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Management upgrades outlook with higher second half growth

Analyst recommendation

Counter Share price Intrinsic value Upside/(downside)

FSR-ZA R71.7 R97 35%

As at 06 March 2025

Executive summary

On 6 March 2025, FirstRand released its half-year results for 2025. Highlights from the results were as follows:

1. Earnings per share grew by 8% to R3.76, with revenue (+5%) rising more than operating costs (+3%).

2. Net interest income increased by 4%.

a. Average interest earnings assets grew by 4%, with growth across segments. RMB CIB advances was the largest
contributor, growing their end of period balance by 9% year over year, while FNB commercial showed strong
growth of 12% although being smaller in size.

b. Net interest margin was flat at 4.47%.

3. Non-interest revenue increased by 6%, with the net commission and fee income increasing 8% to R20.7b driven by
FNB customer acquisition (+3%), transactional volume growth (+5%) and fee increases. Net commission and fee
income was further helped by RMB’s knowledge-based fee income benefitting from new deal origination
opportunities coupled with an uptick in advisory income.

4. Expenses increased by 3%. Staff costs which represent 63% of operating expenses increased by 3% as annual salary
increases averaging 6% was offset by a decrease in other staff-related costs of 9% due to lower leave pay provisions
and decreased temporary staff costs because of fewer contractors.

5. The impairment charge grew by 8% in line with advances growth with the credit loss ratio at 81 basis points which is
at the lower end of the through the cycle range of 80 to 110 basis points.

6. No additional provisions were made in relation to the UK motor commission matter as the appeal will be heard by the
UK’s Supreme Court from 1 to 3 April 2025.

7. Management’s earnings growth guidance for the full year was upgraded from “at the top end” to “above” the long-
term stated target range of nominal GDP +0% to 3%.

For the second half compared to the first half of the 2025 financial year, management guided:

Slightly weaker net interest income growth due to lower interest rates even though deposits and advances are
expected to show similar growth. Growth in fee and commission, insurance, and fair value income will be broadly
similar. However, investment income could benefit from a material private equity realisation in the second half,
resulting in overall higher non-interest revenue growth. Credit performance should trend better than the first half.
With the motor commission matter in the base, operating expenses are expected to increase slightly below inflation,
but if excluded from the base are expected to grow slightly above.

8. We maintained our intrinsic value of R97 and our recommendation at a buy.

Analyst thesis

We expect FirstRand to benefit from:

e |ts asset-liability management strategy should protect its net interest margin more than peers as interest rates
decrease.

e Animproved South Africa outlook as it has a higher exposure compared to some peers.

e Non-interest revenue growth due to non-repeat of fee reductions in FNB supported by customer growth and
volumes combined with potential private equity realisation opportunities in the second half of the year.

e Loan growth as the consumer faces less pressure from inflation and lower interest rates allowing for greater risk
appetite.
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Table 1: Results summary

Metric (R billion) 1H24 1H25 Y/Y (%)

Net interest income 415 43.4 45
Non-interest revenue* 28.5 30.1 5.6
Operating expenses 34.8 35.8 2.7
Cost-to-income ratio 49.9 48.9 -1.0
Impairment charge 6.4 6.9 7.7
Profit for the year 21.0 22.7 8.2
Earnings per share (cents) 348 376 8.1
Deposits 1978 2159 9.2
Net loans 1602 1710 6.8
Credit loss ratio (bps) 83 84 1
ROE (%) 20.6 20.8 0.2
CET1 (%) 13.3 13.6 0.3

Sources: FactSet and company financials *includes share of associates and joint ventures

Valuation

We value FirstRand’s shares by calculating the future earnings per share based on a bear, base, and bull case scenario. We
then apply a P:E (price to earnings) ratio on the earnings per share for each scenario, enabling us to calculate an intrinsic
value for each scenario. These intrinsic values are then weighed according to a probability assigned to each scenario to
determine the final probability-weighted intrinsic value. Lower probabilities are applied to the bear and bull cases as these
scenarios represent less probable and more extreme case scenarios.

Table 2: P:E valuation per share

Scenario E;;:(iengs per P:E ratio Intrinsic value \Ijv';:?\?iirll:y iJiz:ide/down
Bear R7.6 8.5 R65 20% -10%
Base R8.1 12.0 R97 60% +19%
Bull R8.7 14.5 R127 20% +77%
Weighed R97 100% +35%
FactSet consensus* R92 +28%

Source: PSG Wealth research team

Table 3: Qualitative summary

*Upside/downside compared to the share price

Factor review Rating Description

Growth 4 p Expected three-year revenue Compounded Annual Growth Rate (CAGR) of 6.4% and
earnings CAGR of 10.6%.

Valuation ﬁ Upside to intrinsic value is 35%.

Dividend yield .ﬁ The forward dividend yield for FirstRand Limited is 6.9%.

Issuance ﬁ FirstRand had no material share issuance and buybacks.
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Catalyst

Lower inflation and rates leading to an acceleration in loan growth.

Better-than-expected improvement in South Africa macro environment leading to improved
business environment.

Faster-than-expected growth in UK exposure.

Innovative business model changes including the use of tech leading to increased market
share, growth and profitability.

Unexpected positive outcome on UK motor commission matter.

Continued higher than expected private equity realisations.

Quality of
earnings

Being a bank, earnings are closely linked to the economic environment. Impairment
provisions are based on management's judgment, which can be volatile and cause
large differences in earnings. FirstRand compared to peers has more stability in its
net interest margin and higher profitability.

Moat

The banking industry has regulatory hurdles and brands need to be established to
earn the consumers’ trust. Consumers do have frictions about moving to a new bank
although recently there have been more entries to the market with more consumers
proving to be open to change banks.

Management
and governance

FirstRand had planned management changes during April 2024 which were all
appointments made internally. Largest being Mary Vilakazi (previous COO) appointed
as CEO (replacing Alan Pullinger) and Markos Davias appointed as group CFO
(replacing Harry Kellan).

Balance sheet

3339

FirstRand Limited has total assets of R2 543 billion. Total liabilities are R2 313 billion,
which results in a liability-to-asset ratio of 0.91. Non-performing assets to loans were
4.33%. Common equity tier 1 capital ratio was 13.6% while the liquidity coverage
ratio was 127%.

e Increased pressure on consumers leads to material credit losses.
e Loss in market share due to increased competition.
e Being under provided for FCA motor finance investigation related expenses.
Risks e Adverse regulatory changes.
e  Political and social risks including geopolitical risks.
e« Downgrade in SA credit ratings.
e  Downturn in SA property leads to fewer loans provided and lower collateral.
e  Grey listing impact over time.
. Banking industry is highly regulated with multiple regulators and having to comply
Regulation - . . . . .
with various Acts of the Law including regulatory capital requirements.
ESG ﬁ FirstRand has an average ESG rank.
Momentum . . .
. Price momentum is negative.
price
Momentum In the last three months, earnings for the next financial year have been revised
earnings upwards by 1.8%.

Sources: PSG Wealth research team, FactSet and company financials

Table 4: Company data

Graph 1: Share price history vs benchmark

52-week high

52-week low

Market value (bn)

Price momentum

3m earnings revision

Fiscal year end

Source: FactSet
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Table 5: Performance versus benchmark

FirstRand Group Limited -5.6% 1.5% | -10.0% | -15.4% 8.6% 7.1% 5.5% 35.7% 31.4%

JSE Capped SWIX 4.5% 2.4% 1.1% 7.9% 18.9% 12.5% 14.5% 57.0% 33.8%
Source: FactSet
Table 6: Valuation multiples Graph 2: Price to earnings value

Multiple Latest: Last note:

Mar-2025 Oct-2024

P:E 8.9x 10.4x

P/S 2.6x 3.0x

P/B 1.7x 2.0x

Dividend yield 6.9% 5.8%

Source: FactSet

Table 7: Key competitors

Mar'20 Mar'21
FSR-ZA

Source: FactSet

Mar'22

Mar'23

Mar'24  Mar'25

5yr average P/E — — Avg +/-10

FirstRand FSR 71.7 402 53 87 38| 21x | 89x | -100% 8.6%

Nedbank NED 284.1 139 30 42 17 1.2x 73x | -7.2% | 265%

Group

Copllze ERulc O 3019.4 351 20 16 11 7.6x | 213x | -9.0% | 46.0%

Holdings

g‘a"dard Bank | opy 220.4 366 62 101 44 1.5x 74x | -51% | 9.2%
roup

Absa Group ABG 191.7 171 37 68 20| 11x |  64x | -13%  151%

Source: FactSet

Table 8: Key financials and ratios

Net revenue 1063 | 104.6 = 1085 | 114.6 | 1303 | 1395 - 6% 1474 | 157.4

Y/Y growth (%) - -1.6 3.7 5.6 13.7 71| _mmlm 5.7 6.8

e e 458 | 417 | 452 | 482 | 538 561 4% | 579 | 620

revenue H = I

Y/Y growth (%) - 9.0 8.4 67| 117 42| gumE— 3.3 7.1

e daresd 605 | 629 | 633 664 764 835 I I 7% 895 | 954

income _emm

Y/Y growth (%) - 4.1 0.6 4.9 15.2 9.2 - =l= 7.3 6.5

Pr°(‘j’.'ts'|°" e 105 | 244 | 137 71 109 | 126 I 4% 138 150

credit losses - . m .

Y/Y growth (%) -| 1322 -440| -482| 546| 147 | W__=m_ 10.3 8.1
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e 319 | 188 283 346 387 412 5% 422 | 470
period I N |
Y/Y growth (%) - -41.0 50.7 224 11.7 6.5 mE—-—— 2.4 11.3
EPS 54 3.0 4.8 5.8 6.5 68 ' m =mBN 5% 7.5 8.4
Y/Y growth (%) - -43.6 56.9 224 11.0 5.1 mE=-— 94 12.2
*excludes share of profit of associates and joint ventures
Balance sheet 5Yr
and cash flow 2019 2020 2021 2022 2023 2024 2025E 2026E
CAGR
(ZAR bn)
Cash from
. 306 465 536 599 621 573 gl I 13% . -
operations B I
Cash from I I n I
investment -128.7 -68.7| -122.8 -96.6| -190.8| -126.6 0% - -
activities
Cash from
financing 104.6 52.5 74.0 40.8 172.0 84.8 -4% - -
activities I 1 I
Net loans 1259.0| 1341.6| 1290.8| 1359.2| 1539.7| 16115 _ _mB 5%| 1678.3 18124
Deposits 1352.2| 1511.5| 15184 1640.8| 19231 20032| =Bl 8% | 2106.1| 22745
Total assets 1669.1 19265 18700 1999.5| 22980 23693 mmmBl 7% | 2523.5| 2713.2
VeiE] 1524.5| 1780.3| 1709.3| 1826.0| 21125 21515 7% - -
liabilities N [
Ratios (ZAR bn) 2019 2020 2021 2022 2023 2024 5Yrave. 2025E 2026E
Net interest margin I
(%) 4.8 4.5 51 4.4 4.5 4.5 l N . 4.6 4.6 4.6
st gicolls 50, 53 52 52 51 53 I I I I 52/ 51 50
ratio . .
CET1 (%) 121 11.5 13.5 13.9 13.2 135/ HEAmE 13.1 11.8 12.5
Credit loss ratio (%) 0.91 1.97 1.10 0.56 0.78 081 |=Mm 1.04 - -
NG leE e 754 696 690 680 670 680 I 683 665 668
assets (%) e -
Total
liabilities/assets (%) 91.3 924 91.4 91.3 91.9 90.8 - I Em I 91.6 - -
ROA (%) 1.9 1.0 14 1.7 1.7 1.7/ _ =EEN 15 - -
ROE (%) 23 13 18 21 21 20 mmEm 19 - -
Source: FactSet E = FactSet consensus expectations
Graph 3: Annual net loans Graph 4: Annual net income
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Graph 5: Annual net interest income Graph 6: Annual non-interest revenue
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Graph 7: Operating expenses and Cost-to-income ratio Graph 8: Credit-loss ratio and net-interest margin
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Graph 9: Earnings revision
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Graph 10: Price momentum

Last: 73. | Bollinger Bands: (50,3) [Upper/Lower]: 80.68/68.89
95

90
85
80

75

Price

70

65

60

(9]
wv

w55 Day Moving Avg e 24 Day Moving Avg e 200 Day Moving Avg e Price

e

P s T

Mar 2024 May 2024 Jul 2024 Sep 2024 Nov 2024 Jan 2025 Mar 2025

(%)
o

Sell | Buy

Source: FactSet

I Company Update Report



Contact details

Pierre Muller, CA (SA), CFA
Equity Analyst

+27 (11) 996 5200
Pierre.Muller@psg.co.za

Vaughan Henkel, CFA
Head of Equity Research
+27 (11) 996 5200
Vaughan.Henkel@psg.co.za

The purpose of this document is to provide information and is not available for external distribution.

About PSG Wealth recommendations

PSG Wealth provides medium- to long-term recommendations based on the premium or discount that a company trades at, relative to our
estimation of intrinsic value. We expect companies to rerate towards their intrinsic value over a one- to three-year period. The long-term
valuation is a quantitative-based valuation based on the fundamental performance of each company in the past, as well as their future
forecasts. The fundamental features used are based on profitability and includes EPS growth and return on equity (ROE).

House view guidance: House view guidance is indicative only. Each client’s circumstances are different, and it remains critical that
indicative guidance is discussed with your portfolio manager or financial adviser.

Date and share price: The date the report was reviewed and approved by the portfolio committee is likely to precede the release date
and price on the report.

*Share price as at closing.

Disclaimer

PSG Wealth has issued this publication. It is confidential and released for the information of clients only. It shall not be reproduced in
whole or in part without our permission. Any unauthorised use, duplication, redistribution or disclosure is prohibited by law. This
publication is not to be construed as providing investment services in any jurisdiction where the provision of such services is not permitted.
It is provided for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security, and we
have no responsibility whatsoever arising here from or in consequence thereof. The user assumes the entire risk of any use made of this
publication. Any decision to purchase securities mentioned in this publication must consider existing public information on such security
or any registered prospectus. The information contained herein has been obtained from sources which and persons whom we believe to
be reliable but is not guaranteed for accuracy, completeness or otherwise. Opinions and estimates constitute our judgement as of the
date of this material and are subject to change without notice. This publication does not attempt to identify the nature of the specific
market or other risks associated with an investment. Leveraged /Geared positions in securities can accentuate the profit/loss made on
investments. Geared /Leveraged positions are not recommended based on the information contained in this publication. Securities,
financial instruments or strategies mentioned herein may not be suitable for all investors and investors must make their investment
decisions using their own objective advisers as they believe necessary and based upon their specific financial situations and investment
objectives. Certain investments/recommendations may have tax implications for private customers. Investors should seek advice from a
tax adviser before acting on information contained in this publication. The securities described herein are subject to fluctuation in price
and/or value and investors may get back less than originally invested. Past performance is not indicative of future results. The employees
responsible for producing this report may from time-to-time own securities mentioned herein.

Analyst certification

The research analyst who prepared this report certifies that the view expressed herein accurately reflects the research analyst’s personal
views about the subject, security and issuer and that no part of their compensation was, is or will be directly or indirectly related to
specific recommendations or opinions contained in this report.

FSP

PSG Investment Management (Pty) Ltd is an authorised financial services provider. FSP: 44306
PSG Securities Limited is an authorised member of the JSE and authorised financial services provider. FPS: 42996
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