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ABSA BANK KENYA PLC FY2024 EARNINGS UPDATE

ABSA Bank released FY2024 financial results posting B gle[{={p1e] (s} ABSA Bank Kenya
27.5% growth in profit after tax tfo KES 29.7BBn
aftributable to strong growth in both net interest
income and non-interest income. This resulted in a | Recommendation NEUTRAL
27.6% increase in earnings per share (EPS) to KES
3.84, and a return on equity (ROE) of 24.5%.

Target Price (KES) 19.40

The bank declared a higher final dividend of KES 1.55
per share, bringing the total dividend for the year to 5
KES 1.75, up from KES 1.55 in the previous year. This 52WK High (KES) 19.95
represents a payout ratio of 46% and a dividend
yield of 9%.

No. of shares issued (Bn) 5.43

Absa delivered a solid double-digit revenue growth
of 14%, driven largely by effective revenue
diversification, which contributed to strong bottom-
line expansion. This performance stands out against
the broader 2023 operating environment, where the | pjvidend yield 9.2%
non-performing loan (NPL) ratio showed an upftick.
Looking ahead, growth is expected to be propelled
by contfinued digital transformation, enhanced | P/B 1.49x
operational efficiency, and an expanding
distribution network.

EPS (Annualized) KES 3.84

At the current market price of KES 18.95, the stock is ABSA Bank Share Price
trading within its fair value range. However, with
consistent  dividend payouts, strong operational
efficiency, and significant growth potential, Absa
represents an appealing investment opportunity. We

maintain a Neutral stance on the stock, with an
upside potential of 2.4% against a target price of KES
19.40.

PERFORMANCE HIGHLIGHTS
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» Earnings: Net interest income increased by 15.4%
tfo KES 46.2Bn, driven by a 19.3% rise in gross
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income from government securities.

= Non-interest income rose by 10.8% to KES 16.1Bn,
driven by a diverse mix of fraditional revenue
sources and strong growth in new revenue | Christopher A. Aura
streams, including payments, lending, asset
management, and brokerage services. This
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growth was achieved despite a decline in fees on
loans and advances by 8.8% and forex income by
7.1%.

The lender achieved a 14% revenue growth, reaching KES 62.3Bn, with the consumer business
contributing 48% (KES 29.9Bn) and the wholesale bank accounting for 52% (KES 32.4Bn). This
balanced revenue distribution highlights a well-diversified income stream, with both retail and
corporate banking playing pivotal roles in the bank’s financial performance.

Business Segment \ Percentage (%) Revenue (KES Bn)

Consumer 48% 29.9
Wholesale Bank 52% 32.4
- Corporate Bank 23% 14.33
- Business Bank 19% 11.84
- Markets 10% 6.23

Total Revenue \ 100% 62.3
Source: Company Financials, NCBA IB Research

Loan book: During the period, loans and advances declined by 7.9% to KES 309.1Bn, while total
assets fell by 2.6% to KES 506.5Bn. The loan to deposit ratio dropped to 84.2% from 92.6%, driven
by a modest 1.2% growth in deposits compared to a 7.9% decline in loans. The decline in the loan
book was largely influenced by the appreciation of the Kenyan shilling, as 32% of loans were
denominated in foreign currency. On a constant currency basis, the loan book contracted by
just 1%. Additionally, the adverse macroeconomic environment contributed to sluggish loan
growth across the industry.

Customer Deposits: Customer deposits increased by 1.2% to KES 309.1Bn, outpacing the 7.9%
decline in loans. This growth was driven by effective deposit mobilization efforts and the scaling
up of the retail business. On a constant currency basis, deposits grew by 7%, excluding currency
fluctuations. Key drivers of this growth included an expanded agency network, enhanced digital
offerings, and robust customer acquisition strategies.

However, the increased deposit mobilization led to a 30.1% rise in interest expenses, with the cost
of funding standing at 5.1%, influenced by the prevailing interest rate environment. The growth in
liabilities has provided a strong and stable funding base, enabling further lending and supporting
overall business expansion.

Government Securities: Investments in government securities saw a significant increase of 37.6%,
reaching KES 130.6Bn. This confributed to a 2.4% rise in interest income from government
securifies, which amounted to KES 9.4Bn. It's worth noting that interest rates have begun to ease
after reaching high levels in 2024.

Operational Efficiency: Cost-to-income ratio, excluding provisions, improved to 37.7% from 39.7%,
reflecting successful cost optimization efforts. This marks a consistent decline in the cost-to-
income ratio from 47.9% in 2020 to 37.7% in 2024, signaling significant improvements in operational
efficiency. Operating expenses rose by 5.5%, a slower rate than revenue growth, further
demonstrating effective management of costs relative to business expansion.
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47.90% 45.70%
2020 2021

Cost to Income Ratio (%)

40.60% 39.70% 37.70%
2022 2023 2024

Source: Company Financials, NCBA IB Research

Asset Quality: The bank's gross NPLs increased by 20.5%, reaching KES 42.5Bn, which resulted in
an NPL ratio of 12.1%, up from 9.5% the previous year. Despite this increase, the ratio remains
below the industry average of 16.4%. The decline in asset quality can be attributed to the
challenging macroeconomic conditions in Kenya. However, total loan provisions decreased by
1.6% to KES 9.1Bn, driven by an improved portfolio quality, forex gains, and the recovery of KES
0.8Bn in previously impaired loans. The NPL coverage ratio stood at 66%, nearly the same as the
previous year, reflecting a consistent approach to managing asset quality.

Credit Risk Profile: The bank faces significant credit risks in certain sectors mostly in Building &
Construction (despite lower loan exposure) and Manufacturing. Personal Household loans, while
substantial, have an NPL ratio close to the industry average. The Trade sector remains important,
though its 7.3% NPL ratio signals some challenges, yet sfill significantly lower than the industry
average.

Contribution to Gross Loans Sector NPL Ratio Indusiry NPL

Sector (A (%) (%)

Personal Household 40.00% 13.30% 13.60%
Trade 22.80% 7.30% 17.00%
Manufacturing 15.30% 26.30% 19.60%
Real Estate 5.40% 13.80% 19.50%
Agriculture 4.30% 5.50% 9.25%
Transport & Communication 4.00% 2.40% 14.40%
Energy & Water 4.00% 0.00% 25.90%
Financial Services 2.70% 0.00% 26.20%
Tourism & Hoftels 1.00% 2.70% 6.90%
Building & Construction 0.30% 66.10% 11.50%
Mining & Quarrying 0.30% 8.10% 11.30%

Source: Company Financials, NCBA IB Research
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FINANCIAL SUMMARY

Metric

Loans & Advances
Customer Deposit
Net Interest Income
Non-Funded Income
Loan Loss Provision
PBT

PAT

EPS

DPS

Absa Bank Kenya FY'2024 Results

Key Metrics Y/Y

v
A
A
A
\4
A
A
A
A

Y/Y %
(7.9%)
1.2%
15.4%
10.8%
(1.6%)
25.5%
27.5%
27.6%

12.9%

Amount

KES 309.1Bn

KES 367.1Bn

KES 46.2Bn

KES 16.1Bn

KES 9.1Bn

KES 29.7Bn

KES 20.9Bn

KES 3.84

KES 1.75

Key Ratios

Source: Company Financials, NCBA IB Research

‘Q12024 Q22024 Q32024 FY2023 FY2024

Loan Deposit Ratio 92.1% 89.5% 88.5% 92.5% | 84.2%
Net Interest Margin 2.3% 4.8% 7.1% 7.7% 2.1%
Cost to Income 48.5% 52.0% 55.0% 56.6% | 52.3%
ROE 7.9% 14.7% 19.1% 23.7% | 24.5%
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OUTLOOK

We expect ABSA Bank to record gradual growth boosted by:

Revenue Diversification: Revenue streams such as corporate banking and business banking
and digital lending are delivering double-digit growth. New revenue streams including ABSA
asset management, custody business and bancassurance will further scale the company
towards a full financial services group.

Digital fransformation: The lender spent KES 3.0Bn in the modernization of the core banking
technology and also undertook back office automation to enhance efficiency and timely
undertakings. The digitalization journey is also expected to enhance customer onboarding
and ease lending hence driving business growth. There has been significant increase in usage
of digital solutions with 93.6% of digital fransaction volumes and 21% increase in Timiza loan
disbursements.

Cost Optimization: The bank is well-positioned to benefit from efficient cost management,
with a target to maintain its Cost to Income ratio in the low 40s. This goal will be supported by
ongoing digitalization initiatives.

Risk Management: Notably, the banks NPL ratio of 12.1% is commendable compared to the
industry average of 16.4%. Proactive data-driven risk analysis with credit risk pricing models
in the mainstream loans will boost credit loss and cost of risk ratios.
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1. General Disclaimer
This research report (Report) has been prepared by NCBA Investment Bank (NCBA-IB) and contains detailed

industry analyses, statistics and forecasts exclusively for informational purposes and is intended solely for the use
of NCBA-IB clients and may not be distributed, published, or reproduced, in whole orin part, nor may its contents
be disclosed to any other party without the express written consent of NCBA-IB. While this Report contains
analyses and insights aimed at assisting customers in making investment decisions regarding various securities,
it does not constitute an offer, solicitation, orrecommendation to buy or sell any securities, and it is not infended
to provide the basis for any evaluation of the securities discussed herein. NCBA-IB expressly disclaims any
responsibility for errors and omissions in this Report. The Information set forth in this Report has been obtained
from sources believed reliable and developed through the application of independent judgement, but NCBA-
IB does not warrant its completeness or accuracy. Opinions expressed in this Report are current viewpoints as of
the date of issue and are subject to change without notice. Furthermore, NCBA-IB is under no obligation to
update or keep the information current. While every effort has been made to ensure the accuracy and
completeness of the information provided, no representation or warranty, express or implied, is made as to the
accuracy or completeness of the information contained herein, and nothing contained herein is, or shall be
relied upon as, a promise or representation as to the future performance of any securities or financial product
and market conditions which may change and this might materially impact the accuracy and validity of such
analysis.

2. Use of Information

The information presented in this Report is intended solely forinformational purposes and is not a comprehensive
treatment of the fopic at hand. NCBA-IB makes every effort to use reliable, comprehensive information, but we
do noft represent that the information is accurate or complete. NCBA-IB is not responsible for errors or omissions
nor for results obtained from the use of this information. All information is provided "as is", without warranty of any
kind, express or implied.

3. No Guarantees on Performance

NCBA-IB, its affiliates, employees, or any associated entities provide no guarantee, warranty, or representation
regarding the potential performance or expected outcomes of any investment or financial fransaction
referenced within this document. Investment values can fluctuate, and the past performance of a security,
industry, sector, market, financial product, frading strategy, or individual investment does not guarantee future
results or returns.

4. Independent Decision Making

Recipients of this Report are strongly advised to make investment decisions based on their own investment
objectives, careful consideration of their financial situation, operational capacity, and the availability of
resources. It is recommended that all clients conduct thorough due diligence and, where appropriate, consult
independent financial, legal, tax, or other professional advisors to assess the suitability of any potential
investment.

5. Limitation of Liability

The Bank, its affiliates, and their respective officers, directors, employees, or agents accepts no liability
whaftsoever for any direct or consequential loss or damage arising from the use of this Report or the information
contained herein. Past performance is not necessarily indicative of future results, and NCBA-IB does not
undertake that the recipient of this report will obtain profits or avoid incurring losses. This Report does not
constitute a personal recommendation or take into account the particular investment objectives, financial
situations, or needs of individual clients. Clients should consider whether any advice or recommendationin these
reports is suitable for their particular circumstances and, if necessary, seek professional advice, including tax
advice.
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6. Authority to Enter Contracts
Please be advised that legally binding obligations on behalf of NCBA-IB can only be established through formal

writfen agreements, duly signed by authorized representatives of NCBA-IB. No electronic communications or
implied agreements through informal communications shall be considered binding under any circumstances.

7. Disclosure Statement
NCBA-IB may, from time to time, participate or invest in tfransactions with the companies mentioned herein,

perform services for or solicit business from company(s) mentioned, and/or have a position or effect transactions
in the secuirities or options thereof. Members of NCBA-IB, its principals or affiliates, may have a financial interest
in securities of the companies mentioned in this report.

8. Conflicts of Interest
NCBA-IB may engage in fransactions in a manner that is inconsistent with the recommendations made in this

Report, and it may have commercial relationships with entities mentioned in this Report. NCBA-IB may have
provided advice or investment services relating to the investments concerned or a related investment to any
company mentioned in this Report prior to its publication. Further, NCBA-IB may receive compensation for these
services and acts as a market maker or liquidity provider in the securities that are the subject of this report. NCBA-
IB does not prepare research on entities within its corporate group ("the NCBA Group") or other entities where a
real or perceived conflict of interest may exist.

9. Confidentiality

This Report is confidential and is infended only for the person or entity to which it is addressed. It may contain
confidential, proprietary, or legally privileged information. No confidentiality or privilege is waived or lost by any
misdelivery or transmission errors. If you are not the infended recipient, please immediately delete it and all
copies of it from your system, destroy any hard copies of it, and notify the sender. You must not, directly or
indirectly, use, disclose, distribute, print, or copy any part of this report if you are not the intfended recipient.

10. Intellectual Property Rights
All content, data, analyses, graphics, and logos provided in this Report are the exclusive property of NCBA-IB

and/or its affiliates, unless otherwise noted, and cannot be copied, distributed, transmitted, displayed,
published, or broadcast without the prior written permission of NCBA-IB.

11. Regulatory Compliance

This Report is also subject to regulatory restrictions and obligations that may affect its use. NCBA-IB produces
research reports which adhere to regulatory standards. This document may not be distributed in any jurisdiction
where its distribution may be restricted by law, and persons into whose possession this document comes should
inform themselves about, and observe, any such restrictions.

12. Use and Distribution
These materials are infended only for clients of NCBA-IB, and may not be reproduced, redistributed, or copied

in whole or in part for any purpose without the express written consent of NCBA-IB

© 2024 NCBA-IB. All rights reserved. This document contains intellectual property
belonging to NCBA-IB. Unauthorized use is prohibited. For further information regarding
the methodologies used or data in the report, contact NCBA-IB at
ncbaresearch@ncbagroup.com
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