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interim results to 30 june 

Historic financial highlights

	6 months to 30 June 
	2006
	2005
	% Change

	Net interest income ($m)
	1,381,622
	108,721
	1171

	Non-interest income ($m)
	852,202
	55,014
	1449

	Total income ($m)
	2,233,824
	163,735
	1264

	Charge for bad and doubtful debts ($m)
	(48,314)
	(18,129)
	167

	Operating expenditure ($m)
	(953,805)
	(107,562)
	787

	Profit before taxation ($m)
	1,242,037
	35,282
	3420

	Attributable income ($m)
	851,333
	20,970
	3960

	Basic earnings per share ($)
	4,783
	90
	5214

	Non-interest income to total income (%)
	39
	34
	-

	Cost to income ratio (%)
	43
	66
	-


Comment on results

Kingdom released a good set of results that was above the market expectation. There was a huge growth in earnings for all divisions. Despite the changes in the monetary policy, the company has continued to perform well. Net interest income increased 1171% to $1.38 trillion and contributed 61% of gross income. Net interest margins were at 29% compared to 38% in the same period last year. The company managed to grow its portfolio both in the wholesale and retail deposits. 

There was a contribution of 15% of total income from dealing profits whilst other income contributed 24% to gross income. Operating expenses increased 787% to $954 billion with the main contribution being administration and staff costs, which contributed 50% and 49% respectively. The bad and doubtful debt provision for the period amounted to $48 billion and management feel that the company is adequately covered in terms of non-performing loans. Attributable income grew by 3960% to $851 billion, which resulted basic earnings per share increasing to $4,783, which is a growth of $5214% on the prior year. 

The group balance sheet grew 321% to $11.5 trillion from $2.7 trillion as at 31 December 2005. This was on the back of capital raised and organic growth of operations and growth in client confidence. 

Kingdom Bank Limited (KBL) after tax profit for the period amounted to $756 billion with net interest income amounting to 66% of total income whilst other income and dealing profits accounted for 20% and 18% respectively. Cost to income ratio was at 42% from 80% last year. DCZ had after tax profit amounting to $44 billion from $827 million in the same period last year. Net interest margins dipped from 76% last year to 13% in the current period. Cost to income ratio was at 33% from 87%. Kingdom stockbrokers had after tax profit of $5 billion and Meikles Financial Services made a loss of $75 billion. Kingdom Asset Management made a profit after tax of $46.5 billion up from $2.5 billion last year and Microking reported an after tax profit of $18 billion. 

First Discount House in Malawi contributed $11.9 billion. KFHL increased shareholding in Kingdom Bank Africa Limited from 32% to 35% following recapitalisation using proceeds from Zambia. 

The group had a Rights Issue in May 2006 to raise $1.5 trillion and this was concluded on 23 June 2006. This was 94.6% subscribed while Econet and Meikles Africa Limited who were the underwriters took up the balance.  

Operating prospects

The recapitalisation of the company should give the investing public confidence to invest with Kingdom as it has met the capitalisation requirements by the Central Bank. The group is to pursue market share growth through its various core business areas through service deliveries and offering good products. They are also continuously looking at ways of improving efficiency and effectiveness across all business units. 

e-banking was re-launched in the first half of the year in conjunction with Econet and has proved popular with clients due to the convenience offered. Kingdom Bank Limited will pursue and promote delivery channels like ATM services parlours and use debit card on point of sale devices in the retail outlets and banking halls. 

The company is also well positioned to take advantage of any opportunities that may crop up due to the changes in the operating and economic conditions. Cautious lending policies remains a high priority and management will remain focused going ahead as the problems in the sector still remain on the high side. Management said that they will always try to continue growing the company from strength to strength. 

Recommendation 

Kingdom has shown resilience over the financial crisis that occurred in the past years and we expect the current good earnings to be the stepping stone into a good future. We have analsyed the PERs for the financial services sector over the past twelve months and obtained an average PER of 6.9x. After discounting 15% on for the risks associated with the financial services sector, we get a fair PER of 5.17x. Applying this to our forecast FY06 EPS, we get a fair value of $49.5. Short term HOLD and long term BUY.

 Patrick Saziwa

patricks@kingdom.co.zw
(0263) 04 7498811-4

Notwithstanding the fact that Kingdom Stockbrokers (Private) Limited is a wholly owned subsidiary of Kingdom Financial Holdings Limited, this report is based on our analyst’s independent views of the information provided by the company, and our valuation and recommendation have been arrived at accordingly.

This report has been prepared by Kingdom Stockbrokers (Private) Limited for dissemination to private clients, and is for general information purposes only. The report and its content do not constitute an offer to buy or sell any securities of any companies mentioned herein. Every effort has been made to ensure that the content is accurate, however, no responsibility or liability of any kind can be accepted by Kingdom Stockbrokers (Private) Limited, any of its directors, employees or associates for any loss or damage whatsoever that may directly or indirectly result from any advice, opinion, information, representation or omission, whether negligent or otherwise, contained in this report.   Recipients of this report shall be solely responsible for making their own independent investigation into the business, financial condition and future prospects of any companies referred to in this report.
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