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 In this note we address questions on the state of ICB’s balance sheet. By publishing 
ICB’s asset risks and stress-testing them, we hope to close the chapter on the de-
marketing of this name and provide investors with the means to assess these risks. 

 Margin loan exposure. From our discussions with ICB, we understand that its 
margin loan exposure is NGN90bn, 15% of its total loans. The current cover on this book 
stands at 70%. Moreover, there are an additional 10% of collateralised assets against 
this book. 

 Downstream exposure. While the group’s total oil and gas exposure is 
NGN105bn, its exposure to the downstream oil and gas market is NGN42bn (7% of total 
loans). The trouble loans in this sector represent around NGN15bn, as per ICB. 

 Equity exposure. As at 9M09, the group had NGN27bn of equity investments (at 
cost) on balance sheet. Note that its proprietary investments are impaired for a fall in 
market value. Provisions for impairments at 9M09 were NGN1.4bn. 

 We believe that total capital at risk is NGN90bn, on the aggressive 
assumption that 1) margin cover is 50%; 2) downstream non-performing loans 
(NPLs) are 75% of total exposure; and 3) 50% of its equity book is impaired. 
Notably, post this charge, ICB’s 9M09 capital ratio would be 15% (vs 25% at 9M09); 
5 ppts above the minimum requirement. 

 Risks: operational not capital. Post its 2007/2008 capital raisings, we 
believe ICB has the capital to absorb its asset risks. The challenges to ICB, and the 
Nigerian banking sector as a whole, will be in its ability to restructure its balance 
sheet and reduce its cost base. 

 The proof will be ICB’s FY09 results. While ICB’s 9M09 figures should 
demonstrate that the company is sound, we believe that its FY09 results will provide 
further evidence of its resilience despite the de-marketing efforts against it. We maintain 
our HOLD rating and lower our target price to NGN10/share (from NGN13). 

 

Figure 1: Price performance – 52 weeks Figure 2: Sector stock performance – 3 months 
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 Summary financials and ratings 

 
Assets 
($mn) 

Equity 
($mn) 

Earnings 
($mn) 

EPS 
($ cents) P/E Earnings 

growth 
EPS  

growth  
Price/ 
Book RoAA RoAE Dividend 

yield 
Feb 2006 2,867 423 59 0.82 6.2x 24% -38% 1.30x 2.64% 17.0% 6% 
Feb 2007 5,978 1,331 121 1.13 4.7x 105% 37% 0.45x 2.82% 14.3% 10% 
Feb 2008 10,237 1,468 286 1.93 2.9x 137% 71% 0.62x 3.24% 19.1% 12% 
Feb 2009E 8,532 1,593 223 1.18 3.8x -22% -39% 0.56x 2.55% 15.6% 8% 
Dec 2010E 12,348 2,019 334 1.77 2.7x NM NM 0.46x 3.10% 17.9% 15% 

Source: Company data, Bloomberg, Renaissance Capital estimates 

Important disclosures are found at the Disclosures Appendix. This research material is released by Renaissance Securities (Cyprus) Limited. 
Regulated by the Cyprus Securities & Exchange Commission (License No: KEPEY 053/04). 
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In this note, we address the market’s concerns on the state of ICB’s balance sheet.  

By publishing ICB’s asset risks and stress-testing them, we hope to close the 
chapter on the de-marketing of this name and provide investors with the means to 
assess these risks.  

With the data provided in this note, ICB has now disclosed more information on its 
balance sheet than most of its peers. In our opinion, this demonstrates 
management’s commitment to transparency and improved corporate governance. 

We intend to move the debate on ICB forward to the real operational challenges at 
the company, which centre on its ability to restructure its balance sheet and reduce 
its cost base in a high risk and slowing macro growth environment. Note that these 
challenges are not limited to ICB, but are shared across the entire Nigerian banking 
landscape. 

 

The investment case 
We maintain our HOLD rating on ICB and adjust our target price to NGN10 per 
share (from NGN13 per share) to reflect the impact of the asset haircuts that we 
view as appropriate when valuing the company. Note that, these asset haircuts 
relate to its margin, downstream oil and gas, and equity exposures.  

We take this approach to valuing ICB because the market is currently pricing the 
stock as a distressed asset and not as a going concern. Based on its historical 
figures, the market is now pricing ICB at 0.62x its FY08 book and 2.88x its FY08 
earnings. Relative to its 9M09 results, ICB is being priced at 0.54x its book and 
2.92x its annualised earnings.  

At these levels, we believe that the market is pricing significant capital charges and 
discounting all future earnings growth. While future capital charges should be 
deducted from the bank’s equity, the amount being deducted is not reflective of the 
risks in ICB’s balance sheet, in our view.  

Although the total capital at risk at ICB was around NGN45bn at 9M09, we are 
aggressively assuming NGN90bn of risks. To derive this figure we assume that 1) 
the cover on the margin loan book is only 50%, instead of the 80% cover that 
management has indicated; 2) the troubled book of downstream oil and gas loans is 
NGN32bn, instead of the NGN15bn that management has quoted; and 3) the equity 
impairment will be equal to 50% (NGN13.5bn) of all equity investments at 9M09 
(NGN27bn) on top of the NGN1.4bn charge that ICB has already taken against its 
equity positions.  

After adjusting the group’s 9M09 capital base for this capital charge (NGN90bn), 
ICB’s pro forma CAR would be 15% (vs 25% at 9M09). This means that its CAR 
would still be 5 ppts higher than the minimum requirement of 10%. In other words, 
ICB will still have NGN48bn of excess capital post these aggressive charges.  

While there are risks to ICB’s capital base and these risks need to be appropriately 
priced in by the market, as highlighted above, they can be absorbed by the ICB 
balance sheet, in our view. While maintaining its solvency is not a challenge for the 

Executive summary 
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group, we believe that the key operational concerns relate to its balance sheet 
structure and cost base.   

To upgrade our rating on the stock, ICB would have to demonstrate that it can 1) 
manage the volatility in its balance sheet and we expect its FY09 results to begin to 
demonstrate this; and 2) lower its cost base to adjust to the high risk, lower growth 
environment that will likely characterise 2009-2010, in our view.  
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In this section, we detail ICB’s asset risks as provided by the company and in the 
following section we stress test these risks and assess the potential capital impact of 
direct equity charges. 

 

Margin loan exposure 
As at 9M09 (Nov 2008), ICB Bank and the group had margin loan exposure of 
NGN85bn and NGN90bn, respectively. As shown below, its margin loans 
represented 14.7% and 15.3% of bank and group loans, respectively. 

Figure 3: Intercontinental Group bank margin loan exposures, 9M09 (NGNmn) 
  ICB Bank ICB Group 
Margin loans 85,224 90,000 
- % of total loans 14.7% 15.3% 
Total loans 580,662 586,337 

 

Source: Company data

 

In terms of the split in ICB’s margin loan book, we would note that the bulk of the 
lending was done to SME/individuals (44% of total) and corporates (39% of total). 
As shown below, less than NGN5bn was funded from the balance sheet of 
Intercontinental Securities Ltd.  

Figure 4: Intercontinental Group split in margin loans, 9M09 (NGNmn) 
 Amount % of total 
Corporates 35,000 39% 
Stockbrokers 11,000 12% 
SME/ individuals 39,224 44% 
Total bank loans 85,224 95% 
Intercontinental Securities Ltd (prop book) 4,776 5% 
Total group loans 90,000 100% 

 

Source: Company data

 

Lastly on ICB’s margin loan book, we would add that the book is 70% covered. To 
close the 30% gap in its margin loan book, management has secured at least 10% 
of additional assets from each of its customers. The maximum size of the 
uncollateralised gap is therefore 20% today. Furthermore, we would note that, some 
customers are still servicing their outstanding positions with other sources of income 
and ICB fully expects them to continue to do so. 

Lastly, we would add that, the cover on this portfolio is still relatively high because 
ICB initially asked for 120% cover and then increased the cover to 150% and finally 
200% before closing its margin loan book to new business. 

With regard to how management intends to treat the NPLs on its margin loan book 
going forward, it indicated to us that it would be classifying all non-performing 
margin loans as non-performing, despite the one-year moratorium on margin loans. 
ICB also intends to provide fully for these non-performing margin loans in its FY09 
results (Feb 2009). 

On this basis, we would expect to see a spike in its 4Q09 NPLs and currently 
forecast a NGN10.5bn (78%) increase in NPLs, the bulk of which should come from 
margin loans. Note that ICB Group’s NPLs have fallen 19% in absolute terms over 
9M09 (from NGN16.6bn in FY08 to NGN13.5bn in 9M09). 

The asset risks 
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The remainder of NPLs will most probably come from its exposure to the 
downstream oil and gas sector. In the following section we discuss ICB’s risks in this 
sector. 

 

Downstream oil and gas exposure 
Before looking at its downstream oil and gas exposure, we would note that oil and 
gas loans represented around 18% of total group lending at 9M09. As shown below, 
ICB’s total oil and gas loan book was NGN105.3bn. Of the NGN105.3bn, 
downstream lending contributed around 40% (NGN42bn).  

Figure 5: Intercontinental Group oil and gas loan exposures, 9M09 (NGNmn) 
Total oil and gas loans 105,271 
- % of total loans 18.0% 
Downstream oil and gas market 42,108 
- % of total oil and gas 40% 

 

Source: Company data

 

With regard to how the downstream oil and gas book was performing, management 
noted that, while its petrol marketers have continued to perform well, its diesel 
marketers (known locally as importers of automotive gasoline oil [AGOs]) have been 
negatively affected by the recent decrease in diesel prices.  

Based on management estimates, this troubled book represents approximately 
NGN15bn of the total downstream oil and gas loans. To assist these AGOs in 
meeting their obligations to ICB, management has entered into agreements on 
financial covenants wherein a substantial part of profit generated on new 
transactions will be used to service the previous transactions. 

After reviewing ICB’s risk asset portfolio, we now discuss the risks to its investment 
portfolio.  

 

Equity exposures 
As shown below, ICB Group had total gross financial investments of NGN89.7bn at 
9M09. Notably, its equity investments, which are held at cost, accounted for 30% of 
total investments (NGN27bn). Although equity and debt investments are held at cost 
on the bank’s balance sheets (as per Nigerian GAAP), ICB impairs all proprietary 
investments for market value falls. At 9M09, it took NGN1.4bn of provision on these 
proprietary investments. 
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Figure 6: ICB Group split in gross financial investments, 9M09 (%) Figure 7: ICB Group financial investments, FY08 vs 9M09 (NGNmn) 

Small & 
medium scale 
industries, 4%

Unlisted debt 
securities at 

cost, 46%Listed equities 
at cost, 28%

Unlisted 
equities at 
cost, 2%

Other 
investments, 

20%

 

  FY08 9M09 % change 
Investments in:    
Small & medium scale industries 3,529 3,589 2% 
Unlisted debt securities at cost 53,106 41,274 -22% 
Listed equities at cost 29,939 25,123 -16% 
Unlisted equities at cost 6,429 1,795 -72% 
Other investments (1) - 17,945 NM 
Gross investment in securities 93,003 89,726 -4% 
Provisions for impairments (235) (1,434) 510% 
Net investment in securities  92,768 88,292 -5% 

(1) These investments are primarily in ICB Group subsidiary companies 
Source Company data

While ICB’s equity exposure is still high, we would note that it has reduced it by 26% 
(NGN9.5bn) since FY08. At FY08, its equity investments represented around 39% of 
total gross financial investments. 

Looking ahead to ICB’s 4Q09 and 1Q10, we would expect to see further 
impairments on the equity portion of this investment portfolio on the back of 
continued weakness in the equity markets.  

After highlighting the key asset risks to ICB’s balance sheet, we now assess the 
potential capital impact of these risks in the following section. 

 

Source: Company data 
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To assess the capital at risk from its margin, downstream oil and gas and equity 
exposures, we estimate the impact the charging of these risks would have on the 
group’s total capital.  

However, before assessing the net impact of these charges, we first explain the 
charges that we view as appropriate for each of the aforementioned asset risks. 
Note that our suggested charges are extremely aggressive in light of the 1) covers in 
place for the margin loan book; 2) at risk downstream oil and gas exposures; and 3) 
real equity risks as explained by ICB. 

The charges for ICB’s margin loan, downstream oil and gas, and equity exposures 
that we would recommend are:  

 NGN45bn for margin loan exposure. Although the effective cover on 
ICB’s margin loan book is 80%, as explained earlier, we believe that equity 
investors in this name would probably need to price in a cover of only 50% 
(as shown below). This would therefore mean that, instead of charging 
NGN18bn to total capital, investors would charge NGN45bn (20% of 9M09 
equity). Note that this charge is extremely aggressive when one considers 
that ICB has 80% cover on these positions.  

Figure 8: Intercontinental Group margin loan charges (NGNmn) 
Effective cover on Group margin loans 80% 
Assumed cover on Group margin loans 50% 
Assumed cover on Group margin loans (amount) 45,000 
Margin loan charge  45,000 
% of 9M09 equity (ex-pref capital) 20% 

 

Source: Renaissance Capital estimates

 

 NGN32bn for downstream oil and gas exposure. While ICB’s 
management has clearly indicated that the troubled loans in this segment 
are only NGN15bn, we believe that equity investors will need to price for 
slightly more than double these levels of exposure (NGN32bn). Note that 
this charge represents 75% of ICB’s total exposure to the downstream oil 
and gas sector and 14% of 9M09 equity (as shown below). Note that, in all 
fairness the charge should not be more than 50% of the exposure as ICB 
would still have the product to sell. Finally, on ICB’s downstream 
exposures, we would add that since the publication of its 9M09 results, 
these exposures have been significantly reduced as a result of payments 
received from Petroleum Product Pricing Regulatory Agency (PPPRA) on 
behalf of its customers. 

Figure 9: Intercontinental Group downstream oil and gas charges (NGNmn) 
  9M09 
  Amount % of equity 
Downstream oil & gas exposure 42,108 18.4% 
Equity charge if:   
 - 25% were to be lost 10,527 4.6% 
 - 50% were to be lost 21,054 9.2% 
 - 75% were to be lost 31,581 13.8% 
 - 100% were to be lost 42,108 18.4% 

 

Source: Renaissance Capital estimates

 

 

Capital impact of the asset risks 
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 NGN14bn for equity exposure. Despite ICB’s policy to mark-to-market its 
proprietary investments, we believe that the market will take this approach 
to its entire equity portfolio. To be extremely conservative, we have marked 
down its equity portfolio by 50% and effectively disregarded all provisions 
made YtD (NGN1.4bn). Note that the NSE All Share Index is down 
approximately 40% since its 9M09 results (30 Nov 2008). 

Figure 10: Intercontinental Group equity charges (NGNmn) 
Equity exposure on balance sheet 26,918 
Estimated charge 13,459 
% of 9M09 equity (ex-pref capital) 6% 

 

Source: Renaissance Capital estimates

 

Having gone through our estimate of the appropriate equity charges in the current 
market environment, we now estimate the impact of these charges on ICB’s total 
capital. 

 

Capital impact of equity charges 
As shown below, ICB had a CAR ratio of 25% at 9M09 and currently has a CAR 
ratio of 22%. If we assume the decline in ICB’s CAR is due to the growth in its risk-
weighted assets (RWAs), we can estimate what its total capital and RWAs are today 
(as shown below). 

Figure 11: Intercontinental Group capital impact of equity charges (NGNmn) 
  9M09 Current 
Total capital 230,066 230,066 
RWAs 920,264 1,045,755 
CAR 25.0% 22.0% 
Margin loan charge (50% of total) 45,000 45,000 
Downstream oil and gas charge (75% of total) 31,581 31,581 
Equity exposure on balance sheet (50% of total) 13,459 13,459 
Total charge to capital 90,040 90,040 
Pro forma CAR 15.2% 13.4% 
Minimum capital requirement (% of RWAs) 10.0% 10.0% 
Excess capital (%) 5.2% 3.4% 
Excess capital (amt.) 47,999 35,450 
- Write-off of remaining 25% of downstream exposure (10,527) (10,527) 
- Other potential charges (37,472) (24,923) 

 

Source: Renaissance Capital estimates

 

Based on the analysis shown above, we estimate that if ICB were to charge 
NGN90bn to its total capital today (39% of total capital), its pro forma CAR would fall 
to 13.4% (from 22%). Based on its 9M09 results, its CAR would have fallen to 
15.2% (from 25%). Although this capital charge is overly aggressive in our opinion, 
we would note that ICB’s CAR ratio would still be between 3.4% and 5.2% above 
the regulatory minimum today and at 9M09, respectively. 

In other words, today ICB would still have NGN36bn of excess capital post these 
aggressive charges. At 9M09, it would have had NGN48bn of excess capital post 
these asset haircuts.  

To calculate the fair value of ICB, we deduct these equity charges (NGN90bn) at a 
multiple of 1.5x from our fair value estimate. We apply this multiple to offset some of 
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the earnings growth that we are currently projecting. This is because the capital hit 
will impair future earnings growth. 

Based on our five-year DDM model, our fair value of ICB is NGN17 per share. Note 
that we use a cost of equity of 19.5% and a terminal growth rate of 6%. To this 
valuation we deduct NGN7 per share to reflect the equity charges and arrive at a fair 
value of NGN10 per share.  

Although the upside potential to ICB’s current valuation is 51%, we remain long-term 
holders of ICB, not because of our concerns over its ability to remain solvent, but 
because we see more upside potential elsewhere in the sector. Having said that, we 
would be trading buyers of ICB at these levels. 

As our stress test demonstrates, ICB’s ability to withstand significant capital charges 
is not in doubt. The question is can management re-engineer its balance sheet and 
reduce its cost base fast enough to remain an attractive long-term investment?  

In the following section we discuss its operating challenges/opportunities in detail 
and explain why the market should focus on these issues and not on the group’s 
solvency.  
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In our analysis of ICB’s balance sheet and profit and loss account, two overriding 
concerns came up. The first was the structure of its balance sheet and the second 
was its cost base, which does not appear to have been built for a slowing economy.  

While these are principally challenges, they also represent an opportunity for ICB to 
significantly increase its profitability, in our opinion. 

 

ICB’s balance sheet challenges 
As shown below, ICB’s FY08 was very resilient with a highly deposit-funded balance 
sheet (76% of total funding) and a lowly penetrated asset base (loan penetration of 
only 31%) in Feb 2008 (FY08). Additionally, with a CAR of 25% its capital position 
was very strong (as shown below). 

Figure 12: Intercontinental Group balance sheet summary at FY08 (NGNmn) 
Gross loans 456,270 
Provisions (20,813) 
Loans and advances 435,457 
Total assets 1,392,210 
Deposits 1,057,079 
Shareholders' funds (ex pref shares) 199,663 
Ratios  
Loan penetration (net loans/ TA) 31% 
Loan/ deposit ratio 41% 
Deposit funding/ Total funding 76% 
Equity-to-asset ratio (ex pref shares) 14% 
Capital adequacy ratio 25% 

 

Source: Company data

 

The only apparent weakness in its balance sheet at Feb 2008 was its equity-to-asset 
ratio, which was 14%; much higher than its international peers but about 3 ppts 
lower than its Nigerian peers (on average). While this may have been seen as a 
challenge, we should bear in mind that 76% of its assets were funded by deposits, 
so its real capital risks were much lower. 

With such a strong balance sheet, we would logically think that ICB could withstand 
almost any shock. While this is probably true from a capital perspective, it is not true 
from an operational one and the reason is that the duration of ICB’s balance sheet is 
very short term. On this it is important to note that this is not a problem for ICB on its 
own, but a wider industry problem in the Nigerian banking landscape.   

In the table below, we outline the maturity profile and resulting liquidity gaps in ICB’s 
balance sheet at FY08.  

 

 

 

 

 

The challenges and opportunities 
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Figure 13: Intercontinental Group liquidity risk reviewed at FY08 (NGN mn) 
  0-30 days 31-90 days 91-180 days 181-365 days Over 1 year Total 
Cash and balances at central banks 103,978 - - - 21,903 125,881 
Treasury bills and other eligible bills 20,413 44,651 35,218 44,603 - 144,885 
Due from other banks 476,045 - - - - 476,045 
Loans and advances (gross) 172,531 25,683 34,002 37,291 186,763 456,270 
Advances under finance lease (gross) 77 138 2,787 4,622 7,218 14,842 
Investment securities 12,576 - - - 80,191 92,767 
Investments in associates 46,155 - - - 2,798 48,953 
Other assets - - 2,455 2,505 10,982 15,942 
Fixed assets - - - - 37,674 37,674 
Total assets 831,775 70,472 74,462 89,021 347,529 1,413,259 
Customer deposits 775,918 52,670 58,607 55,285 114,599 1,057,079 
Due to other banks 21,116 - - - - 21,116 
Current income tax - - - 14,435 - 14,435 
Deferred income tax - - - - 1,667 1,667 
Other liabilities 26,937 12,945 2,363 6,107 20,387 68,739 
Borrowings - - - - 20,274 20,274 
Total liabilities 823,971 65,615 60,970 75,827 156,927 1,183,310 
- Net liquidity gap 7,804 4,857 13,492 13,194 190,602 229,949 

 

Source: Company data

 

As shown above, about 70% of ICB’s liabilities had a duration of between 0-30 days. 
This is because its single largest liability pool (ie customer deposits) is primarily 
made up of deposits with short-term pricing structures. This balance sheet structure 
is a challenge to manage because it is clearly volatile and at risk of material swings 
in its deposit base.  

Having said this, it is important to note that ICB’s asset base is also very short term 
in nature and this off-sets the bulk of these challenges at each maturity level. 
Furthermore, the group’s shareholders’ equity (NGN230bn) fully covers the group’s 
net liquidity gap.  

An example of the potential volatility in ICB’s balance sheet is provided in the table 
below.  

Figure 14: Liquidity gap at ICB, FY08 vs 9M09 (NGNmn) 
  FY08 9M09 
Cash and balances at central banks 125,881 5,571 
Treasury bills & other eligible bills 144,885 67,873 
Due from other banks 476,045 226,143 
Loans and advances (gross) 456,270 601,431 
Advances under finance lease (gross) 14,842 23,373 
Investment securities 92,767 88,292 
Investments in associates 2,798 3,798 
Other assets 62,097 153,530 
Fixed assets 37,674 49,255 
Total assets 1,413,259 1,219,266 
Customer deposits 1,057,079 732,224 
Due to other banks 21,116 84,175 
Current income tax 14,435 17,181 
Deferred income tax 1,667 1,624 
Other liabilities 68,739 76,361 
Borrowings 20,274 52,131 
Total liabilities 1,183,310 963,696 

 

Source: Company data, Renaissance Capital estimates 

 

As shown above, ICB’s 9M09 gross loan book increased to NGN601bn (+32%) 
while its deposit base fell to NGN732bn (-31%) since its FY08 results. Although we 
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are confident that ICB will manage this gap, we believe that this level of balance 
sheet volatility will not be welcomed by the market. 

On why ICB’s deposit base declined NGN325bn over the past nine months, we 
believe that this can be explained by the following: 

 Seasonal trends. There are typically very strong deposit campaigns going 
into full-year results in Nigeria. This is often done to enhance the size of the 
balance sheet at year-end. Clearly some of these short-term funds left the 
bank post its year-end as per usual. 

 The global credit crunch. In Feb 2008, ICB had roughly $750mn 
(NGN88.5bn) of foreign currency deposits in its balance sheet. Since then, 
it has had to repay about $590mn of these deposits and currently only has 
$160mn (NGN24bn) left. It is important to note that ICB was able to meet 
its obligations to all of its foreign depositors. 

 Competition. The competition for deposits in Nigeria over the past year 
has been very intense given the liquidity crunch. Prior to the recently 
imposed rate limits, some banks were offering rates of around 20% for 
lumpy institutional deposits. 

 De-marketing. ICB has suffered significantly from de-marketing. This has 
contributed to the decline of some of its large institutional deposits.  

Although ICB’s deposit base fell significantly over the first nine months of FY09, we 
do not disregard the possibility of ICB correcting this in 4Q09. Note that ICB ranks 
as one of the few new generation banks that has built a deposit base that is 
comparable with the older and more established banks (ie UBA, First Bank and 
Union). However, because its deposit base is relatively new, it is less stable.  

Regardless of whether this deposit shortfall is covered or not, it is clear that ICB will 
have to focus on growing its core retail deposit base going forward. This deposit 
base is attractive, not only because the cost of these deposits are significantly lower 
than institutional deposits, but because they are far more stable. To build this more 
stable deposit base, the group is taking steps to build on its credibility with its 
customers and shareholders. 

We are encouraged that ICB’s management has a plan in place to deal with this 
goal and is working towards improving its mix of demand deposits to 80% (from 42% 
at the 9M09), as we discuss in the following section.  

 

ICB’s balance sheet opportunity 
Based on the exercise we have done below, we can see that if ICB were able to 
improve its proportion of demand deposits to 80% of total average deposits (from 
44% at 9M09 on average balances), it could increase its current customer margin by 
NGN14.6bn or 43% of its FY08 profits. This level of operational gearing is 
exceptional and certainly worth holding on to this name for, in our opinion.  

 



 

 

13 

Renaissance Capital Intercontinental Bank 8 April 2009 

 

Figure 15: Operational gearing at ICB Group, based on 9M09 average balances and rates (NGN mn) 
  Avg. balances % of total Rate Cost 
Demand 218,326 44% 0.02% 44 
Savings 87,774 18% 2.01% 1,764 
Other 186,545 38% 10.39% 19,382 
Total 492,645 100% 4.30% 21,190 
  Avg. balances % of total Rate Yield 
Overdrafts 201,157 43% 26.27% 52,844 
Term loans 210,818 45% 20.83% 43,913 
Time loans 58,979 13% 20.05% 11,825 
Total 470,955 100% 23.06% 108,583 
    Rate Amount 
Customer spread   18.75% 87,393 
Customer spread (Demand @ 80%)   21.72% 101,982 
Incremental customer margin    2.96% 14,589 

 

Source: Company data, Renaissance Capital estimates

 

On the achievability of its target, we would note that demand deposits represented 
62% of total deposits at FY08. 

 

ICB’s cost base challenge  
As shown below, ICB’s cost base has increased three-fold in the past two years 
alone (2006-2008); it has grown from NGN22bn to NGN72bn over this period. 
Between Feb 2006 and Feb 2009, we estimate that ICB’s cost base will increase at 
a CAGR of 65% pa. In 2009, ICB will have a cost base of over NGN100bn. To put 
this into perspective, its total balance sheet in 2005 was NGN203bn. 

Figure 16: ICB Group income and cost development, 2005-2009E (NGNmn) 
  14M to Feb Feb % chg Feb % chg Feb % chg Feb Feb 2006-09E 
  2005 2006 2007 2008 2009E CAGR 
Total income 24,134 32,693 35.5% 70,134 114.5% 125,588 79.1% 158,226 69.2% 
Gross earnings 32,009 43,187 34.9% 86,244 99.7% 181,589 110.6% 230,255 74.7% 
Total staff costs  (6,180) (9,078) 46.9% (20,033) 120.7% (38,791) 93.6% (54,307) 81.5% 
Admin/Other expenses (6,796) (12,276) 80.6% (20,417) 66.3% (29,964) 46.8% (41,950) 50.6% 
Depreciation (1,269) (979) -22.8% (2,105) 115.0% (3,587) 70.4% (4,842) 70.4% 
Total operating costs (14,244) (22,333) 56.8% (42,555) 90.5% (72,342) 70.0% (101,099) 65.4% 
Net operating income 9,890 10,360 4.8% 27,579 178.9% 53,246 93.1% 57,127 76.7% 
Ratios:          
Cost/income ratio 59% 68%  61%  58%  64%  
Staff costs/total costs 43% 41%  47%  54%  54%  

 

Source: Company data, Renaissance Capital estimates

 

Historically, the growth in ICB’s cost base has not been a problem because its 
income growth has been stronger, up 69% pa over the past three years (2006-
2009E).  

However, in FY10 the challenge for ICB will be to deliver strong profit growth in an 
environment of high loan loss provisions (eg 60% YoY) and strong cost growth (20% 
YoY). In this scenario, with all other things being held constant, ICB has to deliver 
income growth of 18% YoY for its PBT growth to be flat YoY, as shown below. 
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Figure 17: ICB Group the challenges of its cost base (NGNmn) 
  Feb Feb % chg   2009E 2010E 
Total income 158,226 186,043 18% 
Operating costs (101,099) (121,319) 20% 
Net operating income 57,127 64,723 13% 
Total loss provisions  (13,000) (20,800) 60% 
Share of profit in associated companies 1,357 1,561 15% 
Pretax profit 45,484 45,484 0% 

 

Source: Renaissance Capital estimates

 

Note that if ICB were to target 20% PBT growth in Feb 2010, income growth would 
have to be 23% YoY (ceteris paribus). This is rather demanding given the slowing 
macro environment.   

 

ICB’s response to the challenge 
We are very encouraged that ICB recognises the challenges that its cost base 
presents and has taken the following steps: 

 Introduced a performance pay structure. Staff costs have become the 
largest component of ICB’s cost base over the past three years and now 
represent 54% of total costs, up from 41% of total in 2006. To reduce these 
costs, management has introduced a performance-based pay structure that 
has reduced salaries by 30% on a monthly basis. The remaining 30% is 
being paid out to employees on a quarterly basis when all their objectives 
are being met. Based on its FY08 annual staff costs, the monthly savings 
are in the region of NGN1bn.  

 Reduced overhead costs. ICB has set-up a strategic sourcing unit with 
the purpose of reducing overheads by capitalising on economies of scale to 
obtain lower prices/costs for supplies to the bank. 

 Maintained cost target. For the next fiscal year (FY10), management has 
said it wants to limit its cost base to 35% of this year’s gross income. Based 
on our 2009 estimate for gross income, ICB’s cost base in 2010 should be 
around NGN81bn, 20% lower than our 2009 estimate of its cost base 
(NGN101bn).  
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Figure 18: ICB Group financial summary (NGN mn) 
  Feb Feb Feb 22M Dec. Dec     Feb Feb 22M Dec Dec 
Balance sheet (NGNmn) 2007 2008 2009E 2009E 2010E   Balance sheet ratios (%) 2007 2008 2009E 2010E 
Assets        Loans/Assets 37 31 50 51 
Interbank 203,740 476,045 238,023 138,846 180,500   Deposits/Liabilities 66 76 61 63 
Securities 122,293 240,451 72,135 30,056 37,570   Loans/Deposits 56 41 81 81 
Net loans 262,537 435,457 576,497 662,972 852,791   Equity/Assets 22.3 14.3 18.5 16.3 
Gross loans 277,055 456,270 606,839 697,865 907,224           
Interest earning assets 663,410 1,292,439 996,679 959,839 1,234,111   Capital ratios (%)       
Total assets 704,783 1,392,210 1,196,221 1,325,666 1,673,104   Tier 1   N/A  25.0 N/A N/A 
         Tier 2   N/A  - N/A N/A 
Liabilities        Total   N/A  25.0 N/A N/A 
Interbank 3,594 21,116 22,172 23,096 30,024           
Securities 8,605 20,274 21,288 22,175 28,827   Asset quality     
Deposits 467,934 1,057,079 739,955 813,951 1,058,136   NPLs (NGNmn) 12,871 16,589 32,935 46,109 
Interest bearing liabilities 480,133 1,099,219 783,695 859,501 1,117,267   NPL reserves (NGNmn) 14,518 20,813 34,893 54,433 
Total liabilities 547,894 1,192,547 972,943 1,080,001 1,399,569   NPLs/Gross loans (%) 4.65 3.64 4.72 5.08 
Shareholders’ equity 156,889 199,663 223,278 245,665 273,535   Reserves/NPLs (x) 1.1 1.3 1.1 1.2 
         Credit charge (%) 2.45 2.36 4.13 2.43 
               
Income statement (NGNmn)      Margins (%)     
Interest income 51,733 114,786 152,367 279,339 197,909   Asset margin 10.31 11.74 24.81 18.04 
Interest expense (17,221) (47,983) (74,479) (130,554) (96,822)   Liability margin 4.69 6.08 13.33 9.80 
Net interest income 34,511 66,803 77,888 148,785 101,087   NIM 6.88 6.83 13.21 9.22 
Net fee income 25,628 36,305 50,827 93,183 71,158   Spread 5.62 5.66 11.47 8.25 
Trading income 1,937 6,542 8,792 16,118 12,070         
Other income 8,059 15,938 20,719 37,986 27,971   Costs (%)     
Total revenues 70,134 125,588 158,226 296,072 212,286   Cost/Income 60.7 57.6 62.6 61.7 
Staff costs (20,033) (38,791) (54,307) (99,564) (70,600)   Cost/Avg assets 7.9 6.9 7.8 8.7 
Other costs (22,522) (33,551) (46,792) (85,785) (60,345)   Effective tax rate  31.6 23.8 25.0 25.0 
Total costs (42,555) (72,342) (101,099) (185,349) (130,945)           
Operating profit 27,579 53,246 57,127 110,723 81,341   Profitability ratios (%)     
Provisioning charge (5,509) (8,657) (13,000) (23,833) (19,500)   ROAE 14.3 19.1 28.0 17.9 
Other pre-tax items 565 1,044 1,357 2,488 2,036   ROAA 2.82 3.24 5.09 3.10 
Pre-tax profit 22,635 45,633 45,484 89,378 63,877           
Tax (7,154) (10,860) (11,371) (22,344) (15,969)   Other P&L ratios (%)     
Minorities (360) (779) (1,023) (2,011) (1,437)   Int Inc/Revenues 49 53 50 48 
Other post tax gains/ Losses - - - - -   Fees/Revenues 37 29 31 34 
Net profit 15,121 33,994 33,090 65,022 46,470   Trading Income/Revenues 3 5 5 6 
Dividend on pref shares - - (25) (20) (20)   Fees/Staff costs 128 94 94 101 
Net attributable profit 15,121 33,994 33,064 65,003 46,451   Fees/Total costs 60 50 50 54 
Dividend on ordinary shares 6,970 14,600 9,919 19,501 18,580   Payout ratio (%) 46.1 42.9 30.0 40.0 
                      
Key YoY growth rates (%)             Feb Feb Feb Feb 
Net loans   65.9 32.4 NM 28.6   No of: 2005 2006 2007 2008 
Interest earning assets 94.8 (22.9) NM 28.6   Employees 1,303 3,392 3,985 10,261 
Deposits   125.9 (30.0) NM 30.0   Branches NM NM 200 308 
Interest bearing liabilities 128.9 (28.7) NM 30.0             
Assets   97.5 (14.1) NM 26.2             
Equity   27.3 11.8 NM 11.3             
Net interest income 93.6 16.6 NM NM             
Fee income   41.7 40.0 NM NM             
Revenues   79.1 26.0 NM NM             
Costs   70.0 39.8 NM NM             
Operating profit 93.1 7.3 NM NM             
Net profit  124.8 (2.7) NM NM             
EPS  62.7 (23.8) NM NM             
BVPS  (27.8) 11.8 NM 11.3             
                   
Per share data (NGN)                     
No of ordinary shares (mn) 10,724 17,966 18,907 18,907 18,907             
EPS 1.41 2.29 1.75 3.44 2.46             
DPS 0.65 0.81 0.52 1.03 0.98             
BVPS 14.63 10.56 11.81 12.99 14.47             

 

Source: Company data, Renaissance Capital estimates 
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Figure 19: ICB Group financial summary ($mn) 
  Feb Feb Feb 22M Dec Dec     Feb Feb 22M Dec Dec 
Balance sheet ($mn) 2007 2008 2009E 2009E 2010E   Balance sheet ratios (%) 2007 2008 2009E 2010E 
Assets        Loans/Assets 31 48 50 51 
Interbank 1,728 3,500 1,698 990 1,332   Deposits/Liabilities 76 62 61 63 
Securities 1,037 1,768 515 214 277   Loans/Deposits 41 78 81 81 
Net loans 2,227 3,202 4,112 4,729 6,294   Equity/Assets 14.3 18.7 18.5 16.3 
Gross loans 2,350 3,355 4,328 4,978 6,695         
Interest earning assets 5,627 9,503 7,109 6,846 9,108   Capital ratios (%)       
Total assets 5,978 10,237 8,532 9,456 12,348   Tier 1  N/A 25.0 N/A N/A 
         Tier 2  N/A - N/A N/A 
Liabilities        Total  N/A 25.0 N/A N/A 
Interbank 30 155 158 165 222         
Securities 73 149 152 158 213   Asset quality       
Deposits 3,969 7,773 5,278 5,806 7,809   NPLs ($mn) 95 118 235 340 
Interest bearing liabilities 4,072 8,082 5,590 6,131 8,246   NPL reserves ($mn) 107 148 249 402 
Total liabilities 4,647 8,769 6,940 7,703 10,329   NPLs/Gross loans (%) 2.82 2.73 4.72 5.08 
Shareholders equity 1,331 1,468 1,593 1,752 2,019   Reserves/NPLs (x) 1.1 1.3 1.1 1.2 
              Credit charge (%) 2.55 2.28 3.45 2.41 
                    
Income statement ($mn)           Margins (%)     
Interest income 413 965 1,026 1,881 1,425   Asset margin 12.76 12.35 23.01 17.86 
Interest expense (137) (404) (502) (879) (697)   Liability margin 6.64 7.34 12.37 9.70 
Net interest income 275 562 524 1,002 728   NIM 7.43 6.31 12.26 9.12 
Net fee income 205 305 342 627 512   Spread 6.12 5.02 10.64 8.16 
Trading income 15 55 59 109 87         
Other income 64 134 140 256 201   Costs (%)     
Total revenues 560 1,056 1,065 1,994 1,528   Cost/Income 57.6 63.9 62.6 61.7 
Staff costs (160) (326) (366) (670) (508)   Cost/Avg assets 7.5 7.3 12.7 8.6 
Other costs (180) (282) (315) (578) (434)   Effective tax rate  23.8 25.0 25.0 25.0 
Total costs (340) (608) (681) (1,248) (943)         
Operating profit 220 448 385 746 586   Profitability ratios (%)    
Provisioning charge (44) (73) (88) (160) (140)   ROAE 20.4 14.6 27.2 17.7 
Other pre-tax Items 5 9 9 17 15   ROAA 3.53 2.37 4.45 3.07 
Pre-tax profit 181 384 306 602 460         
Tax (57) (91) (77) (150) (115)   Other P&L ratios (%)    
Minorities (3) (7) (7) (14) (10)   Int Inc/Revenues 53 49 50 48 
Other post tax gains/ Losses - - - - -   Fees/Revenues 29 32 31 34 
Net profit 121 286 223 438 335   Trading Income/Revenues 5 6 5 6 
Dividend on pref shares - - (0) (0) (0)   Fees/Staff costs 94 94 94 101 
Net attributable profit 121 286 223 438 334   Fees/Total Costs 50 50 50 54 
Dividend on ordinary shares 56 123 67 131 134   Payout ratio (%) 42.9 30.0 30.0 40.0 
                        
Key YoY growth rates (%)             Feb Feb Feb Feb 
Loans   43.8 28.4 NM 33.1   No of: 2005 2006 2007 2008 
Interest earning assets 68.9 (25.2) NM 33.0   Employees 1,303 3,392 3,985 10,261 
Deposits   95.8 (32.1) NM 34.5   Branches NM NM 200 308 
Interest bearing liabilities 98.5 (30.8) NM 34.5             
Assets   71.2 (16.7) NM 30.6             
Equity   10.3 8.5 NM 15.2             
Net interest income 104.0 (6.6) NM NM             
Fee income   49.3 12.1 NM NM             
Revenues   88.7 0.9 NM NM             
Costs   79.1 11.9 NM NM             
Operating profit 103.5 (14.1) NM NM             
Net profit   136.9 (22.1) NM NM             
EPS   71.5 (39.0) NM NM             
BVPS   (37.4) 8.5 NM 15.2             
                    
Per share data ($ in cents)                 
No of ordinary shares (mn) 10,724 17,966 18,907 18,907 18,907             
EPS 1.13 1.93 1.18 2.32 1.77             
DPS 0.55 0.60 0.37 0.74 0.73             
BVPS 12.41 7.77 8.42 9.27 10.68             

 

Source: Company data, Renaissance Capital estimates
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Figure 20: NGN/$ exchange rates 
  2007 2008 2009E 2009E 2010E 
$/NGN YE 117.90 136.00 140.20 140.20 135.50 
$/NGN avg 125.30 118.90 148.50 148.50 138.90 

 

Source: Renaissance Capital estimates 
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