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Recommendation Current Price Target Price

KES 25.35

BUY KES 22.05

Summary

* 1&M Group exceeded in-house expectation to record a modest 15.2% yly
growth in net earnings to KES 13.34Bn throughout 2023. Revenue growth was
driven by accelerated customer growth across subsidiaries — prompting an upswing in
both funded and non-funded incomes. Net interest margin flatlined at 6.6% attributable
to an offsetting rise in cost of funds to the improved yield on interest earning assets.

* The Board of Directors recommend a first and final Dividend of KES 2.55
per share. This distribution fell within our expected range, translating to a dividend
payout ratio of 31.6%. The dividend will be payable on 24™ May 2024 to shareholders
on register as of 18" April 2024.

Key Highlights

*  Robust Core Banking Performance: Growth in Net Interest Income accelerated
markedly by 14.9 ppts yly to 24.8% driven by organic demand growth and credit up
pricing in the last quarter of 2024. Non-funded income grew 10.4% y/y to KES 14.05Bn
— prompted by increased digital transaction volumes. The average Yield on Interest
Earning Assets paced up |19bps y/y to 11.99% whereas the cost of funds hastened
I 18bps yly to 5.40% - reflecting the rising interest rate landscape. The lender’s
continued focus on inexpensive deposit mobilization paid off as evidenced by the
500bps y/y improvement of the CASA ratio to 47%.

* Asset Quality Deterioration: Gross Non-Performing Loans (NPLs) significantly
increased by 41.7% yly to KES 35.37Bn — triggering a 90bps y/y increase in the Gross
NPL ratio to 10.8%. NPL coverage declined by 16.2% yly to 55.76%. In response to
the mounting credit risks, the management team raised credit impairment provisions
by 31.0% yl/y — adopting a cautious and prudent approach amidst a highly uncertain

macroeconomic environment.
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Balance Sheet Dynamics Chart 2: Faster Deposit Mobilization
Customer deposits grew 33.4% yly to KES 416.67Bn — driven by faster 500,000 Ee 76% 78%
customer growth in Kenya, Rwanda, and Mauritius subsidiaries. This supported 400,000 T 7o
a further 30.5% y/y expansion of the loan book to KES 311.33Bn. Management
300,000 74%
strategically increased its stock of government securities by [8.5% yly,
capitalizing on the attractive yields offered throughout 2023. Despite the sharp AU 7255
rise in yields, the bank proactively managed its duration risk of investment 100,000 70%
securities portfolio, resulting in a 55.7% y/y decrease in fair value losses from ; 68%
government securities to KES [.33Bn. The lender leaned back into local FY'l9 FY20 FY21 FY22 FY23
currency, with upto 68% of its balance sheet denominated in local currency, = Net Loans F Customer Deposits
affording a fair hedge against adverse foreign exchange movements. CCHL R BRI
Source: Company filings, AIB-AXYS Research.
Declining Efficiency
Chart 3: Subsidiary Growth in Pre-tax Earnings
The Cost-to-Income ratio (excluding loan-loss provisions) increased 253bps y/y
145% 9
to 47.6% attributable to increased investments in platform enhancements and I i s 12.1 150%
brand marketing efforts. The cost-to-income ratio was notably higher in Uganda 10 A I 1907
24% o
at 80% - driven by lagged income growth in the market. Management outlined A 1% S
their target of reducing the Group cost-to-income ratio to 45% - reflecting a 5 26 -38% 0%
1.9 * o
commitment to optimize cost efficiencies across subsidiaries. 0.3 l . 04 o
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We anticipate the lender's growth to be propelled balanced growth in
® Subsidiary PBT A Y/, th
corporate and institutional banking as well as personal and business banking. e Al
We expect the continued investments in digital channels to scale the lender’s Source: Company filings, AIB-AXYS Research.
digital footprint to drive revenue growth and enhance efficiency. We further Chart 4: Resilient Net Interest Margin
anticipate the group's deepening market penetration and strategic global
partnerships to unlock new growth opportunities in trade finance. o o

o 9 | 0.8%
10.3% 9.8% 10.5%

. 6.6%
Recommendation 5.5%

*  We upgrade our recommendation to BUY on I&M Group on
account of its rebounded subsidiary performance amid ongoing 4.8% e

implementation of Imara 3.0 strategic plan. At the current market 0.0%

FY'19 FY'20 FY'21 FY'22 FY'23
price, the stock is trading at P/E ratio of 2.9x and a P/B ratio of 0.4x. Our

[ [ —
one-year target price for I&M Group currently stands at KES 25.35 - Cost of Funds NIMS YIEA
representing a c.15.0% upside potential from current levels. Source: Company filings, AIB-AXYS Research
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Income Statement (KES Mn) FY'20 FY'21 FY'22 FY'23 % yly change

Net Interest Income 15,509.8 15,599.6 20,876.9 A 24.8%
Net non-Interest Income 8,285.5 8,637.8 8,735.6 A 10.4%
Total Operating income 23,795.4 24,237.3 29,612.5 35,668.1 A 197%
Provision for Impairment (636.5) (2,472.8) (4,199.6) A 31.0%
Total Operating expenses (10,097.3) (12,606.4) (17,748.5) A 27.5%
Profit before tax 13,698.1 11,631.0 11,864.0 A 8.0%

Profit after tax 10,768.6 8,412.6 8,623.9 11,583.7 A 152%
Core EPS Annualized 6.23 4.88 4.92 A 12.7%
DPS 25 225 1s0 A 133%

Balance Sheet (KES Mn) FY'20 FY'21 FY'23 % yly change

Government Securities 53,9243 89,841.9 A 185%
Loans and Advances 175,329.4 187,391.3 210,619.7 238,590.1 A 30.5%
Total Assets 315,290.7 358,099.8 415,180.7 436,599.6 A 328%
Customer Deposits 229,736.5 262,681.4 296,746.5 312,335.9 A 334%
Total Liabilities 254,428.5 290,036.7 341,132.6 354,950.1 A 36.4%
Shareholder's Funds 57,738.6 64,189.3 69,593.0 76,517.5 A 152%

Ratio Analysis FY'20 FY'21 FY'22 % yly change

Spreads Analysis

Yield on Assets A 12%
Cost of Funds A 12%
Net Interest Margin A 0.0%
ROaE -

ROaA V (0.1%)
Profit Margin v (1.2%)
Operating Efficiency

Cost to Income Less LLP A 25%
Cost to Assets less LLP V (0.2%)
Loan to Deposit V (1.7%)
Asset Quality

NPL A 0.9%
NPL Coverage V (16.2%)
Cost of Risk A 4%
Capital Adequacy

Core Capital/ TRWA 17.3% 16.3% V (1.8%)
Total Capital /TRWA 21.2% 20.5% V (1.6%)
Liquidity 46.3% 46.1% V (1.4%)

Page | 4



AIBAYS

AFRICA

www.aib-axysafrica.com

Stockbroking | Bond Trading | Corporate Finance | Derivatives

CONTACTS

Research Desk Equities Dealing Bond Dealing

Ronny Chokaa Nina Goswami Crispus Otieno

Senior Research Analyst Bernard Kung’u Titus Marenye

Stacy Makau Benard Gichuru Aundrina Musyoka

Research Analyst Anthony Kiambati Kenneth Minjire

Hawa Yawe Samuel Githinji Email: trading@aib-axysafrica.com

Zainab Monyani Sheema Shah

. Samuel Wachira
Alex Sanja
Benson Ngugi

Email: research@aib-axysafrica.com
Email: trading@aib-axysafrica.com

Disclaimer

AIB-AXYS Africa and its parent company AXYS Group seek to do business with companies covered in their research reports. Consequently, a conflict of interest may arise that could affect the objectivity of this report.
This document should only be considered a single factor used by investors in making their investment decisions. The reader should independently evaluate the investment risks and is solely responsible for their investment
decisions. The opinions and information portrayed in this report may change without prior notice to investors.

This publication is intended solely for informational purposes and is not authorized for public distribution or use by the public media without prior and express written consent of AIB-AXYS Africa or AXYS Group.
Redistribution or dissemination of this material, in whole or in part, is strictly prohibited and may lead to legal actions. By accessing this report, you acknowledge and agree to abide by these terms, ensuring the security and

confidentiality of its contents.

This document does not constitute an offer, or the solicitation of an offer, for the sale or purchase of any security. Whilst every care has been taken in preparing this document, no representation, warranty or undertaking

(express or implied) is given and no responsibility or liability is accepted by AIB-AXYS Africa or any of its employees as to the accuracy of the information contained and opinions expressed in this report.

Unlock our Exclusive Research spanning
Macroeconomics, Equities, Fixed Income, and Sector-Specific
Analyses now seamlessly on AlphaSense, LSEG,
Tellimer, and S&P platforms

S&P Global  45:¥ Tellimer

o~

AlphaSense LSEG

Page | 5


mailto:research@aib-axysafrica.com
mailto:trading@aib-axysafrica.com
mailto:trading@aib-axysafrica.com

