KINGDOM SECURITIES

Kenya Power Plc - When the Tide Leaves...

Kenya Power Plc has seen a recent surge in prices after a change in single
majority shareholder. The utility company reported strong H1-22 results
however the company continues to be laden by heavy foreign dominated
debt and corporate governance challenges with board members on a
revolving door.

We view the price gain as a speculative temptation with price movement
pushed by herd mentality. Our view is, after all the carnivore sentiments,
the price will decline to below its 52-week average of KES 1.58 as it is
currently trading at a gain compared to the market as indicated by the
Nairobi All Share Index (NASI).

KPLC is set to release it Full Year 2022 results by end of September 2022
with an expectation of a strong year after posting KES 5.66Bn in H1-2022
profits before tax (PBT), a 1,604.5% y-y increase from KES 332Mn in H1-21.
This driven by 21.1% y-y rise in revenues and 46.7% y-y improvement in
earnings before interest and tax (EBIT).

The key ratios remained stable with gross margins at 33.8% compared to
34.0% in H1-21 and 34.6% in H1-20. EBIT margins were 14.6% vs 12.1% in H1-21
and 7.1% in H1-20. Pre-tax margins were 6.8% while net margins 4.6% in H1-22
vs 0.5% and 0.2% in H1-21 pre-tax margins and net margins respectively.

The H2-22 performance of the company will be challenged by 15.0% cut of
electricity tariff despite, and higher cost of electricity supplied due to the
drought that faced the country leading to use of more costly thermal than
hydroelectricity as thermal generation increased to 19.9% in March 2022
compared to 13.6% in December 2021 and 8.2% respectively.

The biggest challenge facing the utility company is the high cost of financing
due to external dollar loans with finance cost at 8.1% of total revenues in H1-
22, down from 11.7% in H1-21 on restructuring of the debt and government
guarantees. The other issue is corporate governance on resignation of the
Chair of the Board and two independent board members and appointment
of Managing Director after acting Managing Director was sent on annual
leave.

The share price has gained 10.3% y-y and 19.3% w-w to KES 1.98 after a
political statement by one of the member of parliament from the ruling
party on reason for share accumulation. In our view, the price is not
sustainable even in the short run.
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Recommendation: SELL

Bloomberg Ticker:
Share Stats

KPLL

Current Price 1.92
3-Month Avg 1.46
6 Month Avg 1.47
52 Week Avg 1.58
52 Week High - Low 2.02-1.31
Issued shares Mn 1,951.47
Free Float 44.49%
Market Cap (KES Mn) 3,746.82
Market Cap (USD Mn) 31.12
EPS Annualized 3.92
P/E 0.5
BVPS 31.3
PB 0.1
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Research Analyst Certification:

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.

Recommendation Guide:

Analysts’ stock ratings are defined as follows:

= Buy - A buy rating reflects 1) An analyst has a bullish conviction on a stock 2) A 30% or greater expected return.
=  Accumulate — An accumulate rating reflects 1) An analyst has a lesser bullish conviction on a stock 2) Expected return falls between 10%
and 30%.

Hold - A hold rating reflects 1) An analyst has a neutral conviction (lack of bullish or bearish conviction) on a stock 2) Expected return
falls within the range of 5% to 10%.

Speculative Buy — A speculative buy rating reflects 1) An analyst has a bullish conviction accompanied by a substantially higher than
normal risk 2) Expected return falls above 10%.

Sell - A sell rating reflects 1) An analyst has a bearish conviction on a stock 2) Expected return falls below 5%.

*Expected Return (ER) represents the sum total of both capital appreciation and the dividend yield.
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