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SPREADING WINGS

India’s Royal Orchid Hotel eyes a share of
Mara guests with Sh150m luxury facility

THE STAR COMMENT
ALY KHAN SATCHU

Is the effect of rate
cap intentional or
unintentional?

Wildebeests at Maasai Mara National Reserve /DAILY MARA

Royal Orchid, the Indian-owned growth-hungry hotel chain, will open a Sh150 million
luxurious five-star hotel near Kenya’s Maasai Mara National Reserve in December.
The 60-bed capacity Mara Azure is located near Talek River, and will comprise of 12
luxury tents, five-star cottages and conference facilities. The owners said the Mara
Azure will help Royal Orchid retain clients in its Nairobi facility, who prefer other hotels
in the Mara for safari tourism. “We have been losing guests to rivals when our guests
opt to have Safari experience in the Mara. The new development will be a circuit that
guests rotate through, either coming from Nairobi, Mombasa or Amboseli,” Hotel
Royal Orchid Azure chairman Parbat Pindora said. “The development on 25 acres is
strategically located in that it does not fall into the Mara National Reserve.”
He said the plan is to have guests view wild animals from their rooms.

I

t has now been about two months since the President
assented to the interest rate capping bill. Interestingly,
interest-rate limits were eliminated in July 1991.
The amendment to the Banking Act required lenders to
peg credit costs at 400 basis points above the benchmark
central bank rate and compelled banks to pay interest of a
minimum of 70 per cent of the CBR on deposits. This interest
rate corridor essentially topped and tailed the banks. What is
clear is that there are two calculations that need to be made
when assessing the damage on banks’s earnings. The first is
to understand how much lending was above the cap and would
have to be reduced, and the second calculation was around
the floor. This is not a rocket science calculation and SIB have
provided research which shows:
Co-op Bank’s net interest income is expected to shrink by
an estimated 24.3 per cent and will be followed by Equity Group
whose interest earnings is set to fall 23.5 per cent. Barclays is
projected to see a decline of 15.2 per cent in interest income,
while that of StanChart is seen falling 11.6 per cent. Calculations
regarding the deposit structure will also need to be factored
into this to get the whole picture. Tier two and tier three banks
get squeezed harder because, typically, they pay up for
deposits and are now unable to recoup that deposit premium
because of the cap. Tier two and tier three have been topped
and tailed real good.
Equity Group CEO James Mwangi spoke of turning up the
lending volume (he mentioned a figure of Sh100 billion). Joshua
Oigara spoke to a sharp take-up in loans since the cap was
introduced. Both are indicating the fundamental bias in favour
of the big banks – they can turn up the lending volume. Others
can’t.
It’s worth looking at how the share prices have performed
since August 24. KCB -26.84 per cent, Barclays Bank -17.52
per cent, Equity -15.22 per cent, StanChart -11.11 per cent and
Co-op Bank is -6.037 per cent. StanChart is an outlier and
the only banking stock that has served up a positive return
in 2016. StanChart is +15.58 per cent in 2016 on a total return
basis. When you compare StanChart’s total return versus the
banking index, it is even more impressive.
Credit to the private sector has been slowing sharply and
last registered a +7.07 per cent expansion in July 2016 versus
levels above 20 per cent July 2015. Recent moves by the CBK to
steer interest rates lower were in part certainly triggered by this
sharp slow-down. This is a key indicator to watch in assessing
the side effects of the interest rate Act.
Another consequence is that the Act surely accelerates
consolidation in the banking sector. The deposit flight to quality
post, the Imperial and Dubai Bank developments coupled with
the caps and floors, have surely made consolidation all but
inevitable. However, merging sub-optimal balance sheets will
not necessarily work. There is a requirement to infuse more
equity capital.
I have been wrestling with the thought of whether the
authors of the bill appreciate how much they have improved
the government’s position. The net consequence of the Act
(preceded by the deposit flight to quality) has created an
outsize demand for the GoK (considered risk-free on the
bank’s balance sheet) paper. The National Treasury finds itself
in a sweet spot. Demand for GOK paper is currently off the
charts as witnessed by the recent sale of Sh30 billion of 15year infrastructure bonds. The GoK is reconfiguring its maturity
profile (previously quite lumpy) very effectively.
The recovery in Kenya Airways’ share price has been
entirely correlated to Michael Joseph’s quick accession to the
chairman’s position at the airline. The share price has ramped
+50 per cent higher over four short weeks. There is a big job to
be done at the airline, which spans cancelling all fuel hedging,
proper oversight over forex and Treasury and much more.
Optimising the balance sheet needs someone real, credible
at the head of future negotiations, and the market is betting if
anyone can do what Michael can.
The author is a financial analyst. www.rich.co.ke

ON THE RIGHT TRACK?

Tax collections in the
first quarter 2016-17
reach Sh289 billion
The Treasury has set a full-year target of
Sh1.37tn in ordinary revenues, Sh160bn
more than the Sh1.21tn collected last year
CONSTANT MUNDA
@mundaconstant

Tax collections in three months ended September 30 reached Sh289.03
billion, latest filings by the National
Treasury shows. This is Sh31.11 billion
or 12.06 per cent more than Sh257.92
billion in total tax revenues the Kenya Revenue Authority collected in the
same period of 2015-16 fiscal year.
National Treasury CS Henry Rotich
says in the Statement of Actual Revenues and Net Exchequer Issues, published last Friday, that non-tax revenues more than doubled, rising 101.11
per cent to Sh5.45 billion compared
with Sh2.71 billion in the July-September period of the previous year.

Ordinary revenues in the first quarter, Rotich says, rose 12.99 per cent to
Sh294.48 billion from Sh260.63 billion. The Treasury has set a full-year
target of Sh1.37 trillion in ordinary revenues for the KRA this financial year,
Sh160 billion more than the Sh1.21
trillion collected in the fiscal year ended June 30.
Total revenues in the three months
increased by nearly half, growing 45.27
per cent to Sh459.55 billion compared
with Sh316.35 billion in the same period a year ago.
Net borrowing from the domestic
market increased 82.41 per cent to
Sh84.04 billion from Sh46.10 billion,
while the Treasury took up Sh10.11
billion in commercial loans compared
to zero in the July-September period
of 2015-16 fiscal year. Foreign loans

amounted to Sh3.41 billion – 90.32
per cent less than Sh6.49 billion in the
first quarter of 2015-16. Grants from
the Amisom – the African Union-led
peacekeeping military mission in
Somalia which includes troops from
Kenya – declined steeply from Sh1.50
billion to Sh198.68 million.
Other sources of government revenues included Sh821.02 million in
foreign grants which is a 31.51 per cent
drop from Sh1.08 billion previously.
The country remains heavily reliant
on taxation revenues for budgetary
support.
KRA is banking on continued recruitment of new taxpayers through
online tax filing platform, the iTax,
and increased taxes after the Excise
Duty Act 2015 came to force last December to meet the targets.
Other measures include linking the
iTax to third-party databases, starting
with firms doing business with the
government through the Integrated Financial Management Information System, whose target is by end of the year.
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