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MERISTEM

Strong Retail Business Solidifies Earnings Growth Recommendation: BUY  TP: 29.59

CP: 22.00 UPP: +34.50%

Summary: Zenith Bank Plc. (ZENITHBANK) reported an impressive topline performance in the first half of 2022. The
group’s interest income improved by 18.54% YoY driven majorly by loan book expansion and elevated yield environment.

Financial Highlight (NGN'bn)

Likewise, advancement in fees on electronic products propelled nonfunded income by 8.78% YoY. Thus, gross earnings AL T L L e AL UL LS
increased significantly to NGN395.79bn (+14.54%YoY). Although Current Account Savings Account to total deposit (CASA) Gross Earnings 395 79 345 56 +14 549
mix improved to 90.57% in H1:2022 (vs. 75.59% in H1:2021), cost of funds increased by 10bps. The increased funding cost | I '
is due to higher interest expenses accrued on term deposits and borrowed funds (accounted for c. 67% of total interest hterest IncaimE 241.73 203.93 +18.54%
expenses). Also, operating expenses and income tax increased by 19.19% YoY and 69.95% YoY, respectively. However, Non-Interest Income 154 07 141 63 +8.78%
growth in operating income spurred a 4.98% YoY increase in Profit After Tax (PAT) to sit at NGN111.41bn in H1:2022. _ '
Operating Expenses 178.60 149.85 +19.19%
Positive: Increased Net Interest Margin (7.10% in H1:2022 vs. 6.50% in H1:2021). . '

, , , , , _ _ , Operating Income 313.69 281.77 +11.33%
Negatives: Higher cost-to-income ratio (56.94% in H1:2022 vs 53.18% in H1:2021), lower return on equity (17.50% in '
H1:2022 vs. 18.80% in H1:2021). PBT 130.01 117.06 +11.06%
Outlook: We expect that improved yield environment and strong growth in its retail business will support earnings. Thus, PAT 111.41 106.12 +4 98%,
gross earnings is projected to be NGN840.63bn while PAT is expected at NGN250.19bn for 2022FY. Balance Sheet H1:2022 2021A  YtD % Change

- Loans and Advances
Valuation Stock Highlights . ¢ —ZENITHBANK —NGXAS| Lol S140% SSSR0E +23.10%
Trailing EPS 7.95  YrHi 27.40 | Other Assets 5,984.33 6,092.12 1.77%
BVPS 40.52 yr o 18.90 W Total Assets 10.115.36 0,447 .84 +7 079
P/E 277 y1p return 12.51% : o
P/BV 0.54 - L0170 075 L Deposits from Customers 7,152.96 0,472.05 +10.52%
eta 0.45 ' |
Target PE 3.71x . Other Liabilities 1690.12 1 696.13 () RE0
Dec-2022 Exp. EPS 708 Adjusted Beta 0.63 o U897k
Dec 2022 Target Shares outstanding 31.40bn Total Liabilities 8,843.09 8,168.18 +8.26%
price NGN29.59 Market cap [NGN] 690.72bn 0 Shareholders’ Fund 1.272.28 1.279.66 _0.58%
. : : Aug-21 Dec-21 Apr-22 Aug-22 0070
Current Price NGN22.00 Financial year end December

Key Metrics H1:2022 2021A  3-yr Hist. Avg

Net Interest Margin 7.10% 6.70% 7.60%

Sensitivity Analysis of Dec-2022 Target Price to key model inputs Min 28.43

Cost of Funds 1.40% 1.50% 2.20%

EPS Max 30.77 Capital Adequacy Ratio 21.00% 21.00% 22.00%

7.88 7.93 7.98 8.03 8.08 Non-Performing Loan Ratio 4.40% 4.20% 4.217%

3.61x 28.43 28.61 28.73 28.97 23.15 Liquidity Ratio 60.50% 71.60% 65.03%

3.66X 28.83 29.01 29.19 29.37 29.56 Return on Equity 17 .50% 20.40% 22 20%

Target P/E 3.71x 29.22 29.40 29.59 29.78 29.96 Asset Turnover 0.04x 0.09x 0.10x
3.76x 29.61 29.80 29.99 30.18 30.36 Cost-to-Income Ratio 56.94% 50.80% 49.87%

3.81x 30.01 30.20 30.39 30.58 30.77 Financial Leverage 7.95x [.38X 0.61x

*TP=Target Price, CP= Current Price, UPP=Upside Potential, EPS= Earnings Per Share, BVPS= Book Value Per Share, P/E=Price to
Earnings, P/BV= Price to Book Value, T= Trailing, A= Actuals
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benefit the investor clients of Meristem Securities Limited (the Firm). Like all of the Firm’s employees,
research analysts receive compensation that is impacted by overall Firm profitability, which includes
revenues from other business units within the Firm.

(3) each research analyst and/or persons connected with any research analyst may have interacted
with sales and trading personnel, or similar, for the purpose of gathering, synthesizing and
interpreting non-material non-public or material public market information.

As at the date of this report, any ratings, forecasts, estimates, opinions or views herein constitute a
judgment, and are not connected to research analysts’ compensations. In the case of non-currency
of the date of this report, the views and contents may not reflect the research analysts’ current
thinking. This document has been produced independently of the Issuer. While all reasonable care
has been taken to ensure that the facts stated herein are accurate and that the ratings, forecasts,
estimates, opinions and views contained herein are fair and reasonable, neither the research
analysts, the Issuer, nor any of its directors, officers or employees, shall be in any way responsible for
the contents hereof, and no reliance should be placed on the accuracy, fairness or completeness of
the information contained in this document. No person accepts any liability whatsoever for any loss
howsoever arising from any use of this document or its contents or otherwise arising in connection
therewith.

Analysts’ Compensation
The equity research analysts 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.

Investment Ratings
Fair Value Estimate

We estimate stock’s fair value by computing a weighted average of projected
prices derived from discounted cash flow and relative valuation methodologies.
The choice of relative valuation methodology (ies) usually depends on the firm’s
peculiar business model and what in the opinion of our analyst is considered as a
key driver of the stock’s value from a firm specific as well as an industry
perspective. However, we attach the most weight to discounted cash flow
valuation methodology.

Target Price Estimate

While we believe that the fair value is underpinned by the future benefits stream
and growth outlooks, which are primary drivers of value, the market might not
align to the fair value estimate within the estimated investment horizon. Thus, we
do not derive our target price from the fair value but from a trading perspective
using the year projected earnings or book value and the respective target
multiples. Notwithstanding, we are of the opinion that the variance between the
two should not be too significant.

Ratings Specification

BUY: Target Price of the stock is above the current market price by at least 10
percent

HOLD: Target Price of the stock ranges between -10 percent and 10 percent
from the current market price.

SELL: Target Price of the stock is more than 10 percent below the current market
price.




Movements in Price Target Company disclosures

Company Name: Zenith Bank Plc Meristem or the analyst(s) responsible for the coverage 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,

N
I Taer\glgvet Previous New which Meristem or the analyst(s) have with companies or in securities discussed
Date Price (N) Price(N) Price (N) Recommendation = Recommendation llaiEeport, are disclosed below:
26-Aug-2022  22.00 29.79 29.79 BUY BUY Company Disclosure

Zenith Bank Plc

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

b. The analyst responsible for this report, as indicated on the front page, is a
board member, officer or director of the company

C. Meristem beneficially owns 1% or more of the equity securities of the
company

d. Meristem has been the lead manager or co-lead manager of any publicly
disclosed offer of securities of the company over the past 12 months.

e. Meristem beneficially holds a major interest in the debt of the company

f. Meristem has received compensation for investment banking activities
from the company within the last 12 months

g. Meristem intends to seek, or anticipates receipt of compensation for
investment banking services from the company in the next 3 months

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

I The company is a client of the stock broking division of the Meristem
group.

J. The company is a client of the investment banking division of the
Meristem group.

k. Meristem is the registrar to the company.

. The company owns more than 5% of the issued share capital of Meristem
m. Meristem has other financial or other material interest in the company.
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Meristem Research can also be accessed on the following platforms:

Meristem Research Portal: research.meristemng.com
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