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Profits improve marginally amid Q3 slowdown

ZENITHBANK released 9M’21 results last Friday, reporting a 2% vy/y
improvement in Gross earnings to 8519 billion. This came despite a 6% y/y
decline in Interest Income to #204 billion and an 8% decline in earnings in
Q3, which was caused by weaker Non-Interest Revenue (NIR) of §#66 billion,
a 13% qg/q decline. Furthermore, Net Interest Income also moderated 3%
g/q to 875 billion, as Interest Income grew by only 2% to #105 billion while
Interest Expense jumped 16% q/q to #30 billion, caused by a 20bps increase
in cost of funds to 1.9% for Q3, while asset yield worsened 10bps to 6.6%.

For the 9M period, the strong earnings in the previous quarter supported Net
Interest Income, which grew 4% y/y to 8235 billion, thanks to a 21% vy/y
decline in Interest Expense to &74 billion, while Interest income only
declined 3% y/y to #8309 billion. Meanwhile, NIR came in line with our
estimate, as net fees and commissions grew 32% y/y to 878 billion.

In terms of provisions, the bank reported a 15% y/y rise in impairment
charge to N29 billion, even as the bank’s NPL ratio came in lower y/y at
4.5%. Furthermore, Opex grew 12% y/y to 8218 billion, mainly driven by
the 23% y/y jump in AMCON charges. Overall, this led to a marginal growth
in PBT to #8180 billion, 3% below our #185 billion estimate, while PAT also
came in 1% higher y/y at 8161 billion. This yielded an EPS of #5.12 (9M'20:
§N5.07) while the bank’s ROAE and ROAA came in at 19.3% and 2.6%
respectively.

FY’'21 profit projections moderated marginally on Q3 slowdown
Based on Q3 performance and only slight variation from our forecast, we
have adjusted our FY expectations slightly. Firstly, we have adjusted our
Interest expense forecast to #104 billion (Previous: #88 billion), which
lowers our Net-Interest Income estimate to #309 billion (Previous: §320
billion) and gives an implied FY'21 Net Interest Margin of 4.7% (Previous:
4.9%).

Cost-wise, we maintain our previous loan loss provisions forecast of ®39
billion for the full -year (FY’20: 40 billion), in light of the bank’s current
position on provisioning. Finally, we have raised our Opex forecast slightly
to N274 billion (Previous: 8271 billion), driven by a faster than expected
growth in personnel expenses in Q3. Ultimately, this gives us a new PBT
expectation of 8259 billion (Previous: 8272 billion) and PAT of §226 billion
(Previous: #®237 billion), yielding an EPS estimate of #7.19 (Previous:
N7.55) and DPS of 8#3.20/share (Previous: #3.30).

Given our new earnings projections, we have lowered our 12-month Target
Price to #37.06 (Previous: 8¥37.22) and maintain our BUY rating. The stock
is currently trading at a 47% discount to our target price and has a P/B value
of 0.7x, compared to Tier-I average of 0.6x
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Target price N37.06
Company Statistics

Price (M) 25.25
Market Cap (#'Mn) 792,749
Shares Outstanding (Mn) 31,396
P/B (FY'21) 0.6x
P/E (FY'21) 3.5x%
NSE ZENITHBANK
Bloomberg ZENITHBA:NL
Reuters ZENITHBANK: LG

Ownership Structure

James Ovia CON MFR 16.15%
Others 83.85%
Share Price Performance

30 Days 7.45%
YTD 1.20%
365 Days 19.39%

Price Movement (Rebased)

1.2
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Source: NSE, Vetiva Research

Business Description

Zenith Bank PLC (ZENITHBANK) is one of Nigeria’s
largest lenders. The bank offers its clients wide
range of corporate, investment, business and
personal banking products and solutions across
500+ branches, predominantly in Nigeria, with
subsidiaries in the UK, Ghana, Sierra Leone and
Gambia, as well as representative offices in South
Africa and China.
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N'million Estimate Variance
Gross Earnings 518,673 508,975 2% 520,159 0% 173,114 188,250 -8%
Net Interest Income 234,746 225,179 4% 239,938 -2% 74,806 76,772 -3%
Impairment charges -28,798 -25,108 15% -29,524 -3% -8,999 -15,944 -44%
Non-Interest Revenue 192,769 173,488 11% 192,345 0% 66,001 75,567 -13%
Operating Expense -218,907 -196,276 12% -217,627 1% -69,057 -80,358 -14%
Profit After Tax 160,594 159,315 1% 165,343 -3% 54,475 53,059 3%
YTD Vetiva a/q
9M'21 FY'20 Change Estimate Variance Q3'21 Q2'21 Change
Loans and Advances 3,020,414 2,624,367 15% 2,866,933 5% 3,020,414 2,837,445 6%
Deposits 6,040,887 4,904,998 23% 5,873,902 3% 6,040,887 5,770,434 5%
Total Assets 8,751,587 7,580,114 15% 8,771,351 0% 8,751,587 8,515,471 3%
2
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Income statement 2019A 2020A 2021E 2022F 2023F 2019A 2020A 2021E 2022F 2023F
A'mil N'mil N'mil N'mil N'mil $'mil $'mil $'mil $'mil $'mil
Gross Earnings 662,251 696,450 698,332 784,718 800,339 1,720 1,809 1,814 2,038 2,079
Interest income 415,563 420,813 413,465 491,243 497,804 1,079 1,093 1,074 1,276 1,293
Interest expenses (148,532) (121,131) (103,969) (103,492) (111,544) (386) (315) (270) (269) (290)
Loan loss provision (24,032) (39,534) (39,548) (31,139) (29,265) (62) (103) (103) (81) (76)
Net interest income 242,999 260,148 269,947 356,612 356,995 631 676 701 926 927
Non-interest revenue 232,120 251,745 263,500 269,496 278,317 603 654 684 700 723
Operating income 499,151 551,427 572,995 657,247 664,577 1,296 1,432 1,488 1,707 1,726
Operating Expense (231,825) (256,032) (274,153) (303,038) (305,915) (602) (665) (712) (787) (795)
PBT 243,294 255,861 259,295 323,070 329,396 632 665 673 839 856
Taxation (34,451) (25,296) (33,708) (41,999) (42,822) (89) (66) (88) (109) (111)
PAT 208,843 230,565 225,586 281,071 286,575 542 599 586 730 744

Balance Sheet 2019A 2020A 2021E 2022F 2023F 2019A 2020A 2021E  2022F 2023F

N'mil N'mil N'mil 'mil 'mil $'mil $'mil $'mil $'mil $'mil
%ansg‘sa”d Short-term 936,278 1,591,768 1,909,286 2,645,175 2,912,325 2,432 4,134 4,959 6,871 7,564
Interbank Placement 707,103 810,494 851,019 893,570 982,927 1,837 2,105 2,210 2,321 2,553
ISZ"cisrtIE“eeS”t in 591,097 996,916 1,096,608 1,206,268 1,326,895 1,535 2,589 2,848 3,133 3,446
Loans and Advances 2,305,565 2,779,027 3,109,075 3,105,908 3,506,015 5,988 7,218 8,076 8,067 9,107
E;%?S:;’é:t”d 185,216 190,170 195,875 201,751 207,804 481 494 509 524 540
Total Assets 6,346,879 8,481,272 9,392,829 10,422,274 11,540,902 16,485 22,029 24,397 27,071 29,976
/'ifcp;fri]tt:”d Current 4,262,289 5,339,911 6,250,500 6,944,245 7,715,607 11,071 13,870 16,235 18,037 20,041
Total Liabilities 5,404,993 7,363,799 8,148,628 9,009,867 9,964,330 14,039 19,127 21,165 23,402 25,881
Total Equity 941,886 1,117,473 1,244,201 1,412,406 1,576,572 2,446 2,903 3,232 3,669 4,095
Ratios 2019A 2020A 2021E 2022F 2023F
Cost to Income Ratio -48.79% -50.02% -51.39% -48.40% -48.15%
ROAE 23.78% 22.39% 19.11% 21.16% 19.18%
ROAA 3.39% 3.11% 2.52% 2.83% 2.61%
Loan to Deposit Ratio 54.09% 52.04% 49.74% 44.73% 45.44%
EPS 6.65 7.34 7.19 8.95 9.13
DPS 2.80 3.00 3.20 3.60 3.90
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Disclosures Section

The research analyst(s) denoted by an “*” on the cover of this report certifies (or, where multiple research analysts are primarily
responsible for this report, the research analysts denoted by an “*” on the cover or within the document individually certifies, with
respect to each security or issuer that the research analyst(s) cover in this research) that: (1) all of the views expressed in this report
accurately articulate the research analyst(s) independent views/opinions, based on public information regarding the companies,
securities, industries or markets discussed in this report. (2) The research analyst(s) compensation or remuneration is in no way
connected (either directly or indirectly) to the specific recommendations, estimates or opinions expressed in this report.

Ratings Definitions
Vetiva uses the following rating system:

Buy rating refers to stocks that we consider highly undervalued, but with strong fundamentals, and where potential return in excess
of or equal to 15.00% is expected to be realized between the current price and analysts’ target price.

Hold rating refers to stocks that we consider correctly valued with little upside or downside, and where potential return between
+5.00 and+14.99% is expected to be realized between current price and analysts’ target price.

Sell rating refers to stocks that we consider overvalued, but with good or weakening fundamentals, and where potential return below
+5.00% is expected to be realized between current price and analysts’ target price.

Rating Suspended: applies to a stock when investment rating has been suspended because there is no sufficient fundamental basis
for determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target price.

Extra-normal situations: The standard rating methodology as defined above does not however apply in extra-normal situations.
We define an extra-normal situation as one where mostly non-quantitative material considerations and factors which cannot be
reasonably and reliably estimated are considered in providing a recommendation on a stock. In such cases, the analyst may use
professional judgement at their own discretion to assign ratings which may contradict the expected rating based on the standard
rating methodology.

Analysts’ Compensation: The research analyst(s) responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which
include revenues from, among other business units, Investment Banking and Wealth Management.

Valuation and Risks: Please see the most recent company-specific research report for an analysis of valuation methodology and
risks on any security recommended herein. You can contact the analyst named on the front of this note for further details.

Frequency of Next Update: An update of our view on the company would be provided when next there are substantial
developments/financial news on the company.

Conflict of Interest: It is the policy of Vetiva Capital Management Limited and its subsidiaries and affiliates (individually and
collectively referred to as “Vetiva”) that research analysts may not be involved in activities that suggest that they are representing
the interests of Vetiva in a way likely to appear to be inconsistent with providing independent investment research. In addition,
research analysts’ reporting lines are structured so as to avoid any conflict of interests. For example, research analysts are not subject
to the supervision or control of anyone in Vetiva’s Investment Banking or Sales and Trading departments. However, such sales and
trading departments may trade, as principal, on the basis of the research analyst’s published research. Therefore, the proprietary
interests of those Sales and Trading departments may conflict with your interests.

Company Disclosure:
Vetiva may have financial or beneficial interest in securities or related investments discussed in this report, which could,

unintentionally, affect the objectivity of this report. Material interests which Vetiva has with companies or in securities discussed in
this report are disclosed hereunder:

Company Disclosure
ZENITHBANK

a. The analyst holds personal positions (directly or indirectly) in a class of the common equity securities of the company

Please Read: Important disclosures and analyst’s certification appear in Appendix
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b. The analyst responsible for this report as indicated on the front page is a board member, officer or director of the Company

Vetiva is a market maker in the publicly traded equities of the Company

. Vetiva has been lead arranger or co-lead arranger over the past 12 months of any publicly disclosed offer of securities of the

Company

Vetiva beneficially own 1% or more of the equity securities of the Company

Vetiva holds a major interest in the debt of the Company

Vetiva has received compensation for investment banking activities from the Company within the last 12 months

Vetiva intends to seek, or anticipates to receive compensation for investment banking services from the Company in the next 3

months

i. The content of this research report has been communicated with the Company, following which this research report has been
materially amended before its distribution

j. The Company is a client of Vetiva

k. The Company owns more than 5% of the issued share capital of Vetiva

Vetiva has other financial or other material interest in the Company

ao

SQ ™o

Important Regional Disclosures

The analyst(s) involved in the preparation of this report may not have visited the material operations of the subject Company (ies)
within the past 12 months. Commission is the commission rate or the amount agreed with a customer when setting up an account or
at any time after that. To the extent this is a report authored in whole or in part by a Non-U.S. analyst and is made available in the
U.S., the following are important disclosures regarding any Non-U.S. analyst contributors: The Non-U.S. research analysts (denoted
by an * in the report) are not registered/qualified as research analysts with FINRA; and therefore, may not be subject to the NASD
Rule 2711 and NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held
by a research analyst account. Each analyst (denoted by an *) is a Non-U.S. Analyst and is currently employed by Vetiva.

Legal Entities

Vetiva Capital Management Limited is registered with the Nigerian Securities & Exchange Commission (SEC) to conduct Issuing House,
Financial Advisory, Fund/Portfolio Management business. The subsidiary, Vetiva Securities Limited is licensed by the SEC and the
Nigerian Stock Exchange to operate as a Broker/Dealer in the Nigerian Capital Market. Vetiva Trustees Limited, which is also a
subsidiary of Vetiva Capital Management Limited, is licensed by the SEC to carry on Trusteeship business in Nigeria.

General

This research report is based on public information which the research analyst(s) consider credible and reliable. Facts and views
presented in this material have not been reviewed by, and may not reflect information known to, professionals in other business areas
of Vetiva, including the Investment Banking team and the Wealth Management team, as Vetiva has established information barriers
between its Research team and certain business groups. Whilst reasonable care has been taken in preparing this report, no
responsibility or liability is accepted either by Vetiva, its officers or any of its employees for any error of fact or opinion expressed
herein. No reliance should be placed on the accuracy, fairness or completeness of the information contained in this report as it has
not been verified by the research analyst(s) involved or the companies whose securities have been referred to except as otherwise
disclosed. Neither Vetiva nor any of its officers or employees including the research analyst(s) warrant or represent the accuracy or
completeness of information set out in this report. Any ratings, forecasts, estimates and opinions set forth in this report constitute
the analyst(s) position as at the date and time of this report and may not necessarily be so after the report date and time, as they
are subject to change without notice. It is also instructive to note that a company’s past performance is not necessarily indicative of
its future performance as estimates are based on assumptions that may or may not be realized.

The value, price or income from investments mentioned in this report may fall, as well as rise, due to economic conditions, industry
cycles, market indices, operational or financial conditions of companies or other factors. Thus, Vetiva and its officers and employees
shall not accept liability for any loss arising from the use of this report or its contents in making investment decisions or
recommendations. This report provides general information only. It is not intended to provide personal investment advice and does
not take into account the specific investment objectives, financial situation and the particular needs of any specific person.
Investments and securities discussed in this report may not be suitable for all investors and certain investors may not be eligible to
purchase or participate in some or all of them. Users of this research report should independently determine the suitability and
evaluate the investment risks associated with investments and securities discussed in this report. All investors are solely responsible
for their investment decisions. Any decision to purchase or subscribe for securities in any offering must be based solely on existing
public information on such security or the information in the prospectus or other offering document issued in connection with such
offering, and not on this report. Vetiva, through business units other than Vetiva Research, may have issued and may in the future
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issue trading ideas or recommendations that are inconsistent with, and reach different conclusions from, the information presented
in this report.

Such ideas or recommendations reflect the different time frames, assumptions, views and analytical methods of the persons who
prepared them, and Vetiva is under no obligation to ensure that such other trading ideas or recommendations are brought to the
attention of any recipient of this report. Vetiva may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report. To the extent that this report discusses any legal proceeding or issue, it has not
been prepared as nor is it intended to express any legal conclusion, opinion or advice. Information relating to the tax status of
companies whose securities are discussed in this report is not intended to provide tax advice or to be used by anyone to provide tax
advice.

By accepting and making use of this research report, you agree to be bound by the foregoing limitations.

No portion of this document may be reprinted, sold or redistributed without the written consent of Vetiva Capital Management Limited.
Vetiva research report is disseminated and available primarily electronically, and, in some cases, in printed form.

Additional information on recommended securities/instruments is available on request.

© 2021 Vetiva Capital Management Limited. All rights reserved.
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