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Summary 

We maintain our BUY recommendation with a price target of KES 43.82 

(A 30.8% upside potential based on the closing price of KES 33.25 on 

13.05.13). Our price target was arrived at based on the bank’s trailing 

P/B and forecasted 2013 BVPS. 

Key Highlights 

 Considerable deposits mobilized: Equity managed to marshal 

KES 8.0 billion during the quarter under review pushing customer 

deposits from KES 165.8 billion (FY2012) to KES 173.8 billion (1Q2013) 

 …but poor macro-economic environment reduced appetite 

for loan uptake: Despite considerable deposit mobilization, lending 

came under pressure. Out of the KES 8 billion mobilized in deposits, 

only 48.3% (KES 3.9 billion) was lent out 

 Lower cost of funds boosts profitability: With key interest rates 

coming down from the beginning of the year, Equity Bank’s 

average cost of funds dropped from 0.8% (1Q2012) to 0.4% 

(1Q2013). 

 High NPLs from SME segment, a cause for concern? The group’s 

gross non-performing loans (GNPLs) increased by 71.9% from 

KES 4.3 billion (FY2012) to KES 7.4 billion (1Q2013). The impact of 

this was an increase in loan loss provision of KES 682 million 

compared to KES 42 million in 4Q2012. The ratio of non-

performing loans/loans increased from 3.2% (4Q2012) to 5.4% 

(1Q2013).  

 Exit of Group Finance Director: We note the exit of recently 

appointed Group Finance Director, Mr Samson Meshack 

Oduor. Mr Meshack was appointed in October 2012 and has 

therefore been with the group for less than 6 months. However, 

we do not think this would have a material impact on the 

bank’s performance. Mr Oduor’s exit does not leave any 

vacuum as the bank has had a Finance Director (Mr Collins 

Otiwu) for over 2 years. 

 

Year to 31 Dec 2012A 2013F 

Net Income (Kshs Mn) 

                  

12,080  

             

16,196  

EPS 

                       

3.26  

                  

4.37  

BVPS 

                       

11.6  

                  

15.2  

P/E x 

                     

10.19  

                  

7.60  

P/B x 

                         

2.9  

                    

2.2  

ROE 28.1% 28.9% 

ROA 5.0% 5.6% 

C/I Ratio 48.8% 46.5% 

                               Sources: Company reports, FIB Estimates 

Issued Shares (Mn) 3,703 

Market Cap (Kshs Mn) 

                

123,125  

Market Cap (USD Mn) 

               

1,471.02  

Free Float 44.30% 

 

Current Market Price (10.05.13) 

                     

33.25  

Trailing BVPS:2012 

                     

11.59  

Trailing P/B 

                       

2.89  

Forecasted BVPS: 2013 

                     

15.16  

Target Price 

                     

43.82  

Upside Potential 30.8% 
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Results Highlights 

        

Income statement (Kshs '000)  1Q2012   1Q2013  % change 

Interest income 
             

7,321,827               7,986,798  9.1% 

Interest expenses 

             

1,625,950               1,114,615  -31.4% 

Net interest income 

             

5,695,877  

             

6,872,183  20.7% 

Non-interest income 

                    
3,318,062  

                    
3,335,683  0.5% 

Total operating income 

                    
9,013,939  

                 
10,207,866  13.2% 

Operating expenses 

                    
4,583,773  

                    
5,057,100  10.3% 

Loan loss provision 

                         
728,830  

                         
681,674  -6.5% 

Profit Before Tax 

                    
3,701,336  

                    
4,469,092  20.7% 

Profit After Tax 

                    
2,636,961  

                    
3,214,022  21.9% 

EPS 

                                  
0.71  

                                  
0.87   

Yield on loans 5.4% 5.1%  

Cost of customer funds 0.8% 0.4%  

Cost to income ratio 50.9% 49.5%   
Sources: Company releases, FIB analysis 

 

        

 Balance Sheet (Kshs '000)  FY2012   1Q2013  

% 

change 

Total Assets 

                

243,170,458  

         

252,234,264  3.7% 

Loan book 

                

135,692,125  

         

139,563,646  2.9% 

Government securities 

                  

41,101,360  

           

40,323,497  -1.9% 

Deposits & balances due from local banking 

institutions 

                    

9,997,868  

             

7,421,473  -25.8% 

Deposits & balances due from foreign institutions 

                  

14,037,451  

           

18,814,447  34.0% 

Total Liabilities 

                

200,254,070  

         

211,404,028  5.6% 

Customer deposits 

               

165,812,458  

        

173,832,149  4.8% 

Borrowed funds 

                 

26,568,809  

          

24,779,591  -6.7% 

Shareholders' funds  

                  

42,916,388  

           

40,830,236  -4.9% 

    

Core capital/total risk weighted assets 17.6% 17.4%  

Liquidity ratio 46.0% 44.0%   
Sources: Company releases, FIB analysis 
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Equity Bank recorded a 20.7% growth in pre-tax profit from KES 3.7 

billion (1Q2012) to KES 4.5 billion (1Q2013). Profit after tax rose by 21.9% 

from KES 2.6 billion (1Q2012) to KES 3.2 billion (1Q2013). 

The bank’s 1Q2013 performance was characterized by the following: 

Considerable deposits mobilized: Equity managed to marshal KES 8.0 

billion during the quarter under review pushing customer deposits from 

KES 165.8 billion (FY2012) to KES 173.8 billion (1Q2013). Although activity 

both at the agency level and the banking level was subdued during 

the quarter, amount deposited still surpassed amount withdrawn. The 

value of deposits stood at KES 9.4 billion compared to the value of 

withdrawals which stood at KES 4.7 billion. 

The number of agents grew by 548 agents to stand at 6,892 agents by 

end of 1Q2013. 

…but poor macro-economic environment reduced appetite for loan 

uptake: Despite considerable deposit mobilization, lending by the 

bank came under pressure. Out of the KES 8.0 billion mobilized in 

deposits, only 48.3% (KES 3.9 billion) was lent out. Lending seems to 

have been affected by the electoral process. The private sector had 

taken a wait and see attitude after the experience of the 2007/8 

election. Expansion by the private sector was stalled and households 

were not eager to take loans owing to the relatively high lending 

rates.  

As a result, the loan/deposit ratio dropped from 81.8% (FY2012) to 

80.3%. We expect this to increase with the expected increase in 

lending due to improving macroeconomic environment. 

Depressed interest income yields: The quarter began with interest 

rates declining albeit slowly.  

The interest income yield on loans dropped marginally from 5.4% 

(1Q2012) to 5.1% (1Q2013). Marginal growth in the loan book (2.9%) 

resulted in a 9.1% growth in interest income on loans and advances 

from KES 6.5 billion (1Q2012) to KES 7.1 billion (1Q2013). 

Lower cost of funds boosts profitability: With key interest rates coming 

down from the beginning of the year, Equity Bank’s average cost of 

funds during the period dropped from 0.8% (1Q2012) to 0.4% (1Q2013). 

High NPLs from SME segment, a cause for concern? The group’s gross 

non-performing loans (GNPLs) increased by 71.9% from KES 4.3 billion 

(FY2012) to KES 7.4 billion (1Q2013). The impact of this was an increase 

in loan loss provision of KES 682 million compared to KES 42 million in 

provisions in 4Q2012. The ratio of non-performing loans/loans 

increased from 3.2% (4Q2012) to 5.4% (1Q2013).  

 

 

 

 

20.7% growth in PBT  

 

 

 

KES 8 billion in customer 

deposits mobilized in 3 months 

 

 

 

 

Only 48.3% of KES 8 billion in 

deposits lent out due to poor 

macroeconomic environment 

 

 

 

 

 

 

 

Marginal decline in interest 

income yields 

 

Cost of funds down from 0.8% 
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This was mainly attributed to a high NPL ratio from large SMEs which 

contributed 1.57% while exposure to consumer and micro enterprises 

contributed 0.59% and 0.09% respectively to the overall NPL ratio. The 

relatively high NPL ratio from Large SMEs was attributed to payment 

delays by the government.  

The management is of the view that this is not a major concern as the 

tagged loans will revert to performing loans once payments are 

made. 

Tier 1 capital/RWA just slightly above minimum required, in light of new 

prudential guidelines: The ratio of core capital/total risk weighted 

assets declined from 19.9% (4Q2012) to 15.0% (1Q2013). This mainly 

due to the introduction of new prudential guidelines that incorporate 

the requirements of Basel II (new computation of risk weighted assets). 

The minimum core capital/RWA has been increased by 2.5% to 10.5%. 

Equity Bank will need to ensure that it grows its profitability at a faster 

rate than the growth in risky assets on its balance sheet. 

However, the ratio of total capital/total risk weighted assets remained 

relatively high (22.7%) compared to the minimum required capital 

adequacy ratio of 14.5%. 

Outlook 

Possible accelerated lending going forward: The Central Bank recently 

lowered the benchmark Central Banking Rate (CBR) by 100 basis 

points to 8.5%, perhaps depicting its view of the direction of the 

lending rates in the economy. At the beginning of the year, several 

banks did indeed lower their lending rates, albeit marginally. We 

expect to see a slow but gradual decline in lending rates which will 

mostly depend on the prevailing cost of funds.  

In light of the foregoing, a recovery in business activity will boost 

Equity’s lending capacity, pushing the bank’s loan/deposit ratio to 

levels of above 80.0%. This, coupled with declining cost of funds, will 

cushion it from pressure on interest income as a result of potential 

further decline in yields. 

Growth consolidation: From the recently released 1Q2013 results, most 

of the banking activity was carried out in the bank’s domestic market. 

Most of the period’s growth in customer deposits (88.7%) and growth in 

loan book (66.5%) came from the domestic market. 

We believe that the management’s intention of stalling further 

regional expansion and instead concentrating on growth 

consolidation will give them a better focus in identifying more 

opportunities that exist, especially in the domestic market. 

Growth in agency network and transactions: The bank has continued 

to grow its agency network coverage across the country. During 

1Q2013, the bank added 548 agents pushing the total number of 

active agents to 6,892. 

The number of transactions carried out at the agency level surpassed 

that recorded at the branch level in December 2012.  
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above minimum required 

 

 

 

 

 

 

Expected recovery in business 

activity could boost lending 

 

 

 

 

 

Growth consolidation could 

increase focus in identifying 

emerging opportunities 



 
Equity Bank 1Q2013 Results Note                Faida Investment Bank          May 13, 2013 

6 | P a g e  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The trend continues to persist, with the number of transactions being 

carried out by agents during the quarter in review amounting to 2,215 

compared to 2,038 transactions carried out at the branch level.  

The value of deposit transactions handled by agents was KES 9.4 billion 

compared to withdrawals of KES 4.7 billion during the quarter. 

Tapping into diaspora remittances: Equity commands a market share 

of 13.0%. We expect growth in this market segment to continue, based 

on product and service offering. The total diaspora remittances in 

2012 stood at USD 1.2 billion compared to USD 891 million recorded in 

the previous year. During the quarter, about USD 40 million was 

channeled through Equity Bank. 

Rising commission income from merchant business: The total monthly 

turnover of merchant business grew from about KES 150 million at the 

beginning of 2010 to KES 1.1 billion by the end of 1Q2013. Out of this, 

commission income derived from the merchant business grew from 

less than KES 5 million in 2010 to stand at the current monthly levels of 

about KES 25 million in March 2013. Equity Bank has partnerships with 

firms that handle various forms of payments such as Visa Card, Master 

Card and China Union. This will increase the platforms through which 

customers can pay for their purchase, thereby increasing commission 

income. 

 

 

 

 

 

 

 

 

 

 

 

 

Activity at the agency level 

continue to surpass activity at 

the branch level 

 

 

 

13.0% market share in diaspora 

remittances 

 

KES 25 million monthly in 

commission from merchant 

business 


