investec Singapore Pte. Ltd. an exempt
financial adviser which is regulated by the Monetary Authority of
Singapore as a capital markets services licence holder.
Registration No. 201634931E

Registered Office Address:

80 Raffles Place

#36-09, UOB Plaza

Singapore 048624

In the United States refers to Investec Securities (US) LLC.
Registered Office Address:

10 East 53rd Street, 22nd Floor

New York, NY 10022

Further details of Investec office locations, including postal
addresses and telephone/fax contact details:
https://www.investec.com/en_gb/welcome-to-investec/contact-
us.html
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Important Disclaimer — please read

For the purposes of this disclaimer, “Investec Securities” shall mean: (i) Investec Bank plc (“IBP”); (ii) Investec Bank Limited (“IBL");
(iii) Investec Markets (Pty) Limited (‘IML"); (iv) Investec Australia Limited (“IAL"); (v) Investec Capital Asia Limited (“ICAL"), (vi)
Investec Capital Services (India) Private Limited and (vii) Investec Singapore Pte. Ltd (ISPL”) and from time to time, in relation to
any of the forgoing entities, the ultimate holding company of that entity, a subsidiary (or a subsidiary of a subsidiary) of that entity, a
holding company of that entity or any other subsidiary of that holding company, and any affiliated entity of any such entities. “Investec
Affiliates” shall mean any directors, officers, representatives, employees, advisers or agents of any part of Investec Securities. This
research report has been issued solely for general information and should not be considered as an offer or solicitation of an offer to
sell, buy or subscribe to any securities or any derivative instrument or any other rights pertaining thereto.

This research may have been issued to you by one entity within Investec Securities in the fulfilment of another Investec Securities
entity’s agreement to do so. In doing so, the entity providing the research is in no way acting as agent of the entity with whom you
have any such agreement and in no way is standing as principal or a party to that arrangement. The information in this report has
been compiled by Investec Securities from sources believed to be reliable, but neither Investec Securities nor any Investec Affiliates
accept liability for any loss arising from the use hereof or makes any representations as to its accuracy and completeness. Any
opinions, forecasts or estimates herein constitute a judgement as at the date of this report. There can be no assurance that future
results or events will be consistent with any such opinions, forecasts or estimates. Past performance should not be taken as an
indication or guarantee of future performance, and no representation or warranty, express or implied is made regarding future
performance. The information in this research report and the report itself is subject to change without notice.

This research report as well as any other related documents or information may be incomplete, condensed and/or may not contain
all material information concerning the subject of the research and/or its group companies (including subsidiaries): its accuracy
cannot be guaranteed. Investec Securities has no obligation to update, modify or amend this research report or to otherwise notify
a recipient thereof if an opinion, forecast or estimate changes or becomes inaccurate. Coverage and the frequency of changes in
market conditions and in both general and company-specific economic prospects make it difficult to update research at defined
intervals. Updates are at the sole discretion of the analyst or the Head of Research and reports may be published at irregular
intervals. Investec Securities (or its directors, officers or employees) may, to the extent permitted by law, own or have a position in
the securities or financial instruments (including derivative instruments or any other rights pertaining thereto) of any company or
related company referred to herein, and may add to or dispose of any such position or may make a market or act as a principal in
any transaction in such securities or financial instruments. Directors of Investec Securities may also be directors of any of the
companies mentioned in this report. Investec Securities may from time to time provide or solicit investment banking, underwriting or
other financial services to, for or from any company referred to herein. Investec Securities (or its directors, officers or employees)
may, to the extent permitted by law, act upon or use the information or opinions presented herein, or research or analysis on which
they are based prior to the material being published. Investec Securities may have issued other reports that are inconsistent with,
and reach different conclusions from, the information presented in this report. Those reports reflect the different assumptions, views
and analytical methods of the analysts who prepared them. The value of any securities or financial instruments mentioned in this
report can fall as well as rise. Foreign currency denominated securities and financial instruments are subject to fluctuations in
exchange rates that may have a positive or adverse effect on the value, price or income of such securities or financial instruments.
Certain transactions, including those involving futures, options and other derivative instruments, can give rise to substantial risk and
are not suitable for all investors. This report does not contain advice, except as defined by the Corporations Act 2001 (Australia).
Specifically, it does not take into account the objectives, financial situation or needs of any particular person. Investors should not
do anything or forebear to do anything on the basis of this report. Before entering into any arrangement or transaction, investors
must consider whether it is appropriate to do so based on their personal objectives, financial situation and needs and seek financial
advice where needed.

No representation or warranty, express or implied, is or will be made in relation to, and no responsibility or liability is or will be
accepted by Investec Securities or any Investec Affiliates as to, or in relation to, the accuracy, reliability, or completeness of the
contents of this research report and each entity within Investec Securities (for itself and on behalf of all Investec Affiliates) hereby
expressly disclaims any and all responsibility or liability for the accuracy, reliability and completeness of such information or this
research report generally.

The securities or financial instruments described herein may not have been registered under the US Securities Act of 1933, and
may not be offered or sold in the United States of America or to US persons unless they have been registered under such Act, or
except in compliance with an exemption from the registration requirements of such Act. US entities that are interested in trading
securities listed in this report should contact a US registered broker dealer.

This report and the distribution of this report do not constitute an offer or an invitation to offer to the Hong Kong or Singaporean
public to acquire, dispose of, subscribe for or underwrite any securities or related financial instruments. Neither this research report
nor the information contained in it is intended to be an offer to any person, or to induce or attempt to induce any person to enter into
or to offer to enter into any agreement for or with a view to acquiring, disposing of, subscribing for or underwriting securities. The
distribution of this document in other jurisdictions may be prohibited by rules, regulations and/or laws of such jurisdiction. Any failure
to comply with such restrictions may constitute a violation of United States securities laws or the laws of any such other jurisdiction.
For readers of this report in: South Africa: this report is produced by IBL an authorised financial services provider and a member of
the JSE Limited. United Kingdom and Europe: this report is produced by IBP and was prepared by the analyst named in this report.
IBP is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential
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