STANBIC HOLDINGS PLC
FY16 RESULTS NOTE

Stanbic Holdings announced a decline in Profit after tax of 10% to KES 4.4
billion on the back of a faster growth in expenses than in income. Operating
expenses grew by 23% to KES 10.7 bn while total income grew by 5% to KES
18.5 bn. This resulted in an increase in the cost to income ratio from 51% to
58%. The massive increase in operating expenses was attributed to negative
effects of hyperinflation in South Sudan. Management indicates that without
these effects, the growth in total expenses would have been just 10% giving a
cost to income ratio of 52% which would have resulted in an increase in the
bottom line.
Net interest income increased by 17% to KES 10.8 bn on the back of a 10%
growth in the loan book to KES 115.6 bn and improved margins for the first
three quarters of 2016, mainly in the personal and business segment. The
growth in the total loan book was mainly driven by a 14% growth of the
corporate book and supplemented by a 6% increase in loans in the Personal
and Business segment. Stanbic Holding’s loan book is largely corporate, which
accounts for 55% of total loans (2015: 53%).
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RATING: BUY
Bloomberg ticker

CFCB KN

Last close (KES)

67.00

Target price (KES)

84.19

Upside potential

25.66%

Market cap (KES bn)

26.09

Dividend Yield

7.84%

52-week range

63.00 – 98.00

Key Highlights
Loan Book grew by 10% to KES 115.6 bn
Deposits grew by 12% to KES 119.3 bn
Net profit down 10% to KES 4.4 bn
NII up 17% to KES 10.8 bn

Non funded income increased only slightly, by 0.2% to KES 7.7 bn. Despite
increased transaction volumes through the bank’s digital channels, growth in
net fees and commissions was hampered by decrease in brokerage commission
as a result of a decline in activity at the Nairobi Securities exchange. SBG
Securities, the group’s investment brokerage arm, reported a 44% decline in
revenues to KES 224 mn and a loss of KES 7 mn, which was also impacted by
the absence of a one off gain of KES 99m on the sale of NSE shares in 2015.
Trading income for the group however increased slightly, mainly due to foreign
exchange gains as a result of devaluation of the South Sudanese Pound, and
income from the group’s Bancassurance business increased by 100%.
Customer deposits grew by 12% to KES 119.3 bn, mainly driven by growth of
deposits in the corporate segment. Deposits in the corporate segment grew by
18% while deposits in the personal and business banking segment grew by 6%.
This led to an increase in the proportion of corporate deposits to total deposits
from 49% to 52%. In terms of deposit type, there was significant increase in the
proportion of savings accounts to total deposits from 11% to 20%. Current
accounts still remain the largest, at 59% (2015: 58%).
The growth in deposits was lower than our estimate, which means the bank did
not benefit as much as we had expected from the flight to safety of depositors
that was seen after the collapse of Chase Bank in 2015.

NFI unchanged at KES 7.7 bn

NPL provisions up 93% to KES 1.8 bn
CTI up from 51.2% to 57.9%
Tangible ROE down from 17% to 15%
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The bank’s bottom line was also impacted by a 93% increase in impairment charges to KES 1.7 bn. This
was higher than our projected 1.3 bn, and was mainly attributed to adoption of prudent provisions for
South Sudan assets, downgrade of some corporate clients and growth in loan book. Stanbic’s coverage
ratio however declined from 26.2% to 24.5% following an increase in NPLs by KES 1.6 bn, to an
estimated 5% NPL ratio.
The group’s ROE (net of goodwill) declined from 17% to 15%, in line with our projections. Dividend per
share declined from KES 6.15 in 2015 to KES 5.25.

Outlook: Going forward, we do not expect the bank’s earnings to be significantly impacted by the
interest rate cap relative to its peers. Their net interest margins have historically been low at averages of
between 5-6% and the group has maintained focus to diversify their revenue streams away from
interest income through bancassurance, brokerage and transactional banking. Despite a decrease in the
proportion of non-interest income to total income ratio from 46% to 41%, Stanbic still boasts of having
the highest ratio among the listed banks. We expect an average ROE (net of goodwill) of 17% over the
next 5 years.
Management has indicated that they do not expect the bank to be significantly impacted by IFRS 9 due
to adoption of conservative guidelines. Considering that the bank has one of the lowest coverage ratio
among listed banks, we maintain our expectation that the bank’s provisions will increase with the
adoption of IFRS 9 to improve the ratio towards peer average of 49.6%.
Stanbic is currently trading at a 0.86x tangible PB (excluding goodwill) against an industry average of
0.88x. We maintain a BUY recommendation based on our target price of KES 84.19, which gives an
upside potential of 25.66%.
Click on this link to view our detailed valuation of Stanbic Holdings.
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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.
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