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Fixed Income Pre-Auction Note

KINGDOM SECURITIES July 2020

The treasury has re-opened three bond papers with the objective of raising Kes 60.0Bn which will aid
in budgetary support. We advise our clients to bid as per below range.

e FXD1/2020/05:  Aggressive Bid 10.40% - 10.65%. Conservative Bid 10.25% - 10.35%
e FXD2/2018/10:  Aggressive Bid 11.50% - 11.70%. Conservative Bid 11.30% - 11.40%
e FXD1/2019/15:  Aggressive Bid 12.15% - 12.35%. Conservative Bid 12.0% - 12.1%

Our bidding guidance is informed by the current excess liquidity conditions coupled with the CBK’s

need of maintaining the yield stability.

We anticipate above par subscription on all the three papers, with greatest investor traction expected
on the 5-year paper and high acceptance on the 10 year and 15-year papers.

CBK MPC is set to meet on Wednesday July 29'", 2020. We forecast the MPC to retain the CBR at 7.0%

on the following basis:

e June inflation was 4.59%. We foresee July inflation in the 4.70% - 4.95% range on higher pump
prices. We are optimistic Q3-2020 inflation to remain on 4.8% - 5.3% supported by lower food
prices with the august harvesting season approaching.

e Due to the high liquidity environment, banking sector liquidity will remain way above regulators
requirement of 10.0% and CRR of 4.25%.

e Private sector credit growing at a five-month average of 8.2%. June PMI inching up to 46.6
compared to 36.7 in May. Local producers remain optimistic due to supportive measures rolled
out by the Government including the Economic Stimulus Programme and the commitment by
the Government to pay pending bills.

e Adequate forex reserves of USD 9,669Mn or 5.87 months of import cover.

¢ Global financial sector has remained volatile with concern over global economy post-pandemic
recovery with major economies posting increase in new cases of infection.
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Inflation for the month of June edged down by 74bps to
4.59% in comparison to 5.33% recorded in the previous
month. This was buoyed by the following factors

e The diesel prices hinged down by 4.76%, courtesy of
spiral down of the global oil demand. This too saw
the cost of Kerosene surge by 21.33%.

e  The Food and Non- Alcoholic Drinks’ Index recorded
an improvement of 1.27%.

We foresee July inflation in the 4.70% - 4.95% range on
higher pump prices. We are optimistic Q3-2020
inflation to remain on 4.8% - 5.3% supported by lower
food prices with the august harvesting season
approaching.

The surge in pump prices was necessitated by the
increasing May and June landing cost and a shift of VAT
from 8.0% to 14.0%. The oil front has started
experiencing price improvements; thanks to the
gradual reopening of the major global economies. The
Brent crude oil is currently trading at c.$43.00 per barrel
as of 17th July 2020; down from sub $23.00 levels
experienced in March.
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Figure 1; Inflation Source: KNBS, KSL

Currency and Forex Reserves

Months of Import Cover stood at USD 9268Mn or 5.87
month of import cover. This was a decline of 0.5%
compared to USD 9,717Mn at the beginning of the
month.
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Figure 2: Forex Reserves Source: CBK, KSL

The shilling has oscillated at 106.91, 120.89 and 133.85
month-to-date against the USD, Euro and STG Pound
respectively. The movement was highly affected by
high manufacturing and energy import demand which
necessitated mild intervention. We foresee the shilling
stabilizing at 106.6 — 107.0.

17-7-20 uUsD EUR GBP

W/W 0.22% 0.73% 1.40%
M/M 0.44% 0.84% 0.39%
YTD 5.20% 6.27% 1.40%
Y/Y 5.33% 5.60% 4.77%

Table 1: Currencies Source: CBK, KSL

Inter-bank Rate

The money market remained highly liquid, a scenario
that saw m-t-d interbank rate average at 2.12%; 106bps
improvement from June’s average rate of 3.18%. The
excess reserves held by commercial bank’s with CBK
stood at Kes 29.8Bn with relation to 4.25% CRR.
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Figure 3: Interbank rates Source: CBK, KSL
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The total redemptions for the month of July stands at Kes 124.20Bn (Kes 107.65Bn for the T-bills and Kes 16.55Bn for
the coupon payments).

Within the quarter, the ex-chequer is expected to retire T-bonds worth Kes 77.80Bn (Inclusive of FXD3/2016/5 which
will be maturing on September 20, 2020).
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Figure 4: Quarterly Redemptions Source: NSE, Figure 5: July Redemptions Source: NSE, CBK, KSL

Evolution of the Yield Curve

The current yield curve assumes a steep gradient in the short to medium but flattens as it approaches the long end.

Given the current liquid market conditions, we foresee the curve taking a further marginal downward shift in the next
2-3 auctions; subsequently stabilizing. The WAR on the one-year paper dipped by 132bps y/y to the current rate of
7.46%. The long end is characterized by resilience whereby the WAR on the 15 and 20-year papers grew y/y by 23.6bps
and 14.9bps respectively.
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Figure 6: Yield curve Source: NSE, KSL
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Primary Issue

The treasury has opened three papers with the objective of raising Kes 60.0Bn which will aid in budgetary support.

we anticipate above par subscription on all the three papers, with greatest investor traction expected on the 5-
year paper.

Bidding Guidance

Issue FXD1/2020/05 ‘ FXD2/2018/10 FXD1/2019/15
Tenor 4.90Yrs 8.49Yrs 13.61Yrs
Coupon 11.67% 12.50% 12.86%
Closing Date 21-07-20 21-07-20 21-07-20
Auction Date 22-07-20 22-07-20 $22-07-20
Conservative 10.25% - 10.35% 11.30%-11.40% 12.00%-12.10%
Aggressive 10.40%-10.65% 11.50%-11.70% 12.15%-12.35%

Table 2: Bond Features

Source: CBK, KSL

Our bidding guidance is informed by the current excess liquidity conditions coupled with the CBK’s need of

maintaining the yield stability.

We anticipate above par subscription on all the three papers, with greatest investor traction expected on the 5-

year paper and high acceptance levels on the 10 year and 15-year papers.
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The research analyst(s) primarily responsible for the preparation and content of all or any identified portion of this research
report hereby certifies that all of the views expressed herein accurately reflect their personal views. Each research analyst(s)
also certify that no part of their compensation was, is, or will be, directly or indirectly, related to the view(s) expressed by
that research analyst in this research report.

Terms of use - Disclaimer

This research report has been prepared by Kingdom Securities Limited and is for information purposes only. This research
report should not be construed as an offer or solicitation to sell or buy any investment or product.

Any opinions expressed herein reflect the analyst's judgment at the date of publication and neither Kingdom Securities
Limited, nor any of its affiliates or employees accepts any responsibility in respect of the information or recommendations
contained herein. Unless otherwise stated, the opinions contained in this material are as of the date indicated and are subject
to change at any time without prior notice. Past performance is not a guarantee or indication of future results.

The information and opinions contained in this Material have been derived from sources believed to be reliable and in good
faith or constitute Kingdom Securities’ judgement as at the date of this research but no warranty is made as to their accuracy
and any opinions are subject to change and may be superseded without notice. In no circumstances will Kingdom Securities
or its employees be liable to you for any errors or omissions in this report or for any losses you may incur in following any
recommendations in the report. Kingdom Securities is a Subsidiary of Co-operative Bank of Kenya.

Kingdom Securities Ltd - A subsidiary of Co-operative Bank Limited.
Co-operative Bank House- 5th Floor, P.O Box 48231 - 00100 Nairobi, Kenya
Office: 0711049540/0711049956
Email:
kingdomresearch@co-opbank.co.ke
Willis Nalwenge, CFA - wnalwenge(@co-opbank.co.ke
Fred Mwireri - fmwireri(@co-opbank.co.ke
Trading queries:

Herine Ogutha - hogutha@co-opbank.co.ke
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