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Nigerian Banks 
 

Testing resilience 
 

 Action/Event: We stress test the earnings and balance sheet resilience of the 

banks within our coverage for asset quality deterioration. We look at the impact 

of a cost of risk of 5% (10% NPL ratio), 10% (20% NPL ratio) and 15% (30% 

NPL ratio) on earnings and capital adequacy. Our stress test indicates that GTB, 

Zenith, FBNH and UBA show profitability at a cost of risk of 5%, while only GTB 

and Zenith show profitability at a cost of risk of 10%. At a cost of risk of 15%, 

all our coverage names post losses, ranging from negative EPS of N0.74 for GTB 

and N7.4 for Access. Access’s lower efficiency and profitability relative to its large 

balance sheet increases the risk in our stress test. 

 Our coverage shows potential combined loan losses of N670bn (cost of risk of 

5%), N1.34tn (cost of risk of 10%) and N2.01tn (cost of risk of 15%). Access 

and Zenith show the highest potential loan losses, while FCMB and Fidelity show 

the lowest. This is primarily a function of the balance sheet size of the banks, 

given our straight-line approach. Ultimately, the level of collateral coverage 

should limit the overall impairment level. 

 GTB and Zenith’s capital levels remain robust in our extreme scenarios: GTB and 

Zenith’s CAR declines to 19% and 17% in our worst-case scenario, while CAR 

declines to 8%, 10% and 11% for Fidelity, FCMB and FBNH respectively. This 

implies capital shortfalls of N53.7bn (UBA), N143.1bn (Access), N122.7bn 

(FBNH), N60.8bn (FCMB) and N99.2bn (Fidelity). 

 Market pricing the banks close to worst-case scenario, but balance sheet 

impairments outlook remains difficult: While the valuations of the banks look 

attractive at this point, the level of medium- to longer-term impairments on 

capital remains uncertain at this time. Even with the CBN’s forbearance, which 

allows banks to restructure loans in the oil and gas, manufacturing, agriculture 

and a few other sectors, the level of weakness of consumer earnings capacity will 

determine the interest income outlook and potential recovery. Hence, NPL ratio 

and loan loss impairments may not increase as shown in our stress test, but 

interest income may collapse considerably as customers request moratoriums to 

ease earnings pressure from a slowdown in economic activity as a result of 

COVID-19. 

 Risks: We see increased asset quality deterioration risk in the oil and gas sector 

given the volatility in oil prices. We also see high risk in the aviation, tourism, 

hotel and hospitality segments of the economy as a result of the shutdown. 

Disruption in the value chain will also affect the general commerce and 

manufacturing sectors negatively.  Further NIR risk from LC commissions and 

other trade-related income. Lower NII from restructured loans - with adjustments 

such as moratoriums and lower interest rates depressing interest income. We also 

see risk to incremental credit growth at this time given a slowdown in economic 

activity due to the shutdown in major cities in the country. We see upside 

potential to e-banking revenues and electronic payments for banks in the near to 

medium term as more customers move from cash to contactless transactions 

during the shutdown. 

 Top picks: While the continuous spread of COVID-19 and its impact on the global 

economy and Nigeria remains a key risk to the market and our banks coverage, 

our analysis supports our preference for GTB and Zenith Bank in these turbulent 

times. Their resilient and robust balance sheets and high efficiency place them in 

a better position to weather the storm. 

This report is intended for the exclusive use of the recipient and may not be distributed to any other person without SBG Securities’ express written consent. 
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GTB and Zenith show high earnings resilience at 5% and 10% 

cost of risk 

We stress test the earnings and balance sheet resilience of the banks within our 

coverage for asset quality deterioration. We look at the impact of a cost of risk of 5% 

(10% NPL ratio), 10% (20% NPL ratio) and 15% (30% NPL ratio) on earnings and 

capital adequacy. Our stress test indicates GTB, Zenith, FBNH and UBA show 

profitability at a cost of risk of 5%, while only GTB and Zenith show profitability at a 

cost of risk of 10%. At a cost of risk of 15%, all our coverage names post losses, 

ranging from negative EPS of N0.74 for GTB and N7.4 for Access. Access’s lower 

efficiency and profitability relative to its large balance sheet increases the risk in our 

stress test.  

Below, we show caveats and assumptions in our analysis 

• We assume 50% coverage on the estimated NPLs, which we see as 

conservative, given that a reasonable portion of the loan book is secured.  

• Hence, we apply a 50% loan loss provision charge straight to P&L. 

• We do not differentiate vulnerabilities based on sector and asset risk rating, 

even though we acknowledge that the higher rated companies are in a better 

position to absorb the shocks. 

Figure 1: EPS sensitivity to asset quality deterioration and impairments 

 

Source: Company financials, SBGS analysis 

While we apply a simplistic approach in our stress test, we acknowledge that the asset 

mix and loan mix will make some names more vulnerable than others. Given the material 

volatility in oil prices, the upstream and midstream/ services oil and gas sectors are 

more vulnerable to oil price volatility, hence we see higher deterioration risk in GTB 

relative to peers due to its high upstream and services oil and gas exposure. We also see 

high risk in FBNH, FCMB and Access. 
 

 

 

 

 

 

 

 

 

 

 

Figures 4 and 5 show the loan loss provision sensitivity to asset quality deterioration, 

where we show potential combined loan losses of N670bn (cost of risk of 5%), N1.34tn 

Figure 2: Gross loan split per sector  

 

Source: Company financials, SBGS analysis 

Figure 3: Oil and gas exposure 

 

Source: Company financials, SBGS analysis 
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(cost of risk of 10%) and N2.01tn (cost of risk of 15%). Access and Zenith show the 

highest potential loan losses, while FCMB and Fidelity show the lowest. This is primarily 

a function of the balance sheet size of the banks, given our straight-line approach. 

Ultimately, the level of collateral coverage should limit the overall impairment level. 

Fidelity, GTB, Access and FBNH have pledged collateral multiples of gross loans, while 

UBA, FCMB and Zenith’s pledged collateral does not cover gross loans. 

 
 

 

 

 

 

 

 

 

 

 

 

 

In Figure 6 below, we show the latest reported mix of pledged collateral for the banks in 

our coverage, with the components varying considerably across banks.  The others 

category is collateral such as domiciliation, counter indemnity, asset debenture, lien on 

shipping documents, and corporate and state government guarantees. 

 

Figure 6: Collateral pledge by type 

 

Source: Company financials, SBGS analysis 

GTB and Zenith’s capital levels remains robust in our extreme 

scenarios 

Our stress test shows the resilience of GTB and Zenith’s balance sheets as their capital 

adequacy ratios remain above the regulatory minimum of 15% for banks with 

international banking licences. GTB and Zenith’s CAR declines to 19% and 17% in our 

worst-case scenario, while CAR declines to 8%, 10% and 11% for Fidelity, FCMB and 

FBNH respectively. This implies capital shortfalls of N53.7bn (UBA), N143.1bn 

(Access), N122.7bn (FBNH), N60.8bn (FCMB) and N99.2bn (Fidelity). 

 

Figure 4:  Loan loss provisions sensitivity to asset quality deterioration 

(N’bn) 

 

Source: Company financials, SBGS analysis 

Figure 5: Collateral pledge/gross loans  

 

Source: Company financials, SBGS analysis 
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Figure 7: CAR sensitivity to asset quality deterioration and impairments 

 

Source: Company financials, SBGS analysis 

 

As shown in Figures 8 and 9 below, profitability levels for GTB and Zenith remain 

resilient above an NPL ratio of 20% and cost of risk of 10%, while our other coverage 

banks show more vulnerability.  

 
 

 

 

 

 

 

 

 

 

 

 

 

 

Market pricing the banks close to worst-case scenario, but 

balance sheet impairments outlook remains difficult  

The market appears to be pricing the banks close to our worst-case scenario. While the 

valuations of the banks look attractive at this point, the level of medium- to longer-term 

impairments on capital remains uncertain at this time. Even with the CBN’s forbearance, 

which allows banks to restructure loans in the oil and gas, manufacturing, agriculture 

and a few other sectors, the level of weakness of consumer earnings capacity will 

determine the interest income outlook and potential recovery. Hence, NPL ratio and 

loan loss impairments may not increase as shown in our stress test, but interest income 

may collapse considerably as customers request moratoriums to ease earnings pressure 

from a slowdown in economic activity as a result of COVID-19. 

 

  

Figure 8:  FY20e ROE sensitivity to asset quality deterioration and 

impairments 

 

Source: Company financials, SBGS analysis and estimates 

Figure 9:  FY20e ROA sensitivity to asset quality deterioration and 

impairments 

 

Source: Company financials, SBGS analysis and estimates 
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Figure 12: FY20e BV/S sensitivity to asset quality deterioration and impairments 

 

Source: Company financials, SBGS analysis and estimates 

 

Risks 

We highlight the following risks in the banking sector from the global impact of COVID-

19 and the lockdown of major cities in Nigeria: 

• We expect more depreciation pressure from the oil and gas sector given the 

volatility in oil prices. We also see high risk in the aviation, tourism, hotel and 

hospitality segments of the economy as a result of the shutdown. Disruption 

in the value chain will also affect the general commerce and manufacturing 

sectors negatively. 

• Further NIR risk from LC commissions and other trade-related income. 

• Lower NII from restructured loans - with adjustments such as moratoriums 

and lower interest rates depressing interest income. 

 

We see upside potential to e-banking revenues and electronic payments for banks in the 

near to medium term as more customers move from cash to contactless transactions 

during the shutdown. This should increase growth and sustainability in the adoption of 

electronic transactions over the medium to longer term. 

  

Figure 10:   Trailing P/B valuation for our coverage 

 

Source: Company financials, SBGS analysis (price based on 2 April 2020) 

Figure 11:   FY20e P/B (x) sensitivity to asset quality deterioration and 

impairments 

 

Source: Company financials, SBGS analysis and estimates 
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Appendix – loan mix  

 
 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

Figure 13:  GT Bank 

 

Source: Company financials, SBGS analysis 

Figure 14:  Zenith Bank 

 

Source: Company financials, SBGS analysis 

Figure 15:  Access Bank 

 

Source: Company financials, SBGS analysis 

Figure 16:  UBA 

 

Source: Company financials, SBGS analysis 
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Figure 19: FCMB Group 

 

Source: Company financials, SBGS analysis 

 

 

 

 

 

 

Figure 17:  FBN Holdings 

 

Source: Company financials, SBGS analysis 

Figure 18:  Fidelity Bank 

 

Source: Company financials, SBGS analysis 
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Companies Mentioned  (Price as of 2020/04/03) 

Access Bank Plc (ACCESS.LG, N6.05, Spec Buy, TP N11.80) 

FBN Holdings Plc (FBNH.LG, N3.95, BUY, TP N12.00) 

Fidelity Bank Plc (FIDELIT.LG, N1.69, SBUY, TP N3.00) 

First City Monument Bank Plc (FCMB.LG, N1.47, SELL, TP N1.90) 

Guaranty Trust Bank Plc (GUARANT.LG, N17.60, BUY, TP N41.00) 

United Bank for Africa Plc (UBA) (UBA.LG, N4.95, BUY, TP N12.90) 

Zenith Bank Plc (ZENITHB.LG, N11.90, BUY, TP N32.50) 
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*Total return is calculated as the sum of the stock's expected Capital Appreciation and expected Dividend Yield. 

*SBG Securities Small and Mid-Cap Advisor stocks: Stock ratings are relative to the JSE All-Share (ALSI) index, and SBG Securities. Small, Mid-Cap  
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**An analyst's coverage universe consists of all companies covered by the analyst within the relevant sector. 

 

SBG Securities’ distribution of stock ratings is: 
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All Recommendations 55.2 17.6 16.8 4.0 

Recommendations with investment Banking Relationships (%) 81 73 86 100 
 

*For purposes of the FINRA ratings distribution disclosure requirements, our stock ratings of BUY, HOLD, and SELL most closely correspond to Buy, 
Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to definitions 
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that may have a material impact on the research views or opinions stated herein. 

SBG Securities' policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail please contact 
the Legal and Compliance Division of SBG Securities’ and request their Policies for Managing Conflicts of Interest in connection with Investment 
Research. 
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Singapore recipients should contact a Singapore financial adviser for any matters arising from this research report. 
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Principal is not guaranteed in the case of equities because equity prices are variable. 
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Taiwanese Disclosures: This research report is for reference only. Investors should carefully consider their own investment risk.  Investment results are 
the responsibility of the individual investor. Reports may not be reprinted without permission of SBG Securities. Reports  written by Taiwan-based 
analysts on non-Taiwan listed companies are not considered recommendations to buy or sell securities under  Taiwan Stock Exchange Operational 
Regulations Governing Securities Firms Recommending Trades in Securities to Customers. 
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and confidential and has published a comprehensive privacy statement accessible on this link. Should you wish to withdraw your consent to the processing 
of your personal information kindly email ResearchCompliance@standardbank.co.za  
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independent research analyst or strategist who is part of an investment research team in a stock brokerage, global 
markets desk or corporate and investment bank environment. 
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and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, 
spot and forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in 
purchasing a structured product should conduct their own investigation and analysis of the product and consult with their own professional advisers as to the risks involved in 
making such a purchase. 
Some investments discussed in this report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses when that 
investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment, 
in such circumstances you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to 
make the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise those investments, similarly 
it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed.  
SBG Securities’ Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of associated 
expenses unless pre-approved by authorized members of Research management. 
SBG Securities maintains information barriers between its Analysts and the rest of its and its shareholders business divisions, more specifically the Investment Banking business. 
Analysts’, strategists’ and economists’ compensation is not linked to Investment Banking or Capital Markets transactions performed by SBG Sec or its shareholders. Facts and 
views presented in SBG Securities’ research have not been reviewed by, and may not reflect information known to, professionals in other SBG Sec or Standard Bank business areas, 
including investment banking personnel.  
This report is issued and distributed in Europe by Standard Advisory London Limited, 20 Gresham Street, London EC2V 7JE which is authorised by the Financial Conduct 
Authority (“FCA”). This report is being distributed in Kenya by Stanbic Bank Kenya ; in Nigeria by Stanbic IBTC; in Angola by Standard Bank de Angola S.A.; into the People’s 
Republic of China from overseas by the Standard Bank Limited; in Botswana by Stanbic Bank Botswana Limited; in Democratic Republic of Congo by Stanbic Bank Congo s.a.r.l.; 
in Ghana by Stanbic Bank Ghana Limited; in Hong Kong by Standard Advisory Asia Limited ,in Isle of Man by Standard Bank Isle of Man Limited; in Jersey by Standard Bank 
Jersey Limited; in Madagascar by Union Commercial Bank S.A.; in Mozambique by Standard Bank s.a.r.l.; in Malawi by Standard Bank Limited; in Namibia by Standard Bank 
Namibia Limited; in Mauritius by Standard Bank (Mauritius) Limited; in Tanzania by Stanbic Bank Tanzania Limited; in Swaziland by Standard Bank Swaziland Limited; in Zambia 
by Stanbic Bank Zambia Limited; in Zimbabwe by Stanbic Bank Zimbabwe Limited; in UAE by The Standard Bank of South Africa Limited (DIFC Branch) 
All rights reserved. Any unauthorized use, duplication, redistribution or disclosure of this report (the “Product”), including, but not limited to, redistribution of the Product by 
electronic mail, posting of the Product on a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The 
information contained in the Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this report, MSCI 
sourced information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI 
intellectual property may not be reproduced, re-disseminated or used to create any financial products, including any indices. This information is provided on an "as is" basis. The 
user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the information hereby 
expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without limiting 
any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any 
damages of any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services marks of MSCI and its affiliates. SBG Securities accepts no liability whatsoever 
for the actions of third parties. The document may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the document refers to website 
material of SBG Securities, SBG Securities has not reviewed the linked site. Equally, except to the extent to which the document refers to website material of SBG Securities, SBG 
Securities takes no responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink 
(including addresses or hyperlinks to website material SBG Securities) is provided solely for your convenience and information and the content of the linked site does not in any 
way form part of this document. Accessing such website or following such link through the document or the website of SBG Securities shall be at your own risk and SBG Securities 
shall have no liability arising out of, or in connection with, any such referenced website. 
Please note that this report was originally prepared by SBG Securities for distribution to SBG Securities and Standard Bank Group market professionals and institutional investor 
customers. Recipients who are not market professionals or institutional investor customers of these firms should seek the advice of their independent financial advisor prior to 
taking any investment decision based on this report or for any necessary explanation of its contents. This research may relate to investments or services of a person outside of the 
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