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• Diamond Bank released its unaudited Q3 2011 results on Friday October 28, showing a marginal
1.9% year-on-year (Y-o-Y) rise in Gross Earnings from N67.0bn to N68.3bn. A sharp downturn
however resulted in pre and post-tax losses of N425.5m and N703.4m respectively. Compared to
the preceding quarter, a similar trend was observed with Gross Earnings, growing by 1.7% to
N24.2bn in Q3, while higher impairment costs gave rise to losses before and after tax of N2.4bn
and N1.9bn versus PBT and PAT of N171.6m and N128.4m in Q2. Measured against our
expectations, Gross Earnings and Interest Income both fell 4.4% short of our N71.5bn and N50.4bn
estimates. Interest expense however came in 4.6% (at N8.4bn) ahead of our N8.0bn forecast, while
the N20.2bn in Other Income was 3.4% better than our N19.6bn forecast. Although we had
projected PBT and PAT of N4.4bn and N3.0bn respectively, the bank posted losses.
• The growth in Gross Earnings was primarily driven by the 13.1% growth in non-interest income,
thereby fueling an 11.9% growth in operating income (5.6% below our N63.5bn estimate) from
N53.6bn in Q3 2010. Operating expenses rose by 16.5% from N34.5bn to N40.2bn in Q3 2011,
thereby limiting operating profit to a modest 3.7% rise. We note that CIR has been on the
increase all through 2011 – 65.2%, 66.9% and 67.0% in Q1, Q2 and Q3 respectively. Similarly, the
67.5% increase in loan loss provisions completely eroded the entire operating profit of the bank,
giving rise to a pre-tax loss. We do however acknowledge that management had consistently
provided guidance regarding provisions and plans to clean up its balance sheet/improve asset
quality in FY 2011.
• The bank achieved a remarkable 13.9% (Q-o-Q) growth in deposits in Q3, some 140bps better
than the aggregate 12.5% increase observed in H1, while loans grew by 9.0% in Q3, in line with
the 8.9% average for the preceding 2 quarters of 2011 (on a YTD basis, we note a commensurate
increase in Deposits and Loans, up 26.4% and 26.8% respectively). Expectedly, NPL ratio worsened
slightly to 11.5% from 10.8% in Q2. Funding costs remained flat (Q-o-Q) at 2.0% by our estimates,
which, given the rate hikes recorded during Q3, is note worthy. Ironically, we estimate a 0.9%
decline in yield, resulting in a contraction in net interest margins (NIMs) in Q3. This suggests that
the increase in loans was most likely geared towards high-profile, low-risk corporate; this class of
borrowers typically prove resistant to the impact of successive rate hikes on interest rates.
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• However, management had some insight into the key drivers of this performance and further
guidance for FY 2011, following the teleconference call held for analysts and investors on Tuesday,
01 November, 2011. According to management, the bank remains profitable at the operations
level, owing to its position of strength in retail banking and robust NIMs. The growth in operating
expenses was attributed to three factors: AMCON contribution (at 0.3% of total assets), severance
payments to retired executive /senior management staff and the impact of new subsidiaries in 3
francophone countries (Togo, Senegal and Cote D’Ivoire) that commenced operations in Q2/Q3
2011. However, stripping out the cost of new subsidiaries and AMCON contribution, the rise in
Opex comes to 7.8% which, without having taken out ex-gratia payments, appears more modest.
• One key highlight of the call, following from the results released earlier, is the spike in
impairments taken in Q3 and overall outlook for FY 2011 loan loss provisions. The increase was
attributed to higher-than-expected haircut upon divestment from non-banking subsidiaries, new
and existing NPLs and the 1.0% general provision charge. Accordingly, management has revised
FY 2011 guidance on provisions to N35.0bn from N30.0bn – this could potentially rise to N40.0bn –
and therefore expects to book a LBT of N5.0bn (or N10.0bn). The N5.0bn incremental addition to
provisions comprises of N2.0bn of additional losses to be incurred on divestment from nonbanking subsidiaries and N3.0bn of losses realized on the sale of legacy NPLs. It is instructive to
note though that a further N26.0bn of NPLs were sold to AMCON post Q3; this has lowered
aggregate NPLs to N22.0bn, NPL ratio to <6.0% and raised coverage to c.70.0%.
• With a CAR of 17.9% at bank level (16.6% for group), management recognizes the need for
additional capital to buffer the impact of its francophone West-Africa expansion on the group. To
this end, talks are at an advanced stage regarding raising US$140.0m in Tier 2 capital from
multilateral agencies in the near term (guidance suggest it could close the deal anytime within FY
2011 or Q1 2012). The bank may thereafter resort to commercial sources for the balance of
US$60.0m required to achieve a CAR target of 20.0% for the bank.
• On the strength of this performance, Diamond Bank trades at considerable 52.6% discount to
2010 book value and is undervalued relative to its peers, trading at an average P/BV of 0.7x. The
current discounted valuation of the stock is justified in our view, given the poor earnings on
display presently. Hence we view Diamond Bank as a medium-to-long term play and desist from
placing a rating on the counter in the short term. However, based on our 2012E EPS forecast of
N1.41, which translates to forward P/E of 2.5x 2012E earnings and forward P/BV of 0.4x book, we
are favourable in our outlook on the bank and thus remain Long Term BUYERS, especially given
that our forecasts indicate an intrinsic value of N5.44 which yields a FYE2012 target price of N6.46.
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Table: Diamond Bank Plc; Q3A 2011, Q3A 2010, Q3F 2011

30-Sep-11

30-Sep-10

N'000

N'000

TURNOVER

N68,326,000

N67,033,000

PBT

(N425,477)

N7,006,000

N4,386,000

TAX

(N277,821)

(N2,127,000)

(N1,395,000)

PAT

(N703,368)

N4,878,000

N2,991,000

PBT MARGIN

-0.6%

10.5%

6.1%

PAT MARGIN

-1.0%

7.3%

4.2%

DIAMOND BANK
PLC

% change

Analyst's Forecast % of Forecast
N'000

1.9%

N71,482,000

95.6%

Source: NSE, Afrinvest Research
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