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Executive Summary
Fixed Income: T-bills were undersubscribed during the week, with the overall subscription rate
coming in at 42.7%, compared to 63.2% recorded the previous week, as the liquidity in the market
remained tight. Yields on the 91, 182 and 364-day papers remained unchanged at 8.1%, 10.3% and
11.0%, respectively. The economy could face a setback due to the uncertainty surrounding the
presidential election re-run as the opposition party announced its withdrawal from the upcoming
poll, while the High Court directed the Independent Electoral and Boundaries Commission (IEBC) to
amend a gazette notice to include Thirdway Alliance Kenya party candidate, Ekuru Aukot, and
consequently other presidential candidates, in the upcoming presidential election. Consequently,
IEBC has announced that it shall include all the 8 presidential candidates who participated in the 8th
August poll in the fresh election;
Equities: During the week, the equities market was on a downward trend with NSE 25, NSE 20 and
NASI losing 2.2%, 1.8% and 0.9%, respectively, taking their YTD performance to 19.4%, 16.8% and
13.8% for NASI, NSE 25 and NSE 20, respectively. According to the Central Bank of Kenya (CBK),
the value of mobile payments dropped by 7.3% to Kshs 286.3 bn in August from Kshs 308.9 bn in
July, mainly attributed to reduced business activity as a result of the political uncertainty, and
reduced lending to the private sector;
Private Equity: New York based IT Technology firm, Andela, has raised Kshs 4.1 bn from DBL
Partners, Amplo, Salesforce Ventures, Africa-focused TLcom Capital and existing investors, Google
Ventures and Spark Capital, to fund technology firms in Kenya, Nigeria and Uganda;
Real Estate: In a bid to address the national housing shortage of 2.0 mn units as per the World Bank,
the Kenyan Government unveiled a Building Research Centre, which will bring private developers
and all other housing sector stakeholders together to address the housing shortage through a joint
effort. Also during the week, Kenya’s hospitality industry bagged awards during the 2017 World
Travel Awards. The awards included Leading Wildlife Sanctuary, Best Beach, Best Tourism
Marketing Agency and Leading Airline for Business Class (which went to Kenya Airways), in Africa,
reaffirming the attractiveness of Kenya’s tourism sector;
Focus of the Week: Following the release of the H1’2017 results by listed insurance companies, we
analyzed the results of the listed insurance companies, the current state and outlook of the industry
to determine which companies are the most attractive and stable for investment from a franchise
value and from a future growth opportunity (intrinsic value) perspective.

Company Updates
We hosted Taaleri of Finland, Cytonn’s principal investor, for their annual visit to understand the
investment opportunities in Kenya and the Eastern Africa region. Later the team was taken for
site visits of Amara Ridge, our Kshs 1 bn exclusive private gated community development in
Karen, and the Alma, our Kshs 4 bn integrated mixed-use development project in Ruaka. See
event note here
As part of its Corporate Social Responsibility, Cytonn Investments Management signed a
Memorandum of Understanding ‘MoU’ with Moi University to provide mentorship and training to
exceptional talent from the University through its Cytonn Young Leaders Programme (CYLP). The
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partnership was officiated at the University’s Main Campus in Eldoret on the 9 of October by the
Ag. Vice Chancellor Prof. Laban Ayiro and Cytonn’s Senior Human Resources Associate, Anne
Wanjiru. See Event Note
Cytonn Foundation held two Wealth Management Trainings (WMT) during the week as part of the
Foundation’s financial literacy outreach program:
The Embu University staff were taken through financial planning training with a focus on 4 key
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pillars; debt management, savings, budgeting, and investment in the various asset classes on 11
October 2017. Students were trained on the Cytonn Young Leaders Program (CYLP). See event
note here
The Jomo Kenyatta University of Agriculture and Technology (JKUAT) staff were also taken

through the financial planning training, while the students were trained on CYLP. See event note
here
We held our Q3’2017 Financial Advisors & Independent Financial Advisors Awards event aimed at
rewarding best performers among the Financial Advisors & Independent Financial Advisors at the
Sarova Stanley. See event note here
Mr Michael Okinda, a Manager at Consolidated Bank and part-time lead consultant in Personal
Branding and Coaching, trained at this week’s Cytonn Entreprenuers Hub, Cytonn e-Hub Season
2. The training was on building a brand for your business. See Event Note. Cytonn eHub focuses
on training and mentoring young and upcoming entrepreneurs to enhance their knowledge and
capabilities on how to run and grow successful enterprises
Our Managing Partner & CEO, Edwin H. Dande, discussed the importance of good corporate
governance in firms and its relationship to the performance of the firm. Watch Edwin on KTN here
Our Senior Manager, Regional Markets, Johnson Denge, discussed our recently released Kenya
Retail Sector Report that focuses on the performance of the retail space in the Kenyan market,
and the impact of the prolonged electioneering period on the real estate sector. Watch Johnson on
CNBC here
Our Investment Manager, Maurice Oduor, discussed the current business environment and the
effects of political uncertainty occasioned by the prolonged electioneering period on the Kenyan
economy. Watch Maurice on Citizen here
We continue to showcase our real estate developments through weekly site visits. Watch progress
videos and pictures on The Alma, Amara, The Ridge and Taraji Heights. The site visits target both
investors looking to invest in real estate directly and those interested in high yield investment
products to familiarize themselves with how we support our high yields. Key to note is that our
cost of capital is priced off the loan markets where all-in pricing ranges from 16.0% to 21.0% and
our yield on real estate developments ranges from 23.0% to 25.0%, hence our top-line gross
spread is about 6%. If interested in attending the site visits, kindly register here
We continue to see very strong interest in our Private Wealth Management training (largely
covering financial planning), which is at no cost, and is held bi-weekly, but is open only to prescreened participants. We also continue to see institutions and investment groups interested in
the trainings for their teams, if interested in the training for your employees or investment group
please get in touch with us through our Client Services team at clientservices@cytonn.com. To
view the wealth management training topics click here

For recent news about the company, see our news section here
We have 10 investment-ready projects, offering attractive development and buyer targeted
returns of around 23.0% to 25.0% p.a. See further details here: Summary of investment-ready
projects
To invest in any of our current or upcoming real estate projects, please visit Cytonn Real Estate
Cytonn Towers, where we are only selling residential units in the first phase, is currently 20.0%
sold. See Cytonn Towers
The Alma, which is 55.0% sold. See The Alma
Amara Ridge is currently 100.0% sold. See Amara Ridge
Situ Village is currently 22.0% sold. See Situ Village
The Ridge (Phase 1) is currently 31.0% sold. See The Ridge
Taraji Heights is currently 14.0% sold. See Taraji Heights
RiverRun Estates (Phase 1) is currently 11.0% sold. See RiverRun Estates
With over 10 investment ready projects with over Kshs 82.0 billon of project value, we shall be
very selective on new real estate projects going forward, only focused on Joint Ventures and
opportunities with deep value. We shall increasingly focus on private equity deals. Should you
have any deals in banking, insurance, education, hospitality and technology sectors, kindly email a
teaser to PE@cytonn.com
We continue to beef up the team with ongoing hires: Careers at Cytonn

Fixed Income
During the week, T-bills were undersubscribed, with the overall subscription rate coming in at
42.7%, compared to 63.2% recorded the previous week, due to relatively tight liquidity in the money
market. The subscription rates for the 91, 182 and 364-day papers came in at 63.4%, 43.6%, and
33.7% compared to 121.8%, 22.2% and 80.7%, respectively, the previous week. Yields on the 91, 182
and 364-day papers remained unchanged from the previous week at 8.1%, 10.3% and 11.0%,
respectively. The overall acceptance rate came in at 95.5%, compared to 87.0% the previous week,
with the government accepting a total of Kshs 9.8 bn of the Kshs 10.3 bn worth of bids received,
against the Kshs 24.0 bn on offer in this auction. The government is behind its domestic borrowing
target for the current fiscal year, having borrowed Kshs 51.0 bn, against a target of Kshs 118.3 bn
(assuming a pro-rated borrowing target throughout the financial year of Kshs 410.2 bn budgeted for
the full financial year as per the Cabinet-approved 2017 Budget Review and Outlook Paper (BROP)).
Liquidity in the money market remained relatively tight during the week, with a net liquidity
injection of Kshs 0.3 bn, compared to a net injection of Kshs 2.2 bn the previous week. The bulk of
the liquidity injection came from Reverse Repo Purchases of Kshs 30.6 bn as the CBK looked to
counter the high liquidity reductions brought about by Reverse Repo Maturities and Transfer from
Banks – Taxes, of Kshs 35.8 bn and Kshs 24.4 bn, respectively. The tight liquidity in the market saw
the average interbank rate remain high at 8.0% from 8.1% recorded the previous week. The average
volumes traded in the interbank market increased by 54.6% to Kshs 30.7 bn from Kshs 19.9 bn the
previous week.
Below is a summary of the money market activity during the week:
all values in Kshs bn, unless stated otherwise
Weekly Liquidity Position – Kenya
Liquidity Injection
Government Payments
30.4
T-bill Redemption
12.7
Reverse Repo Purchases
30.6
Total Liquidity Injection
73.7
Net Liquidity Injection

Liquidity Reduction
Transfer from Banks - Taxes
T-bill (Primary issues)
Reverse Repo Maturities
Total Liquidity Withdrawal

24.4
13.2
35.8
73.4
0.3

For the month of October, the government is issuing a new 5-year bond (FXD 2/2017/5), in a bid to
raise Kshs 30.0 bn for budgetary support. The value date for this issue is on 23rd October, with the
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period of sale ending a week earlier, on 17 October. Given that the government is behind its
domestic borrowing target, we expect investors to bid slightly above the secondary market yield,
which is at 12.4% for a similar tenor bond, and we would therefore bid at a range of between 12.4% 12.6% for this particular issue (FXD 2/2017/5).
According to Bloomberg, yields on the 5-year and 10-year Eurobonds remained relatively unchanged
during the week at 4.0% and 6.3%, respectively. Yields on these two bonds have been on a
downward trend since July, and this can be attributed to the stability that has prevailed during the
Kenyan General Election period. Since the mid-January 2016 peak, yields on the Kenya Eurobonds
have declined by 4.8% points and 3.4% points for the 5-year and 10-year Eurobonds, respectively,
due to stable macroeconomic conditions in the country. Despite this, the uncertainty surrounding the
Presidential Election has seen yields on the two bonds rise slightly by 0.1% points and 0.2% points
over the last month for the 5-year and 10-year bond, respectively. The declining Eurobond yields and
stable rating by Standard & Poor (S&P), in spite of the political uncertainty around the presidential
poll re-run are indications that Kenya’s macro-economic environment remains stable and hence an
attractive investment destination. However, concerns from Moody’s around Kenya’s rising debt to
GDP levels may see Kenya receive a downgraded sovereign credit rating.

The Kenya Shilling depreciated slightly against the US Dollar (USD) during the week to close at Kshs
103.3, from Kshs 103.2 recorded the previous week, due to increased demand from oil importers,
with any further depreciation being cushioned by diaspora remittances and horticulture revenue. On
a year to date basis, the shilling has depreciated against the dollar by 0.8%. In our view, the shilling
should remain relatively stable against the dollar in the short term, supported by (i) the weakening of
the USD in the global markets, (ii) increased diaspora remittances that grew by 5.3% to USD 1.0 bn
in 7 months to July 2017 from USD 987.2 mn over a similar period last year, and (iii) the CBK’s
activity, as they have sufficient forex reserves, currently at USD 7.4 bn (equivalent to 4.9 months of
import cover). The key factor to watch is the current account deficit that worsened to 6.2% of GDP in
Q2’2017, as compared to 5.3% of GDP in a similar period last year.
This week, the High Court directed the Independent Electoral and Boundaries Commission (IEBC) to
amend a gazette notice it had issued on the presidential candidates to contest in the fresh election,
to include Thirdway Alliance Candidate, Ekuru Aukot. Consequently, IEBC has announced that it
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shall include all the 8 presidential candidates who participated in the 8 August poll in the fresh
election. This follows announcement by the opposition coalition (National Super Alliance, NASA) of
its intention to withdraw from the repeat presidential poll set for 26th October, citing reforms that
are yet to be implemented following the annulled 8th August poll. Following these recent turn of
events, we expect businesses to go about their activities with increased caution and thus subdued
activity is expected over the coming few weeks, as investors take a wait and see approach. We

maintain the view that the market should normalise once the country takes to the polls, the election
is concluded, and fears and uncertainty dissipates, with the Kenya growth fundamentals remaining
strong and intact.
The World Bank reported that it expects growth in Sub-Saharan Africa to strengthen to 3.2% in
2018, while Kenya is expected to grow at 5.8% in 2018, lower than 6.1% estimated at the start of the
year, primarily due to the drought experienced in the first half of the year and the capping of interest
rates that is expected to subdue growth. The upgrade on the Sub-Saharan Africa growth prospects is
supported by moderately rising commodity prices and reforms to tackle macro-economic imbalances
in the region. In our view, we maintain our expectation that 2017 GDP growth for Kenya will slow
down and come in between 4.7% and 5.2% due to a slowdown in agriculture and finance & insurance
owing to (i) slower growth of the agriculture sector, (ii) the interest rate caps, which will reduce
corporate earnings for commercial banks, (iii) increased political uncertainty around the presidential
poll re-run forcing investors to take a wait and see stance, and (iv) slow private sector credit growth.
Rates in the fixed income market have remained stable, and we expect this to continue in the shortterm. However, a budget deficit that is likely to result from depressed revenue collection creates
uncertainty in the interest rates environment as any additional borrowing in the domestic market to
plug the deficit could lead to upward pressures on interest rates. Our view is that investors should be
biased towards short-to medium term fixed income instruments to reduce duration risk.

Equities
During the week, the equities market was on a downward trend with NSE 25, NSE 20 and NASI
losing 2.2%, 1.8% and 0.9%, respectively, taking their YTD performance to 19.4%, 16.8% and 13.8%
for NASI, NSE 25 and NSE 20, respectively. This week’s performance is attributable to losses by
select large cap stocks such as KCB Group, Barclays and Equity Group, which lost 7.5%, 6.4% and
2.7%, respectively. Since the February 2015 peak, the market has lost 10.3% and 34.1% for NASI
and NSE 20, respectively.
Equities turnover increased by 61.7% to USD 25.4 mn from USD 15.7 mn the previous week. Foreign
investors turned net sellers with a net outflow of USD 0.3 mn compared to a net inflow of USD 0.2
mn recorded the previous week. We expect the market to record subdued activity over the coming
few weeks as market players remain cautious of the renewed political uncertainty in the country.
Despite this, we expect the market to remain strong supported by the attractive valuations in select
counters and the expected improvement of investor confidence once the country takes to the polls
for the presidential elections scheduled for October 26th.
The market is currently trading at a price to earnings ratio (P/E) of 12.8x, versus a historical average
of 13.4x, and a dividend yield of 4.1%, compared to a historical average of 3.7%. Despite the
valuations nearing the historical average, we believe there still exist pockets of value in the market,
with the current P/E valuation being 24.6% below the most recent peak in February 2015. The
current P/E valuation of 12.8x is 31.5% above the most recent trough valuation of 9.7x experienced
in the first week of February 2017, and 53.5% above the previous trough valuation of 8.3x
experienced in December 2011. The charts below indicate the historical P/E and dividend yields of
the market.

The CBK and Kenya Deposit Insurance Corporation (KDIC) announced that they received a nonbinding offer from SBM Holdings with respect to Chase Bank Limited (In Receivership) (CBLR). The
non-binding offer, which received support from CBLR depositors and shareholders, is still subject to
confirmatory due diligence and a binding contract, and is expected to among other things, ensure a
substantial recovery for depositors currently under moratorium and a transfer of a substantial
number of staff and branches of the existing CBLR operations. SBM Holdings, which is the secondlargest bank in Mauritius with a market share of about 25%, recently entered the Kenyan market
through acquisition of Fidelity Bank in May 2017 and currently has 10 branches. The proposed
transaction, which is expected to be concluded by end of 2017, will enhance competitiveness in the
sector as SBM acquires a larger market share, and will result in further strengthening of the Kenyan
banking sector. According to the Central Bank of Kenya (CBK), cash transacted through mobile
money channels dropped by 7.3% to Kshs 286.3 bn in August from Kshs 308.9 bn in July mainly
attributed to reduced business activity as a result of (i) political uncertainty in the country due to
prolonged electioneering period, and (ii) the decline in lending to the private sector as indicated by
slow private sector credit growth of 1.6% as at August 2017. Mobile money payments are
increasingly being adopted by individuals and firms, with the latest data by Communications
Authority of Kenya (CA) showing that mobile money subscriptions currently stand at 28.1 mn while
the value of transactions hit Kshs 1.2 tn for the quarter ended June 2017. Mobile money platforms
include Safaricom’s M-Pesa, Airtel Money, Telkom Money, Equity Group’s Equitel, Tangaza and
MobiKash. With the rapid population growth of 2.6%, the mobile penetration rate at 88.7% and
technological advancements, we expect increased growth in mobile payments segment as more firms
adopt the convenient medium of money transfer.
In an effort to keep our rankings of companies on the Cytonn Corporate Governance Ranking
(Cytonn CGR) Report up-to-date, we continually update the rankings whenever there are changes on
any of the 24 metrics that we track, and how this affects the company ranking. Below are the board
changes for this week:
Bamburi Cement appointed the Chief Financial Officer Mr. Eric Kironde as its interim Chief
Executive Officer (CEO) following the exit of Mr. Bruno Pescheux. Bamburi’s score has improved
to 70.8% from 66.7% due to (i) reduction in board size from an even number 10 to an odd number
9 (both the CFO and CEO were board members), and (ii) improvement in gender diversity score

from 30.0% to 33.3%. Bamburi now ranks at position 21 from position 23,
Standard Group appointed Dr. Julius Kipngetich as an Independent Non-Executive director.
Standard’s score has improved to 72.9% from 70.8% due to increase in board size to an odd
number 9 from an even number 8. Its ranking has improved to position 19 from position 20.
Given increased public interest in the Corporate Governance Report (CGR), we held a corporate
governance workshop to get feedback and views from the corporate governance stakeholders on the
methodology and framework of the report. The event was well attended by representatives from
listed firms, Saccos, Pension Trustees and Professional bodies. Changes made to the current metrics
as guided by the feedback can be accessed here.
Below is our Equities Universe of Coverage:
all prices in Kshs unless stated otherwise
Price as Price as
w/w
YTD
Target Dividend Upside/
No. Company
at
at
Change Change Price* Yield
(Downside)**
06/10/17 13/10/17
1.
NIC***
37.8
36.3
(4.0%)
39.4%
58.2
3.4%
64.0%
KCB
2.
40.0
37.0
(7.5%)
28.7%
57.1
5.4%
59.7%
Group***
3.
Barclays
10.2
9.5
(6.4%)
12.0%
12.5
10.5%
42.1%
HF
4.
10.7
10.8
0.9%
(22.9%) 14.2
2.0%
33.5%
Group***
5.
DTBK
185.0
179.0
(3.2%)
51.7%
234.1
1.4%
32.2%
6.
Liberty
12.5
12.5
0.0%
(5.3%)
16.4
0.0%
31.2%
7.
Kenya Re
19.8
19.7
(0.3%)
(12.4%) 24.4
3.8%
27.7%
I&M
8.
126.0
122.0
(3.2%)
35.6%
149.6
2.5%
25.1%
Holdings
Jubilee
9.
478.0
478.0
0.0%
(2.4%)
575.4
1.8%
22.2%
Insurance
Equity
10.
37.0
36.0
(2.7%)
20.0%
40.5
5.6%
18.1%
Group
11. CIC Group
5.3
5.4
0.9%
40.8%
6.2
1.9%
17.8%
12. Co-op Bank 16.7
16.5
(0.9%)
25.0%
17.5
5.6%
11.7%
13. Britam
15.2
14.1
(7.2%)
41.0%
15.2
1.6%
9.4%
Sanlam
14.
29.0
29.0
0.0%
5.5%
31.4
1.0%
9.2%
Kenya
Stanbic
15.
79.5
79.5
0.0%
12.8%
79.1
5.2%
4.7%
Holdings
Standard
16.
226.0
226.0
0.0%
19.6%
199.8
4.6%
(7.0%)
Chartered
17. Safaricom
24.8
25.0
1.0%
30.5%
19.8
4.7%
(16.2%)
18. NBK
9.9
10.0
1.5%
38.9%
5.2
0.0%
(48.2%)
*Target Price as per Cytonn Analyst estimates
**Upside / (Downside) is adjusted for Dividend Yield
***Banks in which Cytonn and/or its affiliates holds a stake
For full disclosure, Cytonn and/or its affiliates holds a significant stake in KCB Group and NIC
Bank, ranking as the 5th largest local institutional investor and the 9th largest shareholder,
respectively
We remain "neutral with a bias to positive" for investors with short to medium-term investments
horizon and are "positive" for investors with a long-term investment horizon.

Private Equity
New York based technology firm, Andela, has raised USD 39.7 mn (Kshs 4.1 bn) from DBL Partners,
Amplo, Salesforce Ventures, Africa-focused TLcom Capital and existing investors (Google Ventures
and Spark Capital) to fund technology firms in Kenya, Nigeria and Uganda. This brings the Andela
Africa-based start-up’s funding to over USD 78.4 mn (Kshs 8.1 bn). The Kenya office in Nairobi has
supported 300 local engineers in the Kenya technological space. Andela currently has other offices in
Nigeria and Uganda, with plans to open two more offices in the African region in the next year to

double its developer base from 500 to 1,000. The continued interest by investors in technologydriven companies in Sub-Sahara Africa is catalysed by the rising need for technology products as
more businesses seek to enhance efficiency and reduce costs. The rising number of tech hubs in
Africa, which support the growth of tech startups by providing mentorship has also provided a
platform through which investors can easily identify opportunities to invest in. According to the
World Bank, tech hubs in Africa have increased from 117 in 2015 to 173 in 2016, with South Africa
and Kenya leading with 32 and 16 tech hubs, respectively.
Just this year, several tech backed businesses have received funding from both local and
international investors, including: (i) Bamba Group, a company providing SMS based solutions and
data collection software for companies, raised USD 1.1 mn, (ii) BitPesa, a Kenyan digital currency
payment platform closed a USD 2.5 mn funding round, (iii) Mobile credit firm, Tala, raised more than
USD 30.0 mn, (iv) Kenya’s Twiga Foods Ltd, a mobile based food supply platform raised USD 12.78
mn (Kshs 1.3 bn), and (v) Shortlist, a Kenyan-based employment tech start-up, received Kshs 103.0
mn seed funding in both equity, for an undisclosed stake, and debt from US-based private equity firm
University Ventures, Indian angel investor Samir Shah of Sattva Capital, Kenya-based seed fund
Zephyr Acorn, global impact investor FARM Ventures, and US-based investor Bodley Group. We
remain positive about investment in technology and tech-backed businesses, as the Sub-Saharan
African region continues to witness increased integration of technology in businesses as well as
increased automation of business processes by SMEs.
Private equity investments in the Sub-Sahara African Region remains robust as evidenced by the
increased deal flow in a number of sectors that support growth. The increasing investor interest in
private equity investment in sub-Sahara Africa is attributed to (i) rapid urbanization, a resilient and
adapting middle class and increased consumerism, (ii) the attractive valuations in the private
markets compared to the public markets, (iii) the attractive valuations in Sub Saharan Africa’s
markets compared to global markets, and (iv) better economic projections in Sub Sahara Africa
compared to global markets. We remain bullish on PE as an asset class in Sub-Sahara Africa. Going
forward, the increasing investor interest and stable macro-economic environment will continue to
boost deal flow into the market.

Real Estate
During the week, the State Department of Housing and Urban Development unveiled a Building
Research Centre as a strategy to address the current housing shortage. Currently, developers
provide less than 50,000 units annually, mostly targeted for high and middle-income earners, against
a national housing deficit of 2.0 mn units especially for the low-income earners market, which
according to the World Bank, Kenya Economic Update 2017, 61% of the urban population live in
slums. The research centre will bring together both private practitioners and housing sector
stakeholders in joint efforts to address the shortage. In our view, the centre is an important step
towards addressing the housing shortage and will enhance consultations among the stakeholders,
enabling innovation and solution-oriented policies against factors that have been hindering the
success of provision of low cost housing in the region such as (i) the prohibitive land costs, as per the
Cytonn Nairobi Metropolitan Area Land Report, land prices increased 2.5x between 2011 and 2016,
and (ii) further improvement of land legal processes such as opacity on issuance of title deeds. These
will thus enable faster solutions to the housing problem.
Also during the week, the retail sector recorded heightened activity with Next Gen Mall, located
along Mombasa Road, announcing that a new anchor tenant - Souk Bazaar- will take up the space
vacated by Nakumatt, which occupied 60,000 SQFT. The new anchor tenant is set to open its doors
to shoppers next week occupying 90,000 SQFT, on a 20-year lease. The retail outlet is owned by the
same developer of the Nextgen Mall. This is in tandem with our view that, the retail sector is set for
a paradigm shift following the recent crisis faced by anchor tenants such as Nakumatt. We expect

malls to replace externally-owned supermarkets with other retail outlets such as fast food stores
which also have high footfall.
Choppies also announced plans to open 40 new stores across Africa by venturing into Namibia and
building on its existing portfolio in Kenya, Tanzania, South Africa and Zambia, a plan that is set to
cost Kshs 2.99 bn, translating to Kshs 74.7 mn per branch. The Botswanan retailer currently
operates 10 stores in Kenya and is set to be the anchor tenant in the soon to be opened Southfield
and Kiambu malls located in Embakasi and Kiambu Town, respectively. The retailer has a foothold in
6 other African countries. According to Cytonn Retail Report 2017, the increased interest in the
retail market by international retailers is due to:
i. An expanding middle class, which has led to growth of disposable income,
ii. The growing economy, which has averaged at 5.1% for the past 5-years, and,
iii. Rapid infrastructural improvement such as improved roads, upgrade of key airports and utility
connections that facilitates accessibility to viable areas of investment.
The attractiveness of the Kenya tourism sector was reaffirmed following the 2017 World Travel
Awards, which were recently held in Kigali with;
i. Maasai Mara National Reserve bagging the award for Africa's leading wildlife sanctuary beating
Kruger National Park in South Africa, Serengeti National Park in Tanzania, Central Kalahari Game
Reserve in Botswana, Kidepo Valley National Park in Uganda and Etosha National Park in
Namibia;
ii. Diani Beach in Kenya's South Coast was voted Africa's best beach tourist destination for the
fourth year in a row beating competition from beaches in South Africa, Mozambique, Zanzibar and
Egypt;
iii. Kenya Tourism Board won the award for leading tourism marketing agency, beating Egypt,
Morocco and South Africa, and,
iv. Kenya Airways won the award for Africa's leading airline and the continent's leading airline Business Class.
This acts as an endorsement and is set to boost the hospitality sector further, through expected
increase in tourist arrivals. According to Kenya National Bureau of Statistics’ Leading Economic
indicators, August 2017 release, the total number of visitors arriving through Jomo Kenyatta
International Airport (JKIA) and Moi International Airport (MIA) increased by 12.6% to 543,154
between January and July 2017 from 482,470 during the same period in 2016.
In other highlights, a new low cost airline was unveiled in Kisumu, which is set to boost domestic
tourism. The new airline, Silverstone Air, will have two daily flights to Kisumu and Ukunda from
Wilson Airport with plans to include other areas like Malindi, Lamu, Marsabit, Garissa, Homabay and
Moyale. The introductory one-way tickets from the airline will cost Kshs 4,500. The dominant
domestic airlines include Kenya Airways, Jambojet, Fly540, and the recently launched Britex Air
Services, which charge Kshs 7,635, Kshs 4,200, Kshs 6,770 and Kshs 5,200, respectively.
According to a report by the World Travel & Tourism Council - Travel and Tourism, Economic Impact
2017, Kenya domestic air travel spending generated 60.8% of direct travel and tourism GDP,
compared to 39.2% by foreign tourists spending, and is expected to grow by 6.1% in 2017 to Kshs
284.9 bn from Kshs 267.5 bn in 2016. Consequently, the rise in domestic travel is set to increase
demand for hotel beds locally.
Other weekly highlights include;
The Kshs 1.3 bn, 25-storey FCB Mihrab building, a project by Mihrab Development Limited, was
officially opened in Kilimani. The building is a mixed-use development and is selling at Kshs
13,950 per SQFT, and is 50% sold out with First Community Bank as the anchor tenant. According

to Cytonn Office Report 2017, Kilimani had average yields of 9.3%, with average market
occupancy rates at 90.5% against market averages of 9.2% and 88.9%, respectively,
Additionally, Housing Finance launched Phase 2 of their Komarock Heights estate, which is set to
cost Kshs 3.3 bn. The estate will comprise of 480 1, 2 and 3-bedroom units selling at Kshs 3.0 mn,
Kshs 4.9 mn and Kshs 5.9 mn, respectively. As per the Cytonn Residential Report 2017, Komarock
had returns to investors of 8.0% and 12.7% for detached and apartment units, respectively,
against a market average of 9.4% for detached units and 9.5% for apartments.
We expect the real estate sector to remain vibrant with the tourism and retail sectors gaining more
international focus supported by (i) a growing middle class, (ii) improved infrastructure, and (iii) a
growing economy especially once the political tension dies down, with more efforts by private
developers and the government geared towards low cost housing for the low income population
segment.

Focus of the Week; Kenya Listed Insurance Sector H1’2017
Report
Following the release of the H1’2017 results by insurance firms, we have carried out an analysis on
Kenya’s listed insurance companies to decipher any material changes from our FY’2016 Insurance
Report. In our analysis of the insurance sector, we seek to give a view on which insurance firms are
the most attractive and stable for investment from a franchise value and a future growth opportunity
perspective. The report is themed "Sustaining Profitability in an Era of Heightened Regulation", as
the insurance sector still struggles in the local market with low penetration levels, excessive
duplication of products and increased capital requirements following full adoption of a risk based
capital adequacy framework, as a result of the Insurance (Amendment) Act 2016.
The Kenyan economy has experienced stable growth expanding by 5.0% in Q2’2017, higher than
Q1’2017 growth of 4.7%, with the Financial Services sector contributing 6.0% to Kenya’s GDP as at
Q2’2017, slightly lower than the 6.1% recorded in Q2’2016. The slowdown is attributable to a
slowdown in private sector credit growth and reduced profit margins in the banking sector, following
the capping of interest rates, and thus the insurance sector will be key to support contribution of the
financial services to Kenya’s economic growth.
The insurance sector has benefited from (i) convenience and efficiency through adoption of
alternative channels for both distribution and premium collection such as Bancassurance and
improved agency networks, (ii) advancement in technology and innovation making it possible to
make premium payments through mobile phones, and (iii) a growing middle class, which has led to
increased disposable income, thereby increasing demand for insurance products and services. These
factors have been key in driving growth of the sector despite reduced profitability and are set to
continue going forward.
On valuations, insurance companies are trading at a price to book of 1.1x compared to the banking
sector at 1.3x, which are below historical averages of 1.4x for the insurance sector, and 1.8x for the
banking sector. This indicates that both sectors are attractive for long-term investors supported by
the strong economic fundamentals and favourable investment environment.

Following the stable growth achieved by the insurance sector over the last decade, we expect the
sector to transition into a more stable sector. This transition will enhance the capacity of the sector
to sustain profitability, amidst the heightened regulation. The Insurance Regulatory Authority (IRA)
has been at the forefront of this initiative, pushing for (i) the observance of prudential guidelines, (ii)
better corporate governance of insurance companies, (iii) increased transparency in reporting of
results, and (iv) adoption of a risk-based approach to capitalization, with varying risk charges on
respective investment options. As indicated in our H1’2017 Insurance Report, the key areas of focus
in the sector include the following;
1. Operational Efficiency: Insurance companies in Kenya have been affected adversely by the rising
levels of inefficiency in their operations in the recent past, as collection of premiums and
distribution of products have emerged to be a costly affair for the insurers. Insurance penetration
remains low at 2.8% currently, lower than the average of 3.5% in Africa, indicating that for
insurance companies to penetrate the Kenyan market they will need to invest in better and
efficient distribution channels.
The graph below highlights the rising levels of inefficiencies in the sector since 2014, which the
firms operating in the sector need to cap to steer growth and sustain profitability;

*Market cap weighted average

The listed insurance sector expense ratio is more than 50%, indicating more than half of insurance
company revenues are used up in administration and distribution expenses, and with loss ratios
above 50%, insurance companies are struggling to eke out a profit from their core business.
2. Product Innovation: With the industry combined ratio average at 126.1%, insurance companies
are not profitable from their core business, and diversification to alternative revenue streams has
been key to their profitability. Insurance products in the market are not tailored to the common
consumer and players in the market lack the much needed innovation in product offerings,
tailored to meet the needs of their target customers. The informal sector in the country is
uninsured leaving a gap for insurance firms to tap into, as most products are currently tailored
towards the formal sector and mainly the growing middle class. The value addition area we see is
innovation into more relevant products to improve uptake, while also maintaining effective
channels of distribution for these products. In the recent past, we have witnessed increased
partnerships between insurance firms and banks, with players in the sector aiming to target the
banks’ large base of customers to sell their insurance products, the most recent being Standard
Chartered Bank’s partnership with Sanlam Kenya. Significant opportunities remain in the Kenyan
insurance market, with growth areas identified especially in commercial lines such as oil, real
estate and infrastructure.
3. Regulation & Compliance: With the new Insurance Act (Insurance Amendment Act 2016), there
has been put in place requirements for increased regulation on capital adequacy and risk charges
on respective investment options, that insurance and reinsurance firms will be required to
maintain capital in relation to their risk of liabilities held. This will lead to increased risk-based
analysis on investments, improved supervision on internal practices and a more regulated
insurance sector, thereby improving investor sentiment. In addition, insurance and reinsurance
firms will from January 2018 be issued with perpetual licenses saving them the cost of annual
license renewal fee, joining the banking sector, which already uses the model since 2015.
According to the Financial Services Authority Bill (2017), all financial services firms excluding
banks will be regulated by the Financial Services Authority (FSA), and in our view this move is
likely to see increased transparency in the financial services industry.
4. Capital Raising Initiatives: The move to a risk based capital adequacy framework is likely to lead
to capital raising initiatives by some players in the sector to shore up capital. The solvency
margins on the listed insurance space have declined from a high of 30.1% in 2014, to 28.7% in
H1’2016, and to 27.8% in H1’2017, indicating that assets have been growing faster than
shareholder’s funds. With the new capital adequacy assessment framework, capital is likely to be
critical to ensuring stability and solvency of the sector to ensure the businesses are a going
concern. In September, Britam Holdings announced a deal to raise Kshs 5.7 bn from Africinvest
III, a special purpose vehicle (SPV) managed by Africinvest Capital Partners Management II, and
we expect more players to undertake capital raising initiatives to boost their capital; and a rise in
mergers and acquisitions in the coming years.
Based on the above, we expect increased product innovation and operational efficiency in the sector
to drive sustained profitability and thus stability of the sector amidst the heightened regulation.
Below are some operating metrics for listed insurance companies in Kenya as at H1’2017.
Listed Insurance Companies H1'2017 Earnings and Growth Metrics
Core
Net
Insurance
Claims
Loss
Expense
EPS
Premium
Company
Growth
Ratio
Ratio
Growth
growth
Jubilee
23.2%
22.0%
38.7%
101.8%
37.3%
Holdings

ROaA

ROaE

4.3%

18.0%

Liberty
18.9%
(2.2%)
9.0%
83.4%
79.6%
Holdings
Kenya Re
3.7%
7.1%
1.6%
51.0%
41.0%
CIC Group
(3.5%)
16.9%
27.2%
65.0%
57.2%
Britam
(44.1%)
8.8%
84.8%
54.7%
70.0%
Holdings
Sanlam
N/A
11.7%
5.0%
83.9%
51.1%
Kenya*
H1’2017
Weighted
(5.6%)
12.8%
42.8%
72.7%
54.3%
Average
H1’2016
Weighted
69.4%
5.1%
0.8%
66.5%
55.5%
Average
* Sanlam's EPS cannot be calculated since it registered a loss in 2016
* The weighted average is based on Market Cap as at 31st August, 2017

1.2%

6.3%

8.5%
0.3%

13.6%
1.2%

2.0%

8.9%

0.3%

2.4%

3.3%

10.9%

3.0%

9.0%

Key take outs from the table above include:
The average core EPS declined by 5.6% in H1’2017 from a growth of 69.4% in H1’2016 across the
industry, mainly as a result of change in valuation methodology for long-term insurance liabilities
using Gross Premiums as opposed to Net Premiums in the past effectively reducing provisions for
future claims,
The loss ratio across the sector rose to 72.7% from 66.5% in H1’2016, despite introduction of
tough measures by market players to reduce fraudulent claims,
The expense ratio dropped marginally to 54.3% from 55.5% in H1’2016, owing to a decrease in
operating expenses amidst a robust growth in net premiums earned, and
On average, the insurance sector has delivered a Return on Average Equity of 10.9% a marginal
improvement from 9.0% in H1’2016.
Based on the Cytonn H1’2017 Insurance Report, we ranked insurance firms from a franchise value
and from a future growth opportunity perspective with the former getting a weight of 40% and the
latter a weight of 60%. The ranking is as follows;
CYTONN’S H1’2017 INSURANCE REPORT RANKINGS
Franchise
Total
Composite
Company
Value Total Return
FY'2016
Score
Score
Score
Kenya Re
28
2
12
Jubilee Holdings
30
3
14
Liberty Holdings
34
1
14
Britam Holdings
35
5
17
CIC Group
39
4
18
Sanlam Kenya
44
6
21

H1'17
Rank

FY'16 Rank

1
2
3
4
5
6

1
3
5
2
4
6

The key take-outs from the ranking were;
Kenya Re maintained the top position, ranking top in the franchise score category on the back of a
strong combined ratio and solvency ratio, indicating better capacity to generate profits from its
core business,
Liberty Holdings has moved two ranks up from position 5 to position 3 as a result of an improved
franchise score, and recording the highest total return on intrinsic valuation,
Britam Holdings dropped two positions to rank 4th from position 2 in FY’2016 as a result of an
increased expense ratio, declined profitability recording a return on tangible equity (ROaTE) of
10.8%, below the industry average of 11.5%, and,
Sanlam retained its bottom position ranking 6th in the franchise score category, and 5th in the total
return score category.
For more details on the ranking, see our H1’2017 Insurance Report.
The sector continues to undergo transition mainly on the regulation front, which is critical for

stability and sustainability of a conducive business environment for one of the key sectors of Kenya’s
economy. We are of the view that insurance companies have a lot they can do in order to register
considerable growth and improve the level of penetration in the country to the continental average
of 3.5%, namely:
i. We expect the synergy between banks and insurance companies to offer Bancassurance to
continue as well as the integration of mobile money payments to allow for policy payments,
ii. Technology and innovation capabilities are set to be key anchors of growth for Sub-Saharan Africa
in the coming years and thus it would be a great move for the sector to adopt mobile and online
underwriting platforms enhancing convenience to customers in taking insurance policies thus
raising the uptake of insurance products, and,
iii. We also expect that there will be increased regulation in the sector, as well as increased
consolidation to reduce duplication of products by insurance companies. These efforts will
improve revenue channels for insurance firms and uptake of insurance products to enhance the
sustainability of profitability.
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