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ABSTRACT
In Kenya demand for housing units in urban areseramges 150,000 and rural areas
300,000 with annual production of between 20,00@Q@00 thus creating a shortfall.
The main sources of mortgage financing are thraxaghmercial banks hence the country
suffers from a lack of new foreign participationiis property market. A number of real
estate markets have reacted to the challenge thrhggintroduction of securitization, a
form of indirect investment in property through tbenversion of property assets into
trade able paper securities. This study analyzeddhsibility of introducing mortgage

backed securities in Kenya capital market.

The study was carried out as an exploratory stuay ased primary data collection
method through use of semi structured questionnaitie both open ended and closed
ended questions to obtain first hard informatiamfthe commercial banks and mortgage

financing companies listed at Nairobi Stock Excheang

The findings of the study revealed 40% of the friahinstitutions hold mortgage loans
of over Kes 1 billion showing the capability of ginating mortgage loans for
securitization and 70 % of financial institutiorssed additional funds to finance their
expansion plans indicating the need for additiofuadds . It also noted regulatory
framework on the asset securitization is adequateekier lack of enough credit rating
agencies and special purpose vehicles may hinder ithplementation of the

securitization of mortgage loans.

The study concludes that implementation of mortgagaeked securities is necessary in
order to improve on capital deepening in the chpiterket and attract foreign

investments in the property market.
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CHAPTER ONE

1.0INRODUCTION

1.1 Background of study

Mortgage Securities represent an ownership intereshortgage loans made by
financial institutions such as savings and loansmmercial banks, mortgage
companies to finance the borrower’s purchase obraehor other real estate. When
these loans are pooled by issuers for sale to tiorgsnortgage securities are created.
As the underlying mortgage loans are paid off kg lemeowners, investors receive
payments of interest and principal. The most basictgage securities are known as
pass through securities which represent a direateoship interest in a pool of
mortgage loans with each security entitled to arpta share of the cash flow from

the pool of mortgage loans. (www.egyptse.com).

Mortgage-backed security can broadly be classifredo pass through mortgage
backed securities, collateralized mortgage oblgaand stripped mortgage backed

security.

Pass-through represents a share of an investmenit gamsisting of multiple

mortgages. Prepayment risk is reduced when thestiment is subject to increasingly
larger numbers of mortgages because each mortgagayment would then have a
reduced effect on the total pool. Pass-throughrgesiallow investors to reduce their
prepayment risk through diversification rather thearsingle mortgage investment.
Pass through can further be classified in to Resialeand commercial where
residential are pass-through MBS backed by mortgageresidential property while

commercial are pass-through MBS backed by mortgage®mmercial property.

Collateralized mortgage obligation (CMOs) represeapackaged pass-through
mortgage-backed securities, but with the cash-flovscted in a prioritized order
based on the structure of the bond. A CMQO's ohjeds to provide some protection
against the prepayment risk associated with moe@agestments, above and beyond
the protection offered by pass-through, while siilering credit quality and high
yields. CMOs take the cash-flows from pass-thromgth segregate them into different
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bond classes known as tranches, to provide thestovesome level of payment
predictability. Tranches are created in an atteimpirovide a time frame, or window,
during which repayment is expected. The tranchesrifize the distribution of

principal payments among various classes and seraeseries of maturities over the

life of the mortgage pool.

Stripped mortgage backed security comprises of gauds interest and principal. In
some cases, the security is made up of a certatemige of both interest and
principal. The ideal situation for investors is tbe security to either be an interest-
only strip or a principal-only strip. In these sa&ns, the securities are very sensitive
to the change in interest rate, so an investorahitiose to purchase one or the other

based on the direction he/she believes the intemt=t are headed.

The first mortgage-backed securities arose fromsé@ndary mortgage market in
1970. Investors had traded whole loans, or unsizeai mortgages, for some time
before the Government National Mortgage Associa{leNMA), also called Ginnie

Mae, guaranteed the first mortgage pass-througlriies that pass the principal and
interest payments on mortgages through to invest{@isnie Mae is a government
agency that guarantees securities backed by HUD- \éterans Administration-

guaranteed mortgages.) Ginnie Mae was soon follolsyedrannie Mae, a private
corporation chartered by the federal government@loith Freddie Mac to promote

homeownership by fostering a secondary market mehmortgages. (Cowan, 2003).

In Kenya, dealing in shares and stocks starteché 1920's in informal market,
however in 1954 the Nairobi Stock Exchange (N.SvE$ constituted as a voluntary
association of stockbrokers registered under tlwe8es Act. Since then the market
had developed with current structure of Main Inrestt segment, Alternative
Investment segment and Fixed income security invests segment.Fixed income
security investment market segment had experietitter security innovation with
only characterized by corporate and government $ommdding, however with
introduction of more securities through asset bdckecurities the market segment

will be more vibrant.(www.nse.co.ke).



Security innovations are to develop new finanaiatiuments that increase investor’s
wealth and favor general economic growth. New ggesrmust enable issuers and
investors to accomplish what could not be achiewgtth existing securities, this
means a higher return to investors for bearingvargievel of risk, greater liquidity
and possibility of reducing cost of capital to iss1 To the economy the security
innovations bring new ways and more efficient oneschannel savings and
investments towards the most economically sound anmdfitable projects.
Significantly security innovations provide a new ywaf meeting fundamental
economic demands of issuers and investors and @se or mortgage backed
securities which are meant to serve a specifictiandn the economic and financial
system (Badessich, 1994).

The Capital Market Authority (CMA) in 2007 throughlegal notice number 184 —
introduced regulation on “Asset backed securitiagirder to open up the market and
regulates the issuance of asset backed secufitiesregulation was meant to create
room for security innovation which will result toedelopment of new financial

instruments. (w.ww.cma.or.ke).

The NSE has experienced tremendous developmeheiretent past, with increased
listing of new firms in the equity market and otliems offering corporate bonds,
however with all these activities taking place thmarket is slow in securities
innovation thus limiting capital formation in som&ectors such as mortgage

markets.(www.nse.co.ke).

Housing development is a major challenge in Kenyging to huge -capital
requirement and limited sources of financing fothbeesidential and commercial
mortgages. With creation of mortgage backed seesrihe burden of raising capital

for investment in housing projects could be eased.

Fabbozi and Modiglian(1992),defined the mortgageketaas a collection of both the
primary and secondary markets in which mortgagéetrén primary market lenders
deals directly with the borrower for underwritingdaorigination of the loan and in

secondary market loans and securities backed bigag® loans are sold to investors
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typically through intermediaries for inclusion aarpof the investors’ portfolio of

assets.

In Kenya, mortgage market has been characterizegrinyary markets leading to

bureaucratic procedures in accessing the limitpdalaavailable with the mortgagors.

Mutuku, (2006) noted high lending rates in Kenyartgege financing was due to
high cost of funds experienced by the financiatitagons.

1.2 Statement of the problem

The estimated current urban housing needs are ABWWits per year for the urban
areas and 300,000 units per year for the rural.clineent production of new housing
in urban areas is only 20,000-30,000 units annugilyng a shortfall of over 120,000
units per annum. (Wafula, 2004).

In Kenya the main sources of mortgage financindpieugh commercial banks, with
stringent procedures and high interest rates |gattinonly small percentage of the
population that can afford the financing.

Kenya also suffers from a lack of new foreign mapttion in its property market. In
seeking liquidity, therefore, the big investorseatpt to recycle their holdings among
themselves. But in a market place which lacks parency and information on
valuation approach, operating costs, yields anthlets not freely exchanged leading

to completion of only a limited number of transans.

A number of real estate markets have reacted to ctellenge through the
introduction of securitization, a form of indireicivestment in property through the
conversion of property assets into tradable papeurgties. Australia, Belgium, and
the United States have been at the forefront sfeffiort. Such markets usually have
the support of investment banks, a variety of legdnstitutions and stock markets

whose listings include property companies.



In Kenya, various studies have been conducted gitatamarket and mortgages.
Mbote(2006) Relationship Between The Type of Maggm & The Level of Non
Performing Loan Portfolio in the Mortgage Companieskenya; Mutuku (2006)
Factors Influencing the Development of Secondarytlydme Market in Kenya with
Special Emphasis on Mortgage Backed Securities;m@leno (2009) Survey of
Operational Budgetary Process and Challenges iMtit(gage Financing Institutions
in Kenya; Mwangi (2007) Factors Influencing Finaaicinnovation in Kenya’s
Securities Market. A Study of Firms Listed at thBEN

From the studies conducted previously none of thelysthat has dealt with
development of mortgage backed securities in Keeyaept a study by Mutuku
(2006) who examined factors influencing the depsient of Secondary Mortgage
market in Kenya with Special emphasis on Mortgagekbd securities which showed
that there is potential market for trading with M@mge backed bonds. This study
therefore will go a long way to examine the implema¢ion phase of Mortgage

backed securities in the secondary market in Keimys filling that knowledge gap.

1.3 Objective of the Study
To analyze the feasibility of introducing mortgaggcked securities in Kenya.

1.4 Importance of the Study

Borrowers-Through pooling of resources by mortgage finarsciborrowers who
could not afford credit facilities especially inethmiddle class will be able own

houses.

Mortgage Originators-Creation of secondary market for mortgage loansw n
securities will provide commercial banks and maggydoan originators with capital
adequacy, more profits, business expansion, neveasswf funding and changing risk

profiles.

Guaranteeing agents- Better insurance management companies would biegvio

accept this role by expecting to charge fees highan expected losses without
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extending loans.

Investment banks — They will benefit though underwriting fees amdding profits
and typically create investment trust or speciatppse vehicles that serve as

intermediaries

Investors — Securitized mortgage loans will sell at pricattreflects credit risk and
prepayment risks. Through guaranteeing on the ragetgoans investors would only
be concerned about the financial standing and fyralbithe guarantor.

Resear chers and Academicians- there is little literature in Kenya market regagl

asset securitization. The research will form a lbasenore insight in the area.



CHAPTER TWO

20LITERATURE REVIEW

2.1. Introduction

The section review relevant literature on assetrszation process, impact of Mbs
on risk management, private information and caitaicture choice. Briefly examine
the History of US mortgage market, the Kenya finalnegulatory framework system
and empirical review of the asset backed secuiitigdementation in some emerging

markets.

2.2. Asset securitization process

Asset securitization is a structured finance tegimaithat allows for credit to be
provided directly to market processes rather thaough financial intermediaries.
Securitization describes the process and the resulconverting regular and
classifiable cash flows from a diversified poolilifjuid existing or future assets of
similar type, size and risk category into tradabliebt and equity obligations
(Wighton, 2005)

These obligations are issued by either the assgihator or non-recourse, single-
asset finance company known as special purposelee(PV) as subordinated,
negotiable contingent claims also known as tranchis varying seniority and
maturity, backed by the credit and payment perfoeaof securitized assets.
(Wighton, 2005).

Typically a three-tier securitization structurejafior, mezzanine and senior tranches
concentrates expected losses in a small equityjikgor tranche, which bears the
majority of the credit exposure first loss posifiebP), and shifts most unexpected
risk to larger, more senior tranches, which dispdastinctly different risk profiles.
Both investment return and losses associated Wwehunhderlying reference portfolio
are allocated among the various tranches throughitpred contractual repartitioning
(Telpner, 2003).

Securitization substitutes capital market-basedanfoe for credit finance by
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sponsoring financial relationships without the lielydand deposit taking capabilities
of banks. It allows issuers to raise funds and owertheir liquidity position without
increasing their on-balance sheet liabilities aapital base in a bid to refinance asset
origination or investments. (Zweig, 2002; Fabo2001; Altrock and Rieso, 1999;
Weiss, 1999; Schwarcz, 1997; Bhattacharya and EZali296).

Issuers lower their financing cost from issuingeawities backed by the performance
of segregated credit exposures at a cost of capbital might not be possible on
account of the issuer’'s own credit rating. Heneepsitization substantiates more cost
efficient terms of external finance without compisimg the profit-generating
capacity of assets, which continue to be servicgdhle originator in most cases.
(Skarabot, 2002; Rosenthal and Ocampo, 1988).

Issuers engage in either traditional/true saleyathetic securitization. In a true sale
transaction structure the originator sheds thet aisteassociated with a selected pool
of on-balance sheet exposures by selling them3&¥ (conduit), which takes legal

title to the assets. Such single-purpose secuidizaonduits are completely remote
from the asset originator in terms of economic begal recourse (Bohringer et al.,

2001; Sullivan, 1998).

2.3. Securitization Value Chain
Originators transfer bank SPV issues debt secsritessets to a vehicle
(SPV)(asset —backed) to investors.

Typically structured in to various classes.

U

Asset Originator/ 1—'\ Issuing Vehicle f\ Capital market Investors
Sponsoring Entit —‘/ —‘/ (primary/Secondary

Underlying ﬁ market)
reference assi

Rated by one or more rating agencies, underwritietine

sponsoring bank and sold to institutional investors



2.3.1 Originatorsand Servicers
The assets used in securitizations are createdginated in a number of ways. When
a lender extends a loan or acquires another reveragricing asset such as a lease,

they are creating assets that can be securitized.

Originators often retain a connection to their &sdellowing a securitization by

acting as a servicer, the agent collecting reglten or lease payments and
forwarding them to the SPV. Servicers are paideafée their work or contract with

other organizations to perform the servicing fumetior sell the servicing rights.
(Cowan, 2003).

2.3.2 Asset Transfer or the True Sale

In the vast majority of securitizations, it is @dl that the transfer of assets from the
originator to the SPV is legally viewed as a sale'true sale." The proceeds of the
securities are remitted to the originator as thelpase price for the assets. If the asset
transfer is not a "true sale," investors are vidbgr to claims against the originator of
the assets. The cash flows backing the securitidhenassets themselves could be
ruled a part of the originator's estate and usezhtisfy creditors' claims if a true sale
did not occur. Legally separating the assets alstepts the originator.

Investors can turn only to the SPV for payments alué¢he ABS and MBS, not to the

general revenues of the originator. (Cowan, 2003).

2.3.3 Special Purpose Vehicleand the Trust

The SPV can either be a trust, corporation or fofqpartnership set up specifically to
purchase the originator's assets and act as aitdodthe payment flows. Payments
advanced by the originators are forwarded to irresaccording to the terms of the
specific securities. In some securitizations, tR/ Serves only to collect the assets
which are then transferred to another entity ugualltrust and repackaged into
securities. Individuals are appointed to overseeisBuing SPV or trust and protect
the investors' interests. The originator, howeigestill considered the sponsor of the
pool. (Cowan, 2003).



2.3.4Underwriters

Underwriters usually are investment banks and geye as intermediaries between
the issuer (the SPV or the trust) and investorgyT¢onsult on how to structure the
MBS based on the perception of investor demandexample they may advise the
SPV to issue different tranches each with specli@racteristics attractive to different
segments of the market. Underwriters also helprogte whether to use their sales
network to offer the securities to the public orpglace them privately. Also they

assume the risk associated with buying an issbeds in its entirety and reselling it

to investors. (Cowan, 2003).

2.3.5 Credit Enhancement

Credit enhancement is common in securitizationstiations depending on the nature
of the transaction and the type of assets, therisigation pool may need such support
to attract investors. Enhancement or support camecioom the assets themselves or
from an external source. Examples of internal eokarents include subordinating

one or more tranche, or portion, of the securitsssied with an aim of placing the

claim of one tranche over another. (Cowan, 2003).

2.3.6 Credit Rating

MBS are rated by independent rating agencies whoag/ses is watched closely by
investors as a guide to the credit quality of theusities. In almost all cases, rating
agencies monitor the performance of the securitiesan ongoing basis. (Cowan,
2003).

2.3.7 Dedlers

Just as in other bond markets, dealers play anrianporole once an issue is initially
distributed. For most bond investors, liquidity thbility to easily buy or sell a
security is an important characteristic. They offeces at which they will buy or sell

bonds to the investment community. (Cowan, 2003).

2.4. Benefits of asset securitization
The economic reasoning of securitization hingetherability of issuers as profitable

enterprises to maximize shareholder value as tiheipal goal of economic activity.
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Management decisions evaluate the economic imphcompeting strategic and
operational objectives on shareholder value. Fidnactivities within business
entities have to be geared to support the readizaif profitable objectives to what

capital markets deem as attainable levels of ecanefficiency (Jobst, 2006).

Securitization confers upon issuers mainly finah@dvantages related to more
competitive capital management through efficieseasunding. Further objectives of
securitization might also include active balanceeshrestructuring, market-oriented
risk management of credit risk and diversified ity (Bar, 1997, 1998).

Hence, from a capital market perspective, it isénaive to assess how these aspects
of securitization affect the shareholder valuetd issuer and whether the trade off
between envisaged benefits and attendant drawhaekis positive payoffs to both

issuers and investors.

2.5. Risk management, private infor mation and capital structure choice

Risk management is a transmission and control nmsima which encapsulates
different approaches of how firms choose betwees tisk-return profiles of
alternative investment strategies to maximize di@der value. Asset securitization
is one operational means of risk management, whitdws issuers to reallocate
commodities and transfer different types of rigks,example credit risk, interest rate
risk, liquidity risk or pricing risk to capital mieet investors at a fair market price.
(Jobst, 2006).

According to Greenbaum and Thakor (1987), privatermation about the originated
assets would induce financial institutions to preéfe securitization of better quality
assets to mitigate their regulatory capital requeat for “overcharged” asset

exposures, whilst worse quality assets are retained

For this selective bias to be economically susfal® issuers must extract positive
payoffs from trading off the benefits from secuwiitig low-risk reference portfolios
against increased bankruptcy risk. Private inforomatmight also find an outlet in
securitization if issuers aim to achieve greateecgization in sourcing and

monitoring as areas of comparative advantage (Bemgye Udell, 1993).
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Asset securitization might also redress conflictsnterest between creditors and

shareholders in the capital structure choice afigiconcerning possible agency costs
from underinvestment (Myers, 1977, 1984) and asadistitution (Jensen and

Meckling, 1976) due to excessive levels of debttloe presence of non-value

maximizing investment behaviour respectively.

James (1988) as well as Benveniste and Berger7]18Bow that securitization
tranches resemble secured debt, whose agencymsagtbe lower than for unsecured
debt (Berkovitch and Kim, 1990; Stulz and Johnd®85).

The effects of asset securitization on the capitaicture decision as a funding choice
under asymmetric information is also an aspectveduate. Under the pecking order
theory (Myers and Majluf, 1984) issuers with sevandormation asymmetry
problems would prefer to issue secured debt (ssetabacked), which carries lower
agency cost, because investors receive their rematyciirectly from a diversified

pool of asset exposures insulated from the isstleygm,Sunder and Myers, 1999).

The trade-off theory would restrict this choiceyotd those cases where the marginal
benefit of debt outweighs the associated amouagefcy and financial distress cost.
Hence, under the pecking order and trade-off themsget securitization is the
refinancing instrument of choice for cash-strapsdiers, whose high agency costs

of asymmetric information debar them from othenierof external finance.

2.6. History of U.Smortgage backed securities

The first mortgage-backed securities arose fromsé@ndary mortgage market in
1970. Investors had traded whole loans, or unsizeai mortgages, for some time
before the Government National Mortgage Associa{leNMA), also called Ginnie
Mae, guaranteed the first mortgage pass-througlriies that pass the principal and
interest payments on mortgages through to inves{@isnie Mae is a government
agency that guarantees securities backed by HUD- \éterans Administration-
guaranteed mortgages.) Ginnie Mae was soon follolyedrannie Mae, a private
corporation chartered by the federal government@loith Freddie Mac to promote

homeownership by fostering a secondary market mehmortgages. (Cowan, 2003).
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Fannie Mae was originally chartered in the 19304He limited purpose of providing
a government-owned secondary market for loans éakhy the Federal Housing
Administration (Van Order, 2000).

In 1954, Fannie Mae was reorganized to allow peapital to replace federal funds
(Lea, 1996). It operated by issuing its debt anetipasing mortgages that it held in its
portfolio (Van Order, 2000).

The Housing and Urban Development Act of 1968ipamed Fannie Mae into a
privately-financed secondary market institution, ieth is Fannie Mae and

Government National Mortgage Association (Van Or@6800).

Freddie Mac was created by the Emergency Home E@éAnt of 1970 (EHFA) to
form a secondary market for Savings and Loan (Séb)tgages. Freddie Mac was
initially owned by the Federal Home Loan Bank Sgsi@nd its member thrifts; now
it is a publicly traded company like Fannie Mae. &tht was first created, Freddie
Mac purchased mortgages from Savings and loansiié¢-dfae purchased mortgages
from mortgage bankers, their purchasing practi@e tsince converged (Van Order,
2000).

While Fannie Mae had created a secondary markgoicgrnment guaranteed and
insured residential mortgage loans prior to 190 ,droad secondary market began in
earnest with the passage of the EHFA, which alloweth Government Security
Enterprises (GSE) to purchase and securitize cdioveth mortgages as well as

government-insured or guaranteed mortgages.

In the late 1970s, Residential Mortgage Backed @#si(RMBS) securitization took

off as traditional lenders could not keep up witle demand for home mortgages.
Investment in RMBS exploded again after institusibimvestors entered the market,
indeed the RMBS market has increased by more tB@rmpBrcent from 1984 through
the early 2000s (Lore and Cowan, 2005).
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Fannie and Freddie primarily engage in two aceeitiThey help mortgage originators
package their mortgages into residential mortgagsdd securities (RMBS) by
providing credit guarantees for those securitiglsis Thelps maintain a stable and
liquid market for RMBS. Fannie and Freddie are doythe largest of the GSEs. They
are also the entities that have had the biggest irolcreating and developing the
modern secondary market for residential mortgafjésrtgages have always been
bought and sold by investors, but until relativeégently; the secondary mortgage

market has been an informal arrangement (Van O2080).

The introduction of RMBS in the 1970s changed;tbate mortgages are converted
into RMBS, they can be easily traded on the seagndearket with comparatively
few transaction costs, the process adopted is lasvi Borrowers get mortgages
from lenders in the primary market (US Senate Caemion Banking, Housing, and
Urban Affairs, 2005).

Primary market lenders then sell these mortgageedondary mortgage market firms
and use the proceeds to originate more mortgagethenprimary market. The

secondary mortgage market firms then sell secarb@cked by the mortgages that
they purchased to investors and use the proceedbeofale to purchase more

mortgages from primary market lenders (Freddie N869).

Fannie and Freddie participate in the secondargkehan two ways issuing and
guaranteeing RMBS for a fee and issuing debt anathasing, for their own

portfolios, mortgages and RMBS with the proceedwe GSESs’ charters restrict the
mortgages they may buy (Passmore et al., 2002).

Loans that comply with the restrictions placed @miie and Freddie are known as
conforming loans. Those that do not comply wittheit of these restrictions are

known as “nonconforming” loans, which may not beghased by Fannie or Freddie.
The two companies effectively have no competitiothie conforming market

because of advantages granted to them by the fegemrnment in their charters
(Bruskin et al., 2000).
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The most significant of these advantages has Weefetleral government’'s implied
guarantee of Fannie and Freddie’s obligations (Brugt al.,2000, p. 1033). The
government’s guarantee allows Fannie and Freddieotcow funds more cheaply
than its fully-private competitors and thereby offee most attractive pricing in the

conforming market.

2.7. Review of Legal and regulatory in Kenya Financial Sector

The existing financial services legislation andulagon in Kenya, whilst intended to
ensure financial discipline, impose an unnecegsatiict system, specifying which
institutions can provide which types of productsmaich types of customers. This is
based on a limited view of how residential houscamstruction occurs. (Brown,
2003).

It assumes two primary means of housing constmgctievelopers acquire big tracts
of land, build houses, and then sell completed é®u® individual buyers or
individuals acquire their own plot of land and biutiomplete homes on that land.
Commercial banks are permitted to lend to devebpeger two to three years to allow
them to get through the construction phase. Modgagmpanies and building
societies are permitted to provide long-term maygywans to individuals to purchase
units from developers, or less commonly, to buhéit own complete units. The
problem with these regulations is that it has reduaccess to financial services,
rather than protecting the interests of the putdrown, 2003).

2.7.1. Capital Market Authority

The authority was established through an act oligment Chapter 485 of laws of
Kenya with a key of mandate of development of apexts of capital market,
creation, maintenance and regulation of the market.

In year 2007, the authority issued ‘The Capital kéarAuthority (Asset backed
securities) Regulations, 2007, with aim of openihg market through innovation of
asset backed securities. The regulation guideshenidsuance of asset backed

securities in Kenya.
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2.7.2. Central Bank of Kenya

The bank was established through an act of parhia@bkapter 491 of laws of Kenya
with principal objective of formulation and implemtation of monetary policy
directed to achieving and maintaining stabilityhe general level of prices. The aim
is to achieve stable prices — that is low inflatioand to sustain the value of the

Kenya shilling.

The bank also plays a supervisory role aimed aefiog liquidity, solvency and
proper functioning of a stable market-based finansystem as stipulated under
Section 4 (2) of the Act.

This mandate is aimed at promoting and maintairting safety, soundness and
integrity of the banking system through the implataéon of policies and standards
that are in line with international best practioe hank supervision and regulation
With the later provisions the bank supervises ialricial institutions including the
mortgage companies hence the need to participatermulation of guidelines on

creation of mortgage backed securities.

2.7.3. Banking system in Kenya

The banking system in Kenya comprises of forty éghcemmercial banks and two
mortgage companies. Out of the forty five instias, thirty five are locally owned
and ten are foreign owned. The locally owned fimaninstitutions comprise three
banks with significant shareholding by the Governtrend State Corporatiornjrty

commercial banks and two mortgage finance instifigi
Commercial Banks and Mortgage Finance Institutians licensed and regulated

pursuant to the provisions of the Banking Act Ckapt88 laws of Kenya and the

Regulations and Prudential Guidelines issued fiame to time.
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The finance bill 2010 review the banking act tsegihe threshold of core capital that
banks are allowed to invest in mortgage financenfi26% to 40% and to operate
current accounts. These measures will allow greatkrcation of resources to

property market in Kenya.

2.7.4. Pension Sector in Kenya

The Government of Kenya through the Ministry of Rulservice amended the
pension scheme for government employee which besaperational from L July
2009 to a contributory scheme with requirement topleyees to raise their
contribution from 2% to 7.5% within a span of thrgears and Government

contribution of 15%.

Indeed this will help in market deepening and ifsly of security innovations in

the market due to increased domestic saving.

The retirement benefit Act in 2009 was amendedlitmvaa member to be able to
assign up to sixty percent of the accrued bengfitee financial institutions to secure
mortgage loan.

This development will improve on the accessibibfyfinancing for home ownership
however with majority of the population being ciéissl in the low income bracket
and rising costs of real estate development aduninhajority will enjoy the new

opening.

2.8 Review of previous Studies

Mutuku (2006) Factors Influencing the DevelopmeinSecondary Mortgage Market
in Kenya with Special Emphasis on Mortgage Backeclu8ties.

In this study it was found that Kenya secondary ketawas ready for security
innovation and financial institutions were readg@omodate the mortgage securities
as an alternative source of financing. The studgathat the high costs of mortgages
loans were as result of high cost on sources ofl foy the financial institution to
finance the loans.
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Jobst (2006) noted in his study “Asset Securitratas a risk management and
funding tool”, that securitization offer economicen®fits irrespective of the
configuration of the financial system .The develepi of viable securitization
market for small and medium enterprises relatednslan a bank based financial
system is likely to require financial sector whasmope and intensities might be
enhanced by development agencies. The study shoatsother classes of asset

backed securities can be a success as a tooldihfythe organizations.

Badessich (1991). Mortgage Backed Securities ineAtiga. An implementation

study. Concluded the development of local publickeg, international market reach
and adoption of Multi country securitizations to hekey success factors in the
implementation of the mortgage backed securitie&rgentina. | n Kenya the capital
market is evolving and with increase in acceptalblbond trading in the market, it is
a signal that a well managed regulatory framewarktlee implementation of asset

backed securities will be a success.

2.9 Empirical review of Securitization in Some Emerging Markets

2.9.1 Malaysia

The origin of securitization in Malaysia can beced to 1986 when the Government
set up a mortgage financing body called Nationalrtyhge Corporation (Cagmas
Bhd).Cagmas was formed on the model of Fannie Mdd-aeddie Mac of USA.
Accordingly, Cagmas functions as a Special Purpdskicle between the house
mortgage lenders and investors of long term fur@sgmas is by far the most
important issuer of securitized instruments in Mala. The securities issued by
Cagmas have acquired the name "cagmas bonds" iaysMah market. Apart from
mortgages securitized by Cagmas, securitizatiorotber assets has not been very
strong in Malaysia, as the size of the Malaysiatuggzation market is estimated at
RM 45.5 billion by the end of 1996.

On 10 April, 2001 the Securities Commission camewith mandatory guidelines on
asset securitization. The guidelines permit oniypanies incorporated in Malaysia
to offer asset-backed securities in Malaysia, eitimepublic basis or on private basis.
Although, a task force comprising market practiémnjoined the Securities

Commission’s staff in formulating these guidelinéslid not keep up with the latest
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developments in the market such as synthetic derations and un-funded credit

derivative based transactions.

Furthermore, the guidelines require the origin&iaffectively transfer all rights and
obligations in the assets to the Special Purpodacieand not retain any residual
beneficial interest in these assets. As a limitedit enhancement by the originator is
almost a rule in securitizations, market practicéMialaysia will perhaps evolve on
the style of the US securitizations where the sgcwill be divided into two tranches
tier with the first one being without recourse awithout any enhancement, while the

second to be with required enhancement.

There have been 3 ABS deals sold in Malaysia ufatmary 2002, that were worth a
total of RM 1.23 billion. The issuers of these séms were all financial institutions,
namely Arab Malaysian Merchant Bank Bhd, Commenterhational Merchant
Bankers Bhd, and bad debt management agency Peaguidanaharta Nasional.

Bhd. (www.egyptse.com).

2.9.2 Singapore

One of the earliest transactions in Singapore wakeaend of 1998, which was the
securitization of real estate receivables by NeptOnient Line. This was a sale and
leaseback of an office property funded by a ten-yfe@ed rate mortgage backed
bonds. Securitization transactions in Singapore lt@weloped to involve commercial
real estate, residential sales progress paymeedlitccard receivables, bonds and
loans. By the end of year 2000, a total of S$ h#flibn worth of bonds have been
sold in the domestic market via six commercial prtips and one residential

condominium.

One of the notable deals in Singapore market haa bet by DBS Bank. This was
an asset backed short-term notes program, in JOG6.2n 1999, DBS Land, a

property company, securitized three office buildingthree separate deals.

The Monetary Authority of Singapore (MAS) finalizélde regulatory guidelines for

capital adequacy treatment in case of securitimatic2000. The guidelines state that
in case of mortgage loans, the transfer of recédgalvould also entail the transfer of

the underlying mortgage, which would require corspty registration with the

19



Registrar of Titles and Deeds. (www.egyptse.com).

2.9.3 South Africa

The history of securitization in South Africa dateack to 1989 when the first
securitization issue was a R 250 million mortgageked security issued by the
Allied Building Society (United Bank of South AfacLimited), in addition to two
transactions that were worth R 335 billion, placadhe market in the late 1980s and

early 1990s. Nevertheless, securitization is sttlwidely accepted in South Africa.

Recently securitization has been brought up agaaally, and started attracting
interest. This is due to recent developments sushthe listing of the first
securitization company (Sotta Securitization Inéional) on the Johannesburg Stock
Exchange in November 1998. It was the largest death R 120 million in March
1999 with Lyons Property Company, mandated to s&oeilyons's lease agreements
over five properties.

South African Securitization still faces some majbstacles in the market. The first
obstacle is that investors still prefer to investlisted companies with established
track records. Second, there are legislative amduating problems, because asset
backed securities transactions are off-balancetshdech is considered more risky
than mortgages. Furthermore, there is no sepagigldtion for securitization, and no
special entity, other than banks that are alloweidgue debt paper to fund operations.
Thus, the securitization process by a Special RerpMehicle must be routed through
a bank. In addition, debt issued must be denomdnateRand 1 million or more,
which does not help promote secondary market liguidFinally, banks have
sufficient capital in their balance sheets, andtwargrow rather than sell off assets.

(www.egyptse.com).
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CHAPTER THREE

3.0 RESEARCH METHODOLOGY

3.1 Introduction

This chapter involve, research design, populatibstedy, data collection, analysis

and presentation. Data collection is the procesgatiiering information while data

analysis is a process of inspecting, cleaningsfaming, and modeling data with the

goal of highlighting useful information, suggestimpnclusions, and supporting

decision making. Data presentation involves usgraphics and tables to present the

analyzed information.

3.2 Research Design

The study is an exploratory research since no aimdsearch has been conducted in
the area in Kenya. A detailed semi-structured goreséaire with both open ended and
closed ended questions was used to gather pertinfartnation on the sampled

population to answer the research problem.

3.3 Population of study and Sample size

The populations of the study were 10 financial iinsbns involved in mortgage
financing that are listed in Nairobi Stock Exchan8&ce the population is not very
large census method of the target population wed ts collect data and all elements
considered a representative of all other finandratitution offering mortgage

financing in Kenya.

This population provided information on mortgagearioorigination, which is a key

factor in the implementation of mortgage backedigges.

3.4 Data collection

The study adopted primary data collection methodclwhwas collected through a
semi structured questionnaire. The questionnaira® wedministered through a drop
and pick method to either the financial accountantedit officers or mortgage

officers of the sampled institutions.
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3.5 Data Validity and Reliability

Joppe (2000) defined data reliability as the extenvhich results are consistent over
time and an accurate representation of the totpllption under study and data
validity as what determines whether the reseanaly tmeasures that which it was

intended to measure or how truthful the researsalt®are.

The questionnaire was pretested among 5 of the Isdmpstitution before been
administered full scale to eliminate likelihoodasfy problem in order to achieve data
validity. Split half technique was used at pilotisigjige to determine reliability of the

guestionnaire.

3.6 Data Analysis
Data collected was examined for completeness, edited coded to ensure data

consistency before being analyzed.

Descriptive statistics was used to analyze the daid involved use of grouped

frequency, measures of central tendency and vétabi

The data analysis was done using SPSS versiond prasented using percentages,
pie charts and tables in order to show the relalignof data and aid in arriving at the

conclusions.

22



CHAPTER FOUR

4.0 DATA ANALYSIS, RESULTSAND DISCUSSIONS

4.1 Introduction

This chapter will show detailed reports on findirmfshe study and interpretation of
the analyzed data. Data presentation will involve tise of pie charts, percentages
and tables.

4.2 Responserate
A total of 10 financial institutions listed at Nabi Stock Exchange responded to the

study representing 100 percent response rate.

4. 3 Classification of financial institutions
Out of the 10 financial institutions 60% are logadlwned and 40% being partly local
and foreign. This means majority of commercial lsaakd mortgage companies listed

at NSE are locally owned.

Figurel: Ownership of Financial institution

m localowned  m partlylocal and foreign
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4.4 Level of mortgage loan proportion in relation to core capital
Company
It is evident 60% of commercial banks and mortgagmpanies listed at NSE have

20% to 30% allocation of their core capital to ngage financing.

This range is below the threshold amended by trenfie bill 2010 of 40% mortgage

financing in relation to the core capital with amdo increase property development.

Table 1. Level of mortgage loan proportion in relation to core capital of the

company.
Frequency|Percent [Valid PercenCumulative Percent
Valid 10% to 20 A2 20.0 20.0 20.0
20% to 30%|6 60.0 60.0 80.0
30% to 40%)2 20.0 20.0 100.0
Total 10 100.0 |100.0

4.5 Level of mortgage loans portfolio of banks

40% of commercials banks and mortgage financingpaonies hold mortgage loans
of over Kesl billion with partly 10 % holding a pimiio of less than Kes 250
millions. This is an indication most of the bank® avilling to finance mortgage

industry hence securitizations can succeed withrttagnitude of loan origination.
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Table 2;

L evel of Mortgage loans portfolio of banks

Cumulative
FrequencyPercent|Valid Percen[Percent
Valid |Below Kes 250millions |1 10.0 11.1 111
Kes 250 million to 3 30.0 33.3 44 .4
500millions
Kes 500 million to 1 10.0 111 55.6
750millions
Kes Over 1 billion 4 40.0 (444 100.0
Total 9 90.0 |100.0
Missing |System 1 10.0
Total 10 100.0

4.6 Average mortgage I nterest lending rates

From the analysis 60% of the commercial banks aodgage finance companies

offer their mortgage rates at between 10% to 15&ast rate with only 20%

operating above 15%. This indicates with mortgaga$ securitization the lending

rates will be lower.

Table 3: Average mortgage Interest Lending rate

Cumulative
FrequencyPercent |Valid PercenPercent
Valid 1% to5% |1 10.0 10.0 10.0
5% to 10% |1 10.0 10.0 20.0
10% to 15%6 60.0 60.0 80.0
15% to 20%2 20.0 20.0 100.0
Total 10 100.0 |100.0
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4.7 Average mortgage L oan Default rate

It was noted 50% of the commercial banks and mgegammpanies experience a
mortgage loan default of between 5% to 10%, folldwg 40 % under 5% and 10%
of above 10%.

This indicates that with independent credit ratuiggncies in mortgage loans

securitization this rate of default will be muchvier.

Tabled: Average mortgage loan default rate

FrequencyPercent |Valid PercenCumulative Percent
Valid (1% to5% |4 40.0 40.0 40.0
5% to 10% |5 50.0 50.0 90.0
10% to 15%1 10.0 10.0 100.0
Total 10 100.0 100.0

4.8 Additional Capital by Banks

It was noted 70% of commercial banks and Mortgagm@any listed at NSE sourced
additional funds with 30% remained constant. Thdidate there is need for funds for
expansion and mortgage securitization can be greatue to release funds from

illiquid assets held by the banks inform of mortgégans.

Table 5: Additional capital by banksin therecent past

Cumulative

Frequency |Percent |Valid PercenPercent

Valid Yes 7 70.0 70.0 70.0
No 3 30.0 30.0 100.0
Total |10 100.0 100.0
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4.9 Sour ces of additional funds by banks
It was evident of the banks that sought additidmatls, 40% preferred raising
additional funds through stocks, 20 percent thratmiporate bonds and 10% through

loan capital.

Table 6: Sour ce of additional fundsfor the banks

FrequencyPercent |Valid PercenCumulative Percent
Valid [Stocks 4 40.0 57.1 57.1
Corporate Bond2 20.0 28.6 85.7
Bank Loans 1 10.0 14.3 100.0
Total 7 70.0 100.0
Missing |System 3 30.0
Total 10 100.0

4.10 Cost of borrowing by the banks
30% of the banks obtained additional funds throdgibt instruments with interest
rates of between 5% to 10%.This means their aliditgnd to mortgage markets with

lower interest rate is limited to the cost of theurces of funds.

Table7: Cost of borrowing

Frequency/Percent [Valid PercenCumulative Percent
Valid |5% to 10%3 30.0 100.0 100.0
Missing |System |7 70.0
Total 10 100.0

4.11Awar eness of asset securitization within banks
Majority 90% of the respondents were aware of assedritization and only 10%
were not aware. This indicates asset securitizatiddenya can thrive if well

operationalised.
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Figure 2: Distribution of awareness of asset securitization in the banks

myes EWNO

4.12 Consider ation of asset securitization by banks as a sour ce of finance
Respondents tied meaning about 50% of banks hasdewad securitization as a
source of funding

Table 8: Consider ations of securitization as a sour ce of financing

in the company.

Cumulative
FrequencyPercent |Valid PercenPercent
Valid |yes 4 40.0 50.0 50.0
no 4 40.0 50.0 100.0
Total |8 80.0 100.0
Missing |System |2 20.0
Total 10 100.0

4.13 Awareness of Regulatory framework on asset securitization
50% of the respondents indicated they are awaregofiatory framework on asset
securitization and the other half 50% were not aw&@his means soon there will be

implementation of asset securitization.
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Table 9: Awareness of regulatory framework on asset securitization in

Kenya
Frequency/Percent |Valid PercenCumulative Percent
Valid |Yes |5 50.0 50.0 50.0
No |5 50.0 50.0 100.0
Total |10 100.0 [100.0

4.14 Level of Satisfaction with Regulatory Framewor k
Majority 70% indicated the regulatory framework aside by the Capital market
Authority offer confidence to mortgage lending ihgtons to securitize their assets.

This means many will support asset backed secsifitiehe market.

Table 10: Level of Satisfaction with regulatory framewor k

Cumulative

Frequency|Percent |Valid PercenPercent

Valid |Yes |7 70.0 70.0 70.0
No (2 20.0 20.0 90.0
3.00 |1 10.0 10.0 100.0
Total |10 100.0 |100.0

4.15 Significance factorsin creation of mortgage backed securities
It was noted banks having sufficient capital initialance sheets and need to grow
rather than sell off was not a significant factocreation of mortgage backed

securities as indicated by a mean score of 3.Gtamtlard deviation of 0.24.
This therefore means awareness, weak regulatanefrerk, absence of special

purpose vehicles and credit rating agencies asriatiiat may affect the creation of

mortgage backed securities as indicated by a nwae sf less than 2.5.
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Tablell: Significance factorsin creation of mortgage backed securities.

N

Minimum

Maximum

Mean

Std. Deviation

Lack of awareness on
mortgage asset backe(

securitization.

10

1.00

2.00

1.6000

.51640

Weak regulatory

framework

10

1.00

2.00

1.5000

.52705

Absence of special
purpose vehicles to
acquire the mortgage

loans.

10

1.00

3.00

1.4000

.69921

Absence of Credit ratin

Agencies

10

1.00

3.00

1.4000

.84327

Banks have sufficient
capital in their balance
sheets and want to gro

rather than sell off assq

10

1.00

4.00

3.0000

24722

Valid N (listwise)

4.16 Preference in Choice of Sour ce of fundsto finance mortgage lending

From the analysis all securities were consideedter as a means of funding

mortgage lending market having a mean score ofenitiian 2.5 however mortgage

backed securities is more favorable as indicatetthéystandard deviation of 0 .94

with lowest preference being on commercial papsrisdicated by a standard

deviation of 0.54.
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Table 12: Preferencein choice of Sour ce of fundsto Finance mortgage lending.

Std.
N Minimum [Maximum|Mean  |Deviation

Equity stocks. 10 3.00 5.00 4.2000 |.63246
Preferential Stocks 10 2.00 4.00 3.3000 |[.67495
Corporate Bonds 10 3.00 5.00 3.9000 |[.73786
Commercial papers 10 2.00 5.00 3.0000 |[.05409
Mortgage Backed 10 2.00 5.00 4.3000 |.94868
Securities

Valid N (list wise) 10

4.17. Ranking of sources of finance on factor s consider ed to influence decision on
mode of financing.
It is noted from the analyses of sources of finamitk low mean score and low

standard deviations are highly affected by theofiact

Corporate bonds and commercial papers are higfdgtafl by the risk return profile
factor whereas using the mean criterion ordinaogkst followed by preferential

stocks are highly affected by private information.
On the conflict of interest between capital chdigehe shareholders and creditors
corporate bonds, commercial papers and preferesttiaks are considered by highly

affected by having a low mean score.

This means on overall, mortgage loan securitizagmres lowly on these factors

hence considered better avenue of investment.
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Table 13: Ranking of sour ces of finance on factor s consider ed to influence decision on mode

of financing
Minim Std.

N um Maximum |Mean |Deviation
Effect of equity stock on Risk return profile 10 1.00 |(3.00 2.5000.70711
Effect of preferential stock on Risk return profile 10 1.00 |(3.00 2.0000.47140
Effect of corporate bonds on Risk return profile 10 1.00 (2.00 1.4000.51640
Effect of commercial papers on Risk return profile 10 1.00 |(3.00 1.6000.96609
Effect of mortgage loan securitization on Risk retu |10 1.00 (3.00 2.1000,.87560
profile
Effect of equity stock on private information 10 1.00 (3.00 1.4000].69921
Effect of preferential stock on private informatio 10 1.00 |2.00 1.3000.48305
Effect of corporate bonds on private information 10 1.00 |2.00 1.9000.78488
Effect of commercial papers on private information |10 1.00 (3.00 2.0000.47140
Effect of mortgage loan securitization on private 10 1.00 (3.00 2.2000,.78881
information
Effect of equity stock affect on conflict of ineest 10 1.00 (3.00 2.2000/.91894
between creditors and shareholders
Effect of preferential stock on conflict of intst&etweer10 1.00 |(3.00 1.80001.91894
creditors and shareholders
Effect of corporate bonds on conflict of interestveen |10 1.00 |2.00 1.5000.52705
creditors and shareholders
Effect of commercial papers on conflict of interest 10 1.00 (3.00 1.8000.91894
between creditors and shareholders
Effect of mortgage loan securitization on conftt 10 1.00 |(3.00 2.00001.94281
interest between creditors and shareholders
Valid N (listwise) 10
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CHAPTER FIVE

5.0 SUMMARY, CONCLUSIONSAND RECOMMENDATIONS
5.1 Introduction
This chapter presents the summary, conclusionsesnmmmendations of the findings
of this study. This chapter is organized as follokisst, a summary of the findings in
chapter four is provided. Then the conclusionsefdtudy based on the objectives of
the study follow. The study then makes recommendatand suggests areas for

further research.

5.2 Summary and Conclusions
The aim of the study was to establish the feagjili introduction of mortgage
backed securities in the Kenya capital market.@tiie 10 commercial banks and

mortgage finance company listed at NSE 60% arallppowned.

The study shown that the commercial banks and mgetginance companies in
Kenya have the potential to originate a sizeald@ lportfolio necessary for
securitization this is supported by the fact tHa#%odof mortgage loans portfolio are

above Kes 1 billion.

It is also evident the higher lending rate by thertgage financials is partly
attributable to the sources of their finance, verage 30% of commercial banks and
mortgage financing companies obtain funds from dedituments at a rate of
between 5% to 10% hence affecting their final megtginterest rate to the
consumers. The average mortgage lending ratesebyotinmercial banks and

mortgage finance companies was noted to averagebrt10% to 15%.

It was also noted 70% of commercial banks and ragedinance companies raised
additional capital in recent past with an aim tpand their businesses and 50% of the
respondents were aware of asset securitizationsegudations however none

implemented the issuance of such security.

The study also revealed lack of awareness of assetitization, absence of special
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purpose vehicles, absence of credit rating ageacidsveak regulatory framework as

factors that may hinder creation of mortgage badesdrities.

The preference for sources of financing indicag thajority of financial institutions
will prefer mortgage backed securities which asmahted to attract low risk return
profile , disclosures requirements and low confiitinterest between the creditors

and shareholders.

The study concludes that mortgage backed sezuiatioption in Kenya will
improve on capital formation by commercial bankd arortgage financing

companies.

5.3 Recommendations
According to the findings of the study, the recomutegtion is to implement mortgage
backed securities in order to increase capitafrfortgage financing and investments

in other sector.

The financial institutions should allocate moredsin mortgage financing since no
bank is near the amended threshold of 40% of the capital to ensure most the

potential homeowners are able to own homes.

Financial institutions should explore the cheagesices of finance through

securitization in order to pass the benefits tontioetgage customers.

Creation of independent credit rating agenciesspetial purpose vehicles in order to

overcome barriers of implementation of MBS.

The economy will gain enormous benefits by tradimgtgage backed securities
since both foreign and local investors will partimethe investments hence deepening

the capital market.

5.4 Limitation of the study
The study included only listed financial institutg>and there are number of other

financial institutions that offer mortgage finangiwhich are not listed in the NSE.
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5.5 Areasfor Further Research
A further study should be carried to determineftfitors that lead to slow pace in

adoption of asset securitization in Kenya.
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APPENDIX |

Peter M. Karimi

C/o School of Business
University of Nairobi
P.o Box 30197,

Nairobi.

Dear Sir/Madam,
RE: INTRODUCTION OF MORTGAGE BACKED SECURITIESIN KENYA
CAPITAL MARKET.

| am a post graduate student at the Universityaifdthi undertaking Masters of
Business Administration (MBA) degree specializing-inance. In partial fulfillment
of the requirement of the degree, | am conductintpaagement research on the

subject topic.

You Company have been selected for this reseamthvanld greatly appreciate if
you complete the attached questionnaire. The irdion gathered will purely be

used for academic research and treated with stididence.

Thank you in advance.

Yours Faithfully,

Peter M. Karimi Mr Luther Otieno

MBA Student Lecturer/ Thesis Supervisor
Department of Finance and Accounting

University of Nairobi.u



APPENDIX I1
QUESTIONNAIRE
The purpose of this questionnaire is to gathermé&dion on Introduction of
Mortgage Backed Securities in Kenya capital markke information given will be

confidential and used for the purpose of this neteanly.

Name of the Company

Kindly indicate your position in the Company.

Please indicate how you categorize your compaigrms of ownership.

Locally owned ( )
Foreign Owned ( )
Partly local and foreign owned ( )

Does your company offer mortgage loan financing?

Yes «C )

No ( )

Kindly indicate by way of a ticky{) your level of mortgage loan proportion in relatio

to the core capital of your company.

Below 10% ( )
10% to 20 % ( )
20% to 30% ( )
30% to 40% ( )

Kindly categorize by way of a tick/{ where your company falls in level of mortgage

loan portfolio.

Below Kes 250millions ( )
Kes 250 million to 500millions ( )
Kes 500 million to 750millions ( )
Kes 750 million to 1Billion ( )
Kes Over 1 billion ( )



Please indicate by way of a tick)(the applicable rates in your company.

default rate

Factor 1%to| 5% to | 10% | 15% | Abov
5% 10% |to to 20%
15% | 20%
1 | Average mortgage Interest
Lending rate
2 | Average mortgage loan

Have your company sought additional funds in tlené past?

Yes
No

If yes in (8) above from which source

Stocks

Corporate Bonds

Commercial

Bank Loans

papers

Others (Specify)

If financed from debt instruments in (9), kindlydinate at what category of rate

interest rate
1% to 5%
5% to 10%

below.

10% to 15%
15% to 20%

Above 20%

(
(

(

—_~ o~ o~ o~

(

Have you ever heard of asset securitization?

Yes
No

(
(

)
)

)

~— N~ ~—~

~—

)
)

If yes in (11) above have your institution consetesecuritization as a source of

financing in
Yes
No

your company?




If No in (12), give a brief explanation.

Are you aware of any regulatory framework on aseetritization in Kenya?
Yes ( )
No ( )

Do you feel the regulations set by the Capital Mavkuthority on “Asset backed
Securities” offer confidence to mortgage lendinsfitations to securitize their assets?
Yes ( )

No «C )

If No in (15), give your suggestions.




Please, indicate by a tick)(how significant each of the following factorsest the

creation of mortgage backed securities in Kenya.

Factor

Very

Significant

Significant

Indifferent

Not

Significant

Insignificant

Lack of awareness
on mortgage asset
backed

securitization.

Weak regulatory

framework

Absence of
special purpose
vehicles to
acquire the

mortgage loans.

Absence of Credit

rating Agencies

Banks have

sufficient capital
in their balance
sheets and want tp
grow rather than

sell off assets

Please, indicate by way of a ticK) (to what extent would you recommend your

company to source funds for mortgage financingssumption all below tradable

securities are available in Kenya capital market.

Factor

Very Low

Extent

Low

Extent

Neutral

High

Extent

Very high

Extent

Equity stocks.

Preferential Stocks

Corporate Bonds

Commercial papers

gl bl W N

Mortgage Backed Securitig]

[2)




Please indicate by ranking using the scores betowthe various sources of funds

are affected by factors below.

1. High 2. Moderate 3.Low
Factor Equity | Preferential | Corporate | Commercial | Mortgage
Stocks | Stocks Bonds Papers Loan

Securitization

1 | Risk return profile

2 | Private information
(Disclosure

requirements)

3 | Conflicts of interest
between creditors and

shareholders in the

D

capital structure choic
of firms concerning
possible agency costs

from underinvestment

Thanks very much for your participation.




APPENDIX 111

LIST OF FINANCIAL INSTITUTIONSINVOLVED IN LENDING LISTED IN
NAIROBI STOCK EXCHANGE.

. Barclays Bank of Kenya Ltd.

. CFC Stanbic Bank Ltd.

. Housing Finance Ltd.

. Kenya Commercial Bank Ltd.

. National Bank of Kenya Ltd.

. Diamond Trust Bank of Kenya Ltd.

. Standard Chartered Bank Ltd.

. NIC Bank Ltd.

. Equity Bank Ltd.

10. The Co-operative Bank of Kenya Ltd
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