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Welcome to Financial Focus

For the fi rst time we have included 
articles from other countries in 
the region in an effort to make the 
“Financial Focus” a regional publication.  

Although this edition is still dominated 
by articles from Kenya, we intend to 
continue seeking articles from other 
East African countries for future 
editions. We are grateful to members 
of our regional Advisory business and 
PwC Uganda and PwC Rwanda who 
have contributed articles in this edition.

Various developments have taken place 
in the fi nancial services sector over the 
last year, but two stand out:

• The Banking Amendment Act in 
Kenya that brought about interest 
rate capping with effect from 
September 2016 and

• Introduction of the risk based 
capital regime in the insurance 
sector.

A few weeks before the President 
assented to the rate capping bill, I 
wrote an article for Business Daily 
where I opined that given the mood in 
the country, rate capping rules were 
inevitable. However, the proposed law 
as presented to Parliament was not 
well thought out and failed to take into 

account the divergent risk profi les of 
different types of credit products. I still 
hope that the rules will be reviewed 
in future to address the glaring 
weaknesses in the Act, but we have to 
accept that rate capping is here to stay!

The rules have been immensely popular 
with many Kenyans and the business 
community, but they have had a 
major adverse impact on the banking 
industry. The full extent of the impact 
on the sector and economy in general 
will become clearer in the course of 
2017.  

The growth in credit in the sector 
has slowed down from about 20% a 
year ago to only about 4% by the end 
of 2016 as banks have become more 
cautious in their lending decisions.  
The IMF has predicted that the credit 
squeeze that could result from the rate 
capping rules could remove as much as 
2% from our annual economic growth.  

Banks are having to go back to the 
drawing board and reconsider their 
business strategy, their product 
offerings and operating models.  They 
need to look for new streams of non-
funded income, ways of improving 
effi ciency through innovation and 
improved processes, new distribution 

Welcome to our fi rst edition of “Financial Focus” in 2017.  A lot has happened in the 
fi nancial services sector in the region since we published our last edition last year. 
The articles in this edition discuss many of those topical issues and developments.
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Partner, Assurance and 
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Leader, East Africa region.

richard.njoroge@pwc.com

+254 20 285 5604
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channels, etc. Kenyan banks will have 
to adapt to lower interest margins as 
this is the “new normal”. According 
to World Bank data, at the end of 
2014, Kenyan banks were enjoying 
net interest spread of about 8.7% 
compared to less than 1% by UK banks 
and a global average of just below 3%.  

The “silver lining” to this crisis is that 
we are likely to end up with more 
effi cient institutions. Banks will need 
to invest in innovative products and 
superior customer service as this will 
be the greatest differentiator between 
banks. 

The consolidation in the sector that has 
been predicted for so long is inevitable.  
The smaller banks are hurting most 
from the new rules and may fi nd it 
diffi cult to survive in their current 
form.

In the insurance industry, the new risk 
based capital framework will greatly 
affect the way insurance companies do 

business. They will need to reconsider 
their investment policies and product 
offerings. Most players will need 
to inject additional capital in the 
coming years and this could lead to 
consolidation in the sector. 

The new regulatory regime and the 
proposed accounting rules under IFRS 
17 are complex and will require the 
insurance players to increase their 
skills base and adopt more complex IT 
systems.  

In many ways, the insurance sector has 
been left behind by the banking sector 
in terms of growth and innovation 
and we hope that we will see the same 
level of innovation and investment in 
systems in the insurance sector going 
forward. 

These and other issues are discussed 
in detail in the publication.  I hope you 
will enjoy reading the articles and as 
usual we welcome your feedback on 
how we can improve the publication.

Kenyan banks will have to adapt 
to lower interest margins as this 
is the “new normal”. According 
to World Bank data, at the end 
of 2014, Kenyan banks were 
enjoying net interest spread of 
about 8.7% compared to less 
than 1% by UK banks and a 
global average of just below 3%.

5Financial Focus: April 2017



Sustainable banks’ performance 
under the Banking (Amendment) 
Act 2016

Banks therefore have had to deal not 
only with reduced interest income (not 
more than 4 percentage points above 
Central Bank set base rate), which 
is traditionally banks’ main income 
stream, but also pay more for customer 
savings (at least 70% of Central Bank 
base rate) which basically reduces their 
net interest income. 

The same Act also requires banks to 
disclose all the charges and terms of 
any loan to a customer and goes ahead 
to state the consequences of not doing 
so for the banks and their CEOs. 

It may be too early to know the 
implications of the Act to the economy, 
new borrowing customers and their 
access to loans from banks. We shall 

Despite the divergent opinions held as to the merits and demerits of the Banking 
(Amendment) bill 2015, it became law on 24 August 2016 when His Excellency the 
President assented to it. 

know the movement of the number and 
value of approved loans when banks 
release their 2016 full year results. 

However, since the effective date for 
this law was 14 September 2016, its 
total effect may not necessarily have 
been felt in the 2016 fi nancial year 
results but will be clearer in the 2017 
results. An analysis of the quarter 4 of 
2016 and quarter 1 of 2017 results will 
indicate more clearly the impact of the 
Act. 

We do know now that there is a 
general decline in credit growth 
across the banking sector. This 
decline may have been exacerbated by 
banks’ unwillingness to lend to some 
customers whom they would have 

Jared Nyarumba is an 
Associate Director, Technology 
consulting services, East Africa 
region.

jared.nyarumba@pwc.com

+254 20 285 5177

lent to previously. Holding all factors 
constant, the expectation is a decline in 
interest income and therefore the net 
profi ts year on year especially for most 
retail focused banks. 

There is also a high probability that 
for banks that will have increased net 
profi t, the growth rate would be lower 
year on year compared to previous 
years.  Generally speaking, banks in 
Kenya had been on an upward profi ts 
trajectory over the years and this 
decline calls for deeper action planning 
to plug the hole caused by the new law. 

In my view, this is the important point 
because banks are businesses and the 
aim is to have a sustainable, profi table 
business and a consistently good 
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return on investment. How can banks 
therefore deal with the ‘new normal’ 
and still report good returns to their 
stakeholders, including shareholders? 

Various options exist and one of them, 
perhaps obviously, is to increase sales 
in terms of the number and value of 
loans. Increasing sales will help banks 
to generate as much interest income 
as was being generated before the law 
came into place. 

This may be challenging for various 
reasons including the fact that banks 
must maintain required assets to 
liability ratios. Banks must also still 
check on the quality of their advances 
to ensure sustainable growth without 
increased non-performing loan 
portfolios in future.  

Another option for banks is to ask 
themselves several questions and 
answer the same with a view of 
managing the activities that happen 
between how and when income is 
generated and net profi t calculated and 
reported. 

Here are some of the questions:

1. Do your (a) processes, (b) 
technology, (c) people (d) controls 
and (e) products support your 
business goals and strategy 
considering the ‘new normal’? 

a. There is a need to confi rm what 
your core processes are, why they 
are the way they are and what 
drives those processes. Are your 
processes effi cient or do they exist 
because that is how you have 
traditionally done them, yet they 
contribute minimal additional 
value to your end game? Do they 
create extra work, touch points 
and customer service delays?

b. Does your technology support 
your strategy, growth objectives 
and excellent customer service 
(wherever and at the convenience 
of the customer using any 
channels)? Does it support 
decision making by enabling 
data analytics with the necessary 
controls? How costly is your 
operational technology?

c. Do you have skilled/competent 
resources with the right attitude, 
doing what they are supposed to 
do with the single focus of serving 
customers and therefore by 
extension generating profi tability 
for the bank? Does the bank 
structure support its people to 
achieve both organizational and 
individual objectives?

d. Are there adequate controls that 
safeguard against frauds or losses?

e. Do you have the right products 
that your customers want and 
do they resonate well with 
the market? What are the 
differentiators between your 
product and any other product 
from another bank? Why should 
a customer buy your product and 
not somebody else’s? Do you need 
to relook at your product range 
and determine whether they are 
still viable under the new normal 
and will your customers love your 
‘new’ product range?

2. How does your bank generate its 
incomes? Is it automated? Do you 
have a digital strategy? How fast 
and easy is it for your bank to grow 
by customer numbers, value, or 
indeed simply serve your existing 
customers well—especially now 
that this will be the game changer?

3. What is the ratio of interest income 
to non-interest income and why 
is the ratio that way and what can 
you do to improve on these ratios 
especially the non interest income? 

4. What is the bank’s cost to income 
ratio? Does this point to internal 
ineffi ciencies? What are your main 
cost drivers? What must you do to 
improve on this?

5. What are your product distribution 
channels and how much do they 
cost the bank? Are there better and 

more effi cient product distribution 
channels that can be used to 
superbly serve customers? 

6. How does the bank manage its 
relationships with its customers 
and do you have the right customer 
management strategy geared 
towards making and recognizing 
that all is lost without the customer?

In my view, answering the above 
questions (among others) and taking 
concrete steps to resolve the emerging 
issues will help the banks to manage 
not only the impact of the new law but 
also maintain or return to the growth 
trajectory that each bank needs.

It may also be the point at which banks 
genuinely look at their positions and 
make decisions as to whether it would 
be worth having conversations about 
mergers and acquisitions. 

Some banks take the ‘easy route’ and 
quickly reduce their staff headcount 
through downsizing/ right sizing 
but again, as they say, you may not 
necessarily shrink to greatness. This 
may therefore only have a small effect 
in the bigger scheme of things and 
especially considering that staff will 
have to be paid off which will be a dent 
to the bank books for that year. 

In my considered opinion, banks will 
benefi t from a multi-faceted approach 
to sustain healthy growth under the 
new law especially considering that we 
have similar laws in other countries. 

The discussion and action should 
therefore be around what banks should 
be doing in the short and long run 
(coping mechanism) and 'thriving in 
the new norm' such as by answering the 
above questions. Meanwhile, we wait to 
evaluate the real impact of the law and 
possible changes (if any) to that law in 
future. 

Some banks take the ‘easy route’ and quickly reduce their staff 
headcount through downsizing/ right sizing but again, as they say, 
you may not necessarily shrink to greatness. 
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There’s a better way to inspire 
more trust in banks and 
auditors

The three year term limits 
proposed by the Central 
Bank of Kenya (CBK) 
for auditors of banks is a 
clear response to corporate 
governance concerns. 
As an auditor, I support the objective 
of improving the quality and 
independence of audit reports and as 
a Kenyan, I am just as angry as anyone 
else about the lack of transparency and 
governance that has led to three bank 
failures in the last 18 months. But I 
do not think that mandatory auditor 
rotation on a three-year basis for banks 
is the right prescription. In fact, I think 
it could do more harm than good.

There is no doubt in my mind that 
public fi gures who advocate for banks’ 
auditor rotation have the best interests 
of our country at heart. They need 
to be seen to be doing something to 
protect the integrity of our fi nancial 
markets and institutions. I applaud the 
commitment that many of them have 
made to fi ght corruption. At the same 
time, I worry that the emphasis they 
place on auditor rotation could divert 
attention from the underlying issues 
that should drive policymaking. 

Experience globally has shown that 
a sound, robust and independent 
corporate governance regime is 
the most effective protection for 
an independent audit. Achieving 
good governance is a complex task 

that offers many practical benefi ts 
to organisations, economies and 
stakeholders. 

South Africa’s King III code is a world-
class corporate governance regime. 
The code’s three core principles of 
leadership, sustainability and corporate 
citizenship have transformed the 
quality of reporting by listed entities on 
the Johannesburg Stock Exchange with 
a knock-on effect across all sectors of 
South Africa’s economy. In particular, 
I would highlight the King codes’ 
historical emphasis on leadership, 
sustainability reporting and corporate 
citizenship and King III’s efforts to 
address the trust defi cit within civil 

Experience globally has 
shown that a sound, robust 
and independent corporate 
governance regime is the most 
effective protection for an 
independent audit.

society regarding the intentions and 
practices of big business. 

The King codes show that good 
corporate governance inspires trust. 
Other practices like increased oversight 
by the Board Audit Committee in the 
form of fi ve yearly comprehensive 
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reviews have shown results in countries 
like Canada. 

Globally, increased competition among 
auditors has also served the public 
good. Auditors compete on the basis 
of quality, insight, value and trust. 
Increasingly, we compete on the basis 
of technological advances that provide 
even more clarity and consistency. 
Decisions about which auditors and 
consultants an organisation will work 
with often boil down to geographic 
compatibility, industry sector 
experience and the ability to deliver 
complex work. 

When I read that the three year 
auditor rotation for banks in Kenya 
will improve competition among audit 
fi rms, and specifi cally benefi t mid-
tier fi rms, I can only shake my head 
in disbelief. The high frequency of a 
three year rotation requirement will 
cause more disruption, not less, and 
organisations will seek the stability 
of similar audit fi rms: similar in size, 
scope, experience, geographic reach 
and similarly trusted by the market. 

By contrast, the EU’s model of ten 
year rotation cycles with the scope to 
increase this by a further ten years on 
the basis of a tender have provided 
a greater degree of consistency for 
international companies. There is a big 
difference between three years and ten 
or 20 years.

That said, it is rare to come across 
an organisation that has not given 
audit tendering any thought at all. 
Many international organisations 
are subject to restrictions concerning 
other services that they can buy from 
their auditors, which has expanded 
their array of external advisors and 
consultants and consequently the 
competitiveness and quality of services 
provided by these advisors. 

Since many professional services 
fi rms provide audit as well as tax and 
consulting services, organisations that 
work with multiple advisors can build 
trusting relationships with multiple 
fi rms. Down the road, this exposure 
can lead to the choice of new auditor. 
The process of selecting an auditor, or 
any other advisor, should be made on 
the basis of quality, insight, value and 
trust—not a three year requirement.

Meanwhile, Board audit committees 
are becoming much more aware of 
their role and interested in the detail 
of an audit. Kenya’s Capital Markets 
Authority recently released The Code 
of Corporate Governance Practices for 
Issuers of Securities to the Public 2015 
which becomes effective 15 December 
2016 and applies to all listed entities. 

The Code’s principles and 
recommendations are organised into 
six pillars including Board Operations 
and control, Ethics and Social 
Responsibility and Transparency and 
Disclosure. Requirements like rigorous 
disclosures by the Board are supported 
by guidelines on implementation. 

I believe that the Code constitutes 
several steps in the right direction 
and it will serve to build more trust 
in public companies. Many of Kenya’s 
banks are also public companies and 
the Code will strengthen governance 
and trust in them, too. 

Over the last 18 months, the CBK 
has played a distinguished role in 
helping to shore up trust in Kenya’s 
banking sector. It issued instructions 
to external auditors to carry out 
more detailed reviews of banks’ ICT 
systems and report to the CBK. We can 
expect the CBK to enforce new capital 
requirements that became effective 1 
January 2015 as part of its focus on 
risk-based capital supervision.

Auditors and banks should reinforce the trust that Kenya’s Central 
Bank has worked hard to shore up and work together to progress 
policymaking in a useful, effectual and trustworthy direction.

Our bank failures have been singular 
events, not structural. We have not 
experienced a devastating fi nancial 
crisis like those that occurred in 
Southeast Asia in the 1990s, in Western 
Europe and the US in 2008 or in 
Nigeria in 2009. 

I believe that auditors and banks should 
reinforce the trust that Kenya’s Central 
Bank has worked hard to shore up and 
work together to progress policymaking 
in a useful, effectual and trustworthy 
direction. 

We all have a role to play and we must 
have the courage to do what must be 
done. Courage will inspire hard choices 
that lead to improved governance. It 
will improve the quality of an audit, 
such as when we auditors raise diffi cult 
questions with management—early 
and as often as necessary. 

Shareholders must have the courage 
to select Board members with the 
experience and integrity to serve 
well. Boards and management must 
show courage, even when the going 
gets tough, to demonstrate their 
trustworthiness in the market.

In my view, the three-year mandatory 
auditor rotation for banks is too 
frequent and will not contribute to 
greater trust or accountability. Far 
better to focus on what will work for 
Kenya based on lessons learned (the 
hard way) elsewhere. 
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Restoring confi dence in the 
banking sector

A problem in one institution becomes 
infectious with depositors in other 
banks starting to doubt the stability 
of their own banks as well, putting 
pressure on other institutions and the 
industry as a whole.  A stable fi nancial 
services sector is critical for the success 
of any economy and that is why it 
is important that confi dence in the 
sector in Kenya is restored as quickly as 
possible.

Down memory lane
Kenya last went through such a crisis in 
the 1980s and 1990s, when a number 
of institutions spectacularly collapsed.  
But those were different days. The 
banking regulatory environment 
then was weak and good corporate 
governance non-existent. The owners 
of some banks then behaved as if there 
was no distinction between their own 
funds and those of depositors.  

Since then the banking laws have been 
greatly enhanced and we now have 
comprehensive rules and guidelines 
that guide the operation of banks, and 
the central bank has a close monitoring 
system in place.  So what has gone 
wrong and what should be done to 
remedy the situation?

As we listen to the debate on the 
banking crisis, there are three sets of 
players who keep being mentioned and 
whose role is being put under scrutiny.  

They are the banks’ directors and 
management, the regulator and 
external auditors.  In this article I 
examine the role of each of them.  
Being an auditor myself, I will try to be 
free of bias and resist the refl ex action 
to jump to the defense of my profession.

The last two years have been tumultuous for the 
Kenyan banking sector. We have seen the closure of an 
unprecedented three banks within a short period.

Did something suddenly go wrong in 
the sector, or is this a sign of something 
more systemic? Whatever the case, the 
events of the last two years have jolted 
the confi dence that the public has in the 
sector.

Depositors are jittery at any rumours,  no 
matter how unfounded, that fi nd their 
way into social media.

The business of banking worldwide is 
based on trust; the public trusts that their 
funds are safe in an institution and that 
they will earn the promised return and 
get their money back when they require 
it.  The bank is able to invest money from 
deposits, confi dent in the knowledge that 
depositors will never all come demanding 
their money at the same time.  This 
equilibrium is shattered when the public 
loses trust in an institution.  

10 PwC



to ask for relevant information, not 
leaving management to control what 
information is provided to them.

The CBK guidelines now require banks 
to have independent directors. These 
are directors who are not affi liated 
to the shareholders and who should 
therefore be able to look at issues not 
just from a shareholders’ perspective 
but also to consider the interest of 
depositors and the public. 

For them to be effective in this role 
they need to be knowledgeable people 
of integrity, spend suffi cient time 
understanding the business of the bank 
and issues at hand and possess courage 
to get their views heard and challenge 
any unethical behavior.  

The internal auditor should be the 
‘eyes and ears’ of the Board in the 
organization. The role of the internal 
auditor is an important one and it is 
essential that he is fully empowered 
and completely independent of 
management, reporting directly to the 
Board. 

The Board also needs to ensure that 
the organization has a code of ethics 
that employees fully understand and 

subscribe to. It is most unlikely that 
an incident of fraud would happen 
without some innocent people in the 
organization being aware of it.  

An effective code of ethics sensitises 
employees to speak out or report 
unethical behavior.  An organization 
should consider having whistle blowing 
procedures that protect the identity 
of employees who wish to report 
malpractices or fraud and which ensure 
confi dentiality.  

Fraud is not just stealing or 
misappropriating funds. Deliberately 
manipulating fi nancial information 
is fraud as well and the code of ethics 
needs to make this clear.

The Regulator
As I have mentioned before, the 
regulatory framework for the banking 
sector has signifi cantly improved in the 
last two decades and I think we have 
adequate rules and guidelines in place, 
which would ensure the stability of 
the fi nancial sector. The challenge is in 
enforcing compliance of those rules by 
all banks.   

The CBK has an elaborate process of 
onsite and offsite supervision of banks.  
The Banking Act empowers the CBK 
to impose sanctions on banks that 
fail to comply with established rules.  
The ultimate sanction would be the 
revocation of a banking licence, or of 

Directors and management
Good governance is in my view 
the most important ingredient in 
preserving trust in the sector.  The 
failures that we have witnessed have to 
a large extent been caused by failures 
in the governance process. A situation 
where directors claim to be unaware of 
what management is up to is a sign of 
weak and failed corporate governance.  
This is also the case when a Board is 
unable to reign in the activities of rogue 
directors.

Directors are charged with the 
responsibility of governance. This 
includes not only providing strategic 
leadership to the institution and 
ensuring that it meets its objectives, 
but also ensuring that it complies with 
rules and regulations and operates 
within ethical standards. The CBK 
guidelines contain very detailed 
rules on governance, which were 
signifi cantly enhanced in the last 
revision of the guidelines in 2013.  

The role of external directors in 
providing oversight cannot be 
overemphasized. Days when Board 
meetings were just a formality to ratify 
decisions are long gone.  Management 
should be fully accountable to the 
Board and an institution needs to have 
processes that ensure that the Board 
is fully informed of activities of the 
institution. Directors need to be able 
to interrogate management and need 

Good governance is in my view 
the most important ingredient in 
preserving trust in the sector.
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CBK placing a bank under receivership, 
as it has done recently. The central 
bank quite often imposes penalties on 
errant banks, but this is often done 
behind the scenes and never gets to 
public limelight. The central bank 
needs to be fi rm in its dealings with 
banks but also needs to be sensitive 
in the way it handles the matters, 
cognizant that its actions, especially 
when publicized, could have the 
unintended effect of sending the wrong 
messages to the public and causing 
alarm.

The way small infringements are dealt 
with could send a very strong message 
to institutions. The penalties imposed 
for infringements, in my view, are quite 
light. The typical penalty was KES 1 
million and would not hurt even the 
smallest bank. The maximum penalty 
was increased to KES 20 million in the 
last Finance Act. 

Penalties need to hurt to be effective 
and the CBK needs to send a message 
of zero tolerance for non-compliance.  
We have seen the US regulators impose 
ruthless penalties on banks for non-
compliance with regulations, especially 
around anti money laundering.  These 
penalties in some cases run to hundreds 
of millions of dollars. 

The CBK has indeed taken measures to 
enhance its supervision of banks over 
the  last year including requirements 
for comprehensive IT audits and 
tougher enforcement of provisioning 
rules.

The banking sector is growing and 
becoming more complex, with new 
products and complex systems and 
a greater threat of cyber-crime.  The 
regulator has to keep pace with these 
developments and has to continually 
review its supervision capacity and 
resources.

The external auditor
The primary duty of the external 
auditor is to provide an opinion on the 
fi nancial statements of an entity to its 
shareholders. In respect of banks, the 
auditor has an added responsibility to 
report to CBK any major infringements 
of the Banking Act and prudential 
guidelines.

The audits of banks have become 
more diffi cult over time in view of the 
complicated products that banks have 
introduced and the complex systems 
they now use. 

The auditor needs to have a thorough 
appreciation of the risks that a 
modern banking business faces, an 
understanding of all their products 
and have capacity to audit complex 
computer systems.  

He needs to treat bank audits as high 
risk and have in place measures to 
address such risks.  These include 
deploying more resources, specialized 
training of staff on such audits and 
use of independent partner reviews.
The auditor needs to be more skeptical 
in his approach and has to address 

the heightened risk of reporting 
fraud and override of controls by top 
management.  A major area of focus 
in any bank audit is the review of 
loan provisions.  Although there are 
regulatory and accounting guidelines 
on provisions, this is invariably an area 
that requires judgment. The auditor has 
to be fi rm when he thinks management 
is not exercising suffi cient prudence in 
making provisions.  

Some developments in the accounting 
and auditing standards may help 
the situation going forward.  For 
example, the new standard on fi nancial 
instruments, IFRS 9, will have a 
signifi cant impact on banks and will 
require them to make provisions on 
loans much earlier.  The effect will be 
much higher levels of provisions than 
is currently the case.  We expect that 
the provisions required under the new 
standard will in most cases exceed 
those required by the regulator.

As at end of 2016 auditors are required 
to include “key audit matters” in the 
audit opinions of listed companies. 
CBK has indicated that it will consider 
extending this requirement to all banks, 
not just listed ones. Key audit matters 
are signifi cant matters that the auditor 
has addressed during the audit and that 
have been discussed with management 
and the Board. Currently such matters 
are not mentioned in the opinion if the 
audit opinion is clean. The objective of 
the new rules is to give greater insight 
to shareholders and users of fi nancial 
statements of risks in the entity.

Conclusion
To restore confi dence in the banking 
sector requires action by various 
players. Paramount is instituting 
good corporate governance, and 
shareholders ensuring that those 
charged with governance are 
knowledgeable people of high integrity.  
A good governance and control system 
should be larger than any individual/s.

The monitoring role of the regulator 
and external auditor is crucial as the 
public relies on these two to provide 
assurance on the stability of banks and 
on the information that they report.
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Diversifying and 
transforming 
Rwanda’s fi nancial 
services sector

Financial services organisations are a signifi cant driver of 
growth in Rwanda. Rising fi nancial inclusion—powered 
by innovation—is contributing directly to growth 
prospects for the country.

There is still much more growth 
potential to be tapped in Rwanda’s 
fi nancial services sector. To realise this 
potential, fi nancial institutions may 
need to transform or re-think how 
they operate. Thinking differently 
can realise big gains and a better 
contribution to society overall.

The only constant is change
Fundamental forces of change are 
sweeping across all industries in 
Rwanda. The disruptive forces facing 
fi nancial institutions could impact 
existing business models but also 
open up signifi cant opportunities to 
reach new customers and expand 

commercial potential. These forces 
include increasing competition, 
changing customer behaviour and 
demographics, new distribution 
channels, urbanisation, technology, 
emerging risks and regulation, among 
others.

For fi nancial services, competition is 
increasing from new market entrants 
as well as from convergence between 
industries like telecommunications 
companies and banks. Customer loyalty 
patterns are changing, particularly 
among younger customers. Distribution 
channels like mobile applications allow 
businesses to connect with customers 
in new ways and technology providers 
offer solutions that can help transform 
business operations—and the customer 
experience.

A younger demographic of consumers 
is cut from a different cloth: they 
want the best service at low cost, 
and fast. To reach them, distribution 
channels must be effi cient. These 
channels will also challenge old ways 
of thinking. Many fi nancial institutions 
are shifting the focus from brick-and-
mortar investment to other platforms, 
accessible models like agency banking, 
and services that are relationship-based 
and relatable. 

Surveying the market, it is important 
to understand the opportunities on 
the ground. These opportunities 
tend to fall into categories like new 
customer segments, diversifi ed product 
offerings that are clearly useful 
and building deeper trust among 
customers, employees, regulators 
and other stakeholders. In Rwanda, 
29% of banks are locally owned and 
71% are foreign-owned. To position 
themselves effectively, they can focus 
on technology and local partnerships. 

Technology innovation requires wise 
investment to realise commercial 
value. Partnerships with third parties 
including FinTech companies can 
help fi nancial institutions to realise 
new opportunities. Many FinTech 
companies are relatively small, global 
and specialised. These organisations 
do not necessarily have to be located 

Moses Nyabanda is a Partner, 
Assurance services, PwC 
Rwanda.

moses.o.nyabanda@pwc.com

+250 (252) 58820 2/3/4/5/6
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in Rwanda, but they will need to 
customise their solution sets with local 
know-how.

Transformative mindsets
Positioning Rwanda’s fi nancial sector 
regionally requires a transformational 
mind-set focused on talent and 
technology, both of which drive 
innovation. 

According to the Africa respondents 
of PwC’s recent 20th Annual Global 
CEO Survey, business leaders will need 
to prioritise innovation, digital and 
technology capabilities, human capital 
and a competitive advantage in order 
to manage disruptive forces of change. 
To realise new opportunities, over 80% 
of them are looking for skills related 
to problem solving, adaptability and 
leadership.

Our CEO Survey also shows that the 
connecting technologies generating 
the greatest return include customer 
relationship management systems, 
data and analytics and social media. 
In our work with fi nancial services 
organisations, we have found that 
these technologies can work together 
effectively to help transform a fi nancial 
services company. 

With the right analytic tools, data 
can reveal insights that infl uence 
customer relationship management. 
Data generated through social media 
interactions can infl uence customer 
outreach and new innovations. And 
collaborative tools can help reach 
customers in new ways and empower 
employees to work smarter.

One insurance and asset management 
organisation that is active in the 
East Africa region has empowered 
talented people, particularly middle 
managers, to champion aspects of 
its business transformation strategy. 
The managers are accountable and 
responsible; technology is the enabler. 

Today, the organisation benefi ts from 
greater effi ciency and stronger market 
leadership.

Investment opportunities
Rwanda’s fi nancial services sector is an 
attractive opportunity for investors who 
can provide the funding and experience 
to affect a transformation. But it is 
important to understand the investor 
mind-set. 

Investors are looking for organisations 
that understand their customers and 
know which customer segments to 
target and why. They are also looking 
for organisations that are committed 
to fi nancial inclusion, and that have 
taken clear steps to plan their growth 
journeys as well as evaluate and 
monitor key success factors. 

Many investors want to see detailed 
value propositions that speak to 
an organisation’s purpose and 
contributions to society.  

Finally, investors are looking 
for investment opportunities at 
organisations that are technology-
enabled, growth-oriented, distinctive 
and diversifi ed. Demonstrating 
these capabilities may require an 

organisational transformation up front. 
All successful transformations start 
with good strategies. A strategy can be 
straightforward: to be inclusive and to 
inspire trust. 

Executing this strategy would require 
equipping the right people with the 
right skills to succeed, and employing 
technologies to enable success. The 
transformation roadmap should 
describe how best to get to that point 
and beyond. 

We can learn from each other in East 
Africa, but a cut-and-paste mentality 
will likely fail. Any transformation 
strategy must be tailored for a 
particular business and a particular 
market, and it must be driven by the 
desire to change.

Rwanda’s fi nancial services 
sector is an attractive 
opportunity for investors 
who can provide the funding 
and experience to affect a 
transformation. But it is 
important to understand the 
investor mind-set. 
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Introduction
The Capital Markets Act authorizes the 
Capital Markets Authority to prescribe 
guidelines on corporate governance of 
companies whose securities have been 
issued to the public. 

In exercising this mandate as 
authorized under the Act, the Capital 
Markets Authority recently published 
The Code of Corporate Governance 
Practices for Issuers of Securities to 
the Public 2015 (“The New Code”) 
which will become effective from 15 
December 2016.  

The New Code will replace the 
Guidelines on Corporate Governance 
practices by Public listed Companies 
in Kenya, 2002. (“2002 Corporate 
Governance Code”). This alert 
focuses on the recommendations 
and requirements of The 2015 
Corporate Governance Code which 
is organized into six pillars namely 
Board Operations and control, Rights 
of Shareholders, Stakeholder Relations, 
Ethics and Social Responsibility, 

The code of corporate governance 
practices for issuers of securities 
to the public

The Capital Markets Act authorizes the Capital Markets Authority to prescribe 
guidelines on corporate governance of companies whose securities have been issued to 
the public. 

Chairman and CEO positions must now be 
separate

Board members remuneration to be aligned to pay of 
directors in the same industry

Term of Independent Directors now limited to 
9 years

Code of Ethics to be formalised

Rigorous disclosures required of the Board

Embracing technology to communicate with 
shareholders.

At a glance

Accountability, Risk Management and 
Internal Control, and Transparency and 
Disclosure. 

Each of these pillars offers principles 
and recommendations which 
are supported by guidelines on 
implementation. At the end of every 
fi nancial year, Boards will be required 
to disclose in the annual report a 

statement of policy on good governance 
and the status of application of The 
New Code. 

This level of disclosure will allow 
stakeholders to comment on and 
challenge the Board to improve 
the level of governance within an 
organization. The 2015 Corporate 
Governance Code has also moved 
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the importance of the commitment 
expected of the new director and puts 
the new director on notice about the 
Company’s expectations of him or 
her. It also allows the Company as 
the appointing authority to be clear 
about the conditions that attach to the 
director’s role.

The New Code has gone further to 
reduce the number of directorships 
that a member of the Board can hold 
at any given time. Under the previous 
guidelines, a director was allowed to 
be a director of up to fi ve public listed 
companies. This has now been reduced 
to three with the view that this will 
allow for more effective participation 
by the Board. 

With respect to corporate directors who 
have appointed alternate directors, 
the alternate director is now restricted 
to two public listed companies down 
from three. Executive directors can 
only be directors of one other listed 
company while a Chairperson of the 
Board is prohibited from holding such a 
position in more than two public listed 
companies. 

While recognizing that multiple 
directorships allow for better 
connections and subsequently expose 
directors to a wider variety of diverse 
operating environments, the new 
limitations underscore the concern 
that a director of too many companies 
is unlikely to be an effective monitor 
of corporate governance due to their 
inability to allocate suffi cient time to 
any one company.

Role of Chairperson and CEO 
and Role of Board
The previous Code recommended that 
the Chairman and CEO positions be 
separate but allowed for combining 
them where there was a clear rationale 
and justifi cation. The New Code, 
recognizing that it may be diffi cult to 
objectively handle the demands of both 

management and governance, now 
explicitly prohibits combining these 
two roles. 

This new restriction serves to remove 
the company’s entire decision making 
process from the hands of one person 
and provides necessary checks and 
balances. It also allows for objective 
evaluation of the CEO by a Board on 
which he or she does not sit on.

The New Code goes further to 
recommend that the Board puts in 
place formal policies for sustainability 
of Environmental, Social and 
Governance aspects of business which 
underpin sustainability, related party 
transactions and confl ict of interest. 

This is in tandem with the Companies 
Act 2015 that requires directors of 
listed companies to specify, in their 
business review within their directors 
report, the main trends and factors 
likely to affect the future development 
and information about environmental 
matters and social community issues. 

With the need to ensure that fi duciaries 
are not in a state of confl ict with their 
personal interest, and that any confl ict 
of interests are mitigated accordingly, 
the New Code requires that the Board 
have in place policies and procedures to 
ensure independence of its members. 
In addition to the policies, the 
independence of the Board members 
will be assessed on an annual basis. 

It shall be the responsibility of 
the entire Board to conduct this 
assessment. Like the previous 
guidelines, the New Code provides 
clear guidance of who an independent 
Board member is considered to be 
but has now relaxed this provision to 
require a shorter cooling off period for 
Board members who have previously 
served in an executive capacity or have 
served as an advisor or consultant to 
the company. This period has now been 
decreased from fi ve to three years. 

The New Code now also stipulates a 
tenure limit to the time an individual 
can serve as an independent director. 
No director can serve a cumulative term 
of more than 9 years but the director 
after 9 years is permitted to serve 
on the Board as a non-independent 
member. Arguably, long tenures 
allowed directors to accumulate 
institutional knowledge specifi c to the 

At the end of every fi nancial 
year, Boards will be required 
to disclose in the annual report 
a statement of policy on good 
governance and the status of 
application of The New Code. 

away from a “Comply or Explain” 
approach to an “Apply or explain” 
approach therefore taking a principle 
based approach as opposed to the 
2002 Corporate Governance Code 
which was rule based.  For this reason, 
where the Board believes it to be in the 
best interest of the Company, it can 
adopt a practice different from that 
recommended in the New Code but 
must explain it. 

Board Operations and 
Control
While the old guidelines required 
formal and transparent procedures for 
appointment of new Board members, 
the new guidelines have gone further 
to recommend that the procedures 
be documented and approved by the 
Board before they can be used. Where 
necessary, the procedures shall be 
subjected to shareholder approval. 
This requirement will encourage 
listed companies to provide greater 
transparency of their Board process 
when searching for and selecting 
new directors and will ensure that 
appointments to the Board are made on 
merit and against objective criteria.

The New Code also recommends 
that listed companies issue formal 
appointment letters to the newly 
appointment Board members setting 
out the conditions and terms of their 
appointment. The issuing of a formal 
letter of appointment emphasizes 
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business. However, a different school 
of thought argues that these long 
tenures may affect a directors’ ability 
to serve as an independent steward. 
This restriction on tenure in the New 
Code is a refl ection of global trends 
where director tenure has been getting 
increased attention from the investors 
and regulators. 

Company Secretary
The New Code puts the onus of the 
Board to consult with the Company 
Secretary on procedural and regulatory 
matters and empower the Secretary as 
necessary to allow him or her to carry 
out her role.

Age Limit 
The New Code now recommends an 
age limit of 70 years but provides for 
an exception to this if members at 
an annual general meeting vote to 
retain a Board member who is over 
70 years.  The exception provided is 
an appreciation that shareholders 
may view Board members as having 
specialized industry knowledge that 
extends their usefulness well beyond 
their 70s and shareholders may 
therefore want to retain them on the 
Board. 

Code of Ethics
In a departure from the last code which 
was silent on this issue, the New Code 
provides that the Board must formalize 
their ethical standards though the 
development of a Code of Ethics and 
Conduct. 

The Board will be responsible for 
ensuring that there are suffi cient 
systems in place to support the 
implementation of the Code of Ethics 
within the corporation and promote 
compliance with it. The fact that this 
responsibility will rest with the Board is 
an indication that the Capital Markets 
Authority expects the Board to set the 
Company’s ethical tone.  

Board Charter
The New Code now requires the Board 
to have a charter which shall set out the 
roles, responsibilities and authorities 
of the Board and set the direction for 
the Board. The requirement is that the 
Board Charter must be published on 
the company’s website.

Work Plan
A common feature of any ‘best practice’ 
Board is the existence of a well-
thought-out ‘Board work plan’ and 
the New Code recognizes this. The 
New Code provides guidelines that 
will ensure that the Board identifi es 
key Board considerations and actions 
required annually. A work plan will 
ensure that the Board is well aware 
of and plans its approach. Directors 
through the work plan will be well 
aware of what their commitments for 
the year are and it will ensure that 
adequate attention is given to various 
Board functions which might otherwise 
be deferred or overlooked.

Evaluation Toolkit
To encourage accountability by the 
Board, the New Code now requires 
the Board to agree on an annual 
evaluations toolkit whose parameters 
must be developed together with 
independence governance specialists. 
The provision of this requirement in the 
New Code is a recognition that Boards 
need to assess how effectively they are 
performing 

Board Development and 
evaluation
The New Code is now recommending 
that each Board member undergoes at 
least 12 hours of Board Development 
per annum on areas of governance from 
credible sources. This is a recognition 
that there is a need to enhance the 
knowledge and awareness of Board 
members on the principles and 
practices of good governance and that 
a Board may need new skills in order 
to respond effectively to a changing 
business environment. 

Board development allows for the 
Boards to develop a framework of 
knowledge, skills, and competencies 
that fi t their organizational context 
and can serve as a basis for the Board’s 
appraisal. 

The New Code also recommends 
a self evaluation process for the 
Board to allow the Board to assess its 
performance and identify potential 
gaps in the boardroom. 

The evaluation requirement extends 
to the Chief Executive Offi ce and 
the Company Secretary which 
again indicates the emphasis of the 
importance of the Board from a 
governance perspective knowing how 
well the CEO is executing his or her 
mandate. 

The previous Code had no such 
requirement.With respect to 
remuneration, the New Code now 
recommends that the remuneration 
of both executive and non-executive 
directors be aligned to the pay of other 
directors in the same industry. 

The industry consideration element 
may indicate the need to compensate 
directors according to the risk factors 
associated with the industry and the 
economic conditions pertaining to the 
particular industry at any particular 
time.

Rights of Shareholders 
Directors have a discretion to fi x the 
place of the annual general meeting. 
As with other powers vested in the 
directors, it is expected that this power 
should be exercised in good faith but 
the New Code goes further to provide 
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guidelines that the Board must take 
into consideration shareholders 
expenses and convenience as a primary 
criterion when selecting the venue 
and location of the Annual General 
Meeting.

Recognizing that technology offers 
many advantages, the New Code 
recommends that Companies 
employ modern technology facilities 
such as teleconferencing and 
videoconferencing to communicate 
with shareholders. This will encourage 
larger participation for those unable 
to physically attend meetings and curb 
costs borne by the shareholders to 
attend meetings. 

The New Code mandates that 
companies must give equitable 
treatment to all shareholders including 
minority shareholders and allow them 
an effective means of redress to the 
extent that they are unsatisfi ed with 
any actions taken by the controlling 
shareholders. 

Appreciating that there may be 
instances where majority shareholders 
may expect or demand that the 
company’s affairs be conducted in 
the manner most benefi cial to them, 
even if that is detrimental to the other 
shareholders, the New Code puts the 
onus on directors to be mindful of their 

duty to act fairly between shareholders 
when shareholder interests confl ict and 
to exercise their powers and manage 
the company in the interests of all 
shareholders. 

Stakeholder Relations
The New Code now addresses the 
importance of managing stakeholder 
relations. Stakeholders are defi ned as 
any group that can affect or be affected 
by the Company, its decisions and 
reputation and includes shareholders, 
customers, suppliers, employees, 
creditors, regulators, lenders, media, 
auditors and potential investors.

The Directors primary duty to 
shareholders is to maximize 
shareholder value. 

The New Code therefore realizes 
that directors should to some extent 
take into account the interests of 
stakeholders, identify and understand 
the interests, views and expectations 
of all the stakeholders which the Board 
judges have a legitimate interest in the 
achievement of company objectives and 
the way in which these objectives are 
achieved. 

It is expected that the consideration 
of the stakeholders’ interests will 
ultimately have a positive impact on the 
success the organization.

It is also noteworthy that the 
stakeholder relations provision requires 
Boards to put in place a whistle blowing 
policy for concerns which stakeholders 
believe cannot be raised through any 
other means.

Accountability, Risk 
Management and Internal 
Control
Recognizing that the Board has 
the ultimate responsibility for risk 
management and internal controls, the 
New Code provides recommendations 
on accountability, risk management 
and risk control that will among other 
things guide the Board in determining 
the risk appetite of the organization as 
it pursues its strategic objectives. 

We highlight below the 
recommendations brought out by the 
New Code:

• It is recommended that listed 
companies rotate independent 
auditors every six to nine years;

• It is recommended that the Board 
continuously works towards 
the introduction of integrated 
reporting. This will ensure 
that stakeholders are able to 
assess organizations against 
the commercial, social and 
environmental context within 
which they operate and

• The Board is encouraged to 
establish an effective risk 
management framework and 
internal controls procedures and 
processes. The Board shall, at least 
annually, ensure that a review of 
the effectiveness of the Company’s 
risk management practices 
and internal control systems is 
conducted and a report made to 
shareholders to indicate that they 
had done so. The review shall cover 
all material controls including 
fi nancial, strategic operational and 
compliance. 

Transparency and Disclosure
The New Code also introduces more 
rigorous disclosures. This shows an 
appreciation for the need to avail 
important information, both fi nancial 
and non-fi nancial to allow for investors 
to make informed decision. 

The 2015 Corporate Governance Code has also moved away from a 
“Comply or Explain” approach to an “Apply or explain” approach 
therefore taking a principle based approach as opposed to the 2002 
Corporate Governance Code which was rule based.
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Recommended disclosures 

1. Members of the Audit Committee, their 
qualifi cations, independence and mandate of such 
committee

2. Whether an evaluation of the Board, the 
Chairperson, the CEO and Company Secretary 
was undertaken 

3. Whether independent and other non-executive 
directors constitute at least two thirds of the 
Board and if satisfi ed with the representation of 
the minority shareholders 

4. Statement of the Company’s vision, mission, 
values and strategic objectives and how these 
infl uence Board and management’s behavior 
towards maximization of shareholder value

5. Compliance with laws, regulations and standards. 
A legal and compliance audit is required to be 
carried out. This was also required in the 2002 
Corporate Governance Code. However the New 
Code requires a governance audit in addition to 
the Compliance audit 

6. Details on Board members: Qualifi cation of 
directors, other Board memberships, the selection 
process, criteria used to support the director’s 
independence and any other material information 

7. The Company’s policy on Corporate Social 
responsibility and investment.

8. The Company’s environmental, social and 
governance policies

9. Narrative on the fi nancial performance of the 
Company

10. The Governance structure including the 
composition and size of the Board, the 
committees of the Board, management and their 
mandate 

11. The Company’s policy on Information Technology

12. Any insider dealings

13. The Company’s risk management policy

14. Key shareholders and extent of shareholding

15. Company policy on procurement

16. The Company’s whistle blowing policy

17. The Company’s policy  for remuneration including 
incentives for the Board and Senior management

18. Resignation of Board Members should be 
disclosed in two newspapers with national reach 
in addition to disclosure in the annual report

19. The Board shall include in its annual report a 
statement of compliance with the Corporate 
Governance Principles. The statement shall 
indicate aspects of the New Code which have 
not been applied, the reasons thereof, indicative 
timelines and proposed strategies towards 
application 

The New Code also recommends that Companies disclose 
the following on their websites:

1. Company’s Board Charter

2. Company’s Code of Ethics and Conduct

3. Whistle Blowing Policy

4. Resignation of Board members

Implementation of the above Corporate Governance 
principles will preserve the longevity of Companies and 
their value to stakeholders and ultimately provide a positive 
contribution to our economy. 
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Good governance provides a united 
goal, giving everyone a clear sense 
of what they are trying to achieve. 
Without clarity of direction and 
funding, businesses are less likely 
to invest and make long-term 
commitments to the economy, society 
and environment in which they 
operate.

What is King IV?
The King IV Report on Corporate 
Governance was launched on 
November 1 and is effective from April 
1, 2017. The King Reports, of which 
this is the fourth iteration, contain 
the philosophy, principles and leading 
practices for corporate governance.

an opportunity to review Uganda’s 
legislation to take into account specifi c 
corporate governance developments 
such as those addressed under King IV.

This will bring a large proportion of 
entities across the public and private 
sectors into the country’s mandatory 
corporate governance framework. 

By adhering to the best corporate 
governance practices, entities will 
individually and collectively set the 
agenda for and infl uence economic 
development.

In the context of all the above, 
governing bodies have the challenge of 
steering their organisations to create 
value in a sustainable way, making 
more but with less to meet the needs of 
a growing population and the reality of 
dwindling natural resources. The duty 
of care has become both more complex 
and more necessary. 

No governing body today can say it 
is not aware of the changed world in 
which it is directing an organisation. 
For those charged with governance, 
the focus has to be on whether the 
entities they lead have responded to 
the opportunities offered by King IV 
enhancements.

By adhering to the best 
corporate governance practices, 
entities will individually and 
collectively set the agenda 
for and infl uence economic 
development.

Why companies should live by 
corporate governance principles

Governance is often accused of blocking economic growth 
with bureaucratic barriers. As some may say, it puts 
walls in the way of business and stops the economy from 
fl ourishing. Quite the opposite is true though.

Why the need for King IV?
King IV builds on King III. It has been 
revised to bring it up to date with 
changes in international governance 
codes and best practice; to align it to 
shifts in the approach towards inclusive 
and or integrated thinking. 

It also takes account of specifi c 
corporate governance developments in 
relation to effective governing bodies, 
increased compliance requirements, 
new governance structures (such 
as Social and Ethics Committee), 
emerging risks and opportunities from 
new technologies and new reporting 
and disclosure requirements, for 
example, Integrated Reporting. 

Linking governance to outcomes should 
result in organisations practising 
quality governance. In this spirit, King 
IV emphasises not what practices have 
been implemented but rather what 
their impact has been on achieving the 
principles.

What this means for Uganda 
From an application point of view, 
the King IV enhancements allow its 
framework to be applied more easily 
across listed and unlisted companies, 
profi t and non-profi ts as well as 
private and public entities. Given that 
King IV moves away from a tick-box 
approach and applies a principle-and-
outcome based approach, therein lies 
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One advantage that FinTech has 
over the traditional FS products 
is the fact that it has a quicker 
turnaround time with regards to 
launching products. 

How Fintech is 
shaping up the FS 
Industry

Over the last several years, technology has become a 
disruptive force to all the traditional industries. The FS 
industry is at the moment experiencing an “Uber” period, 
forcing the industry players to re-think their short, 
medium and long time strategies for them to survive.

In May last year, PwC released their 
Global FinTech Report. This report 
confi rmed what many people in the 
fi nancial services sector already knew–
it is no longer business as usual. 

One of the most sobering statistics 
that was unveiled is that more than 20 
percent of fi nancial services business 
believe that they risk losing to FinTechs 
by 2020. 

The situation in East Africa is no 
different. FinTech is disrupting the 
fi nancial services sector left, right and 
centre and it is fi nally dawning on the 

Its fl agship product, Pesalink, enables 
instant transfer of funds between 
bank accounts through the banking 
channels such as ATMs, mobile and 
online banking. Pesalink is a clear 
acknowledgement by the Kenyan 
banking industry that they need to keep 
up with FinTech for them to survive in 
future.

Looking at the current banking 
products closely, some of the most 
successful products are through 
FinTech products. In fact one digital 
banking product, through FinTech has 
catapulted one bank from medium to a 
large bank category. 

According to the latest CBK annual 
Banking supervision  report (for 
2015), as at December 2015, one large 
bank had 12.9 M deposit accounts 
representing 37.3% of the total number 
of accounts in the banking industry. 

Majority of these accounts can be 
attributed to digital banking. The 
bank with the next largest number of 
deposit accounts had 8.78M accounts 
representing 25.34% of all deposit 
accounts. The loans numbers are even 
more interesting; the same CBK report 
indicates that the same large tier 1 
bank had 2.69M accounts representing 
31.6% of all loan accounts in the 
banking industry. The next bank had 
1.26M accounts representing only 
14.8% of all loan accounts in the 
industry. This implies that one in every 
three loan accounts is held by only one 
bank thanks to digital products.

FS players that they do not know their 
customers–rather, FinTech knows their 
customers! 

As such, several institutions specifi cally 
banks have decided to either partner 
with existing FinTech companies to 
develop joint products, or alternatively 
launch their own fi ntech companies to 
compete with existing ones. 

A case in point in Kenya is the recently 
launched Integrated Payments Services 
Limited (IPSL). IPSL is a company 
owned by the KBA, the association of 
Kenyan banks, to offer FinTech products. 
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Another good example is the 2016 statistics of mobile 
money platforms in Kenya. The amount of money moved 
through such platforms grew by 20% in the year to over 
Kshs. 3 trillion according to the CBK. 

This number is expected to rise in 2017 despite the 
looming general electioneering period.  This is cash that 
any future FS industry player cannot ignore.

But what exactly is motivating FinTechs in the East Africa 
region? Just like globally, top on the list is the need to 
come up with customer-centric solutions for the ever 
changing needs of the consumer. 

Today’s world has markings of the digital revolution 
everywhere. Everyday tasks have been simplifi ed to the 
bare minimum through digitization. You no longer have 
to go out to a brick and mortar shop to buy what you 
need. 

With a click of a button, you can have things delivered 
overnight right to your doorstep. After getting 
accustomed to such convenience, it is only natural 
for consumers especially millennials in the fi nancial 
services space to want this from their banks. This is what 
FinTechs are leveraging on–the desire for convenience 
on the part of the consumer. Most traditional banking 
products such as RTGS, EFT’s and Cheques do not offer 
real time transfer of funds. 

However almost all FinTech products offer real time 
transfer of funds, 24 hours a day, seven days a week at 
the convenience of the customer. This therefore indicates 
that the traditional products are becoming less and less 
popular every day.

One advantage that FinTech has over the traditional FS 
products is the fact that it has a quicker turnaround time 
with regards to launching products. 

In most cases they do not require the rigorous 
governance processes that the traditional players need 
to launch products including regulatory approval which 
takes time. This ensures they quickly adopt to customer 
needs through innovation.

Besides offering convenience to the consumer, FinTech is 
impacting FS in other ways. Businesses can now leverage 
on their existing data and analytics capabilities in order 
to project future strategies. 

Also, FinTech has allowed FS players a better and closer 
reach to their consumers, as such enhancing interaction 
and leading to better relationships. Through collating 
data obtained from their customers on their mobile 
banking apps, banks can monitor trends and patterns 
and fi nd out what matters to their customers. 

They can thereafter fashion products that speak to this 
need. What this does is that it retains existing customers 

and brings in more new customers. At the end of the day, 
everyone stays happy.

In the past, banks measured the strength of their reach by the 
number of their branches. Today, not many banks will brag 
about the number of branches they have, simply because this is 
not where the numbers are! 

In fact, several banks have in the recent past announced that 
they will no longer open new branches. If you look at the last 
two CBK annual banking supervision report (2014 and 2015), 
the number of new branches dropped from 101 in 2014 to only 
80 in 2015.  

We expect this to drop signifi cantly in 2017 and beyond. Most 
banks have realized the need to move from the physical to the 
digital, and in the coming years, many banks will move towards 
open development and software-as-a-service (SaaS) in their bid 
to streamline operational capabilities and pay this convenience 
forward to the customer. 

In the not so distant future, there will be more IT staff in banks 
than tellers.

Samuel Nderitu is a Manager, 
Advisory Technology, East 
Africa region.

samuel.nderitu@pwc.com

+254 20 585 5289

Elizabeth Ndii is an Associate, 
Advisory Technology, East 
Africa region.

elizabeth.ndii@pwc.com

+254 20 585 5308

22 PwC



A fresh outlook on the state of 
cybersecurity, a reality check….

There is talk of the end 
of the information age, 
primarily in developed 
countries where virtual 
reality solutions are 
becoming an ordinary 
thing. Closer to home, 
we are grappling 
with challenges of the 
information age—one of 
which is cyber-security.

It is common knowledge that the state 
of information security within many 
companies is wanting, even as they face 
a widening technology gap. 

They tend to lack adequate security 
awareness especially at board-level, 
budget constraints and skills. Amongst 
the various industries, fi nancial 
services and banking are the most 
affected perhaps due to the ensuing 
risks and the regulation that comes 
with it. 

The interest rate capping that was 
enforced by the Central Bank of Kenya, 
changing customer needs and the 
FinTech revolution have been major 
factors in disrupting business as usual 
and/or narrowing the earnings of 
companies that are slow to transform. 

In retrospect, there is a trickle down 
strain on operations and projects. On 
the operations front, there has been 
a need to maintain the status quo on 
compliance and risk management while 
achieving value adding projects at a 
lower cost. 

To improve operational agility, many 
fi nancial services institutions are going 
through a phase of outsourcing some of 
their functions or creating subsidiaries 
or business units that can keep up 
with developments in technology; 
cutting a niche through FinTech and 
an expedited go to market strategy. 
Individual consultants and boutique 
fi rms may promise solutions but 
fi nancial institutions face signifi cant 
vendor risk exposure especially if 
due diligence, a robust secure system 
development lifecycle process and the 
requisite quality assurance controls are 
not in place.

Examining the world of cyber-security, 
there is a lot that happens below the 
radar of the ordinary internet, which 
most people know and use on a daily 
basis. The world of the so-called dark 
web is thriving as much as the ordinary 
internet—or even more so, with regard 
to information sharing and commerce. 
What is being sold, you might ask? 

Well, the era best describes what is 
at stake: disclosures upon disclosures 
readily available for the highest bidder. 
This quickly works against most 
companies that think of contracting 
work with organizations or individuals 
without proper background checks 
or credible information management 
and data protection standards or 
procedures. 

The growth in the dark web is 
associated with the uptake and growth 
of Bitcoin, currently valued at one to 
almost US$ 1000. According to the 
US’s Federal Bureau of Investigations, 
the Silk Road (an e-commerce site on 
the dark web) made a total of US$ 1.2 
billion between 2011 and 2013. Other 
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sources indicate US$ 650,000 daily 
sales volume was reached by six dark 
markets in 2014.  

These statistics are alarming and there 
is a tendency to feel overwhelmed 
by the magnitude of risks within the 
existing IT ecosystem. What most 
companies have not yet fully embraced 
is the need to conduct enterprise 
security assessments. 

In my view, this is unfortunate 
because it sets the stage for strategic 
thinking based on real threats to 
the organization if conducted by 
competent consultants. I have seen 
organizations leap-frog from a state of 
adhoc response to information security 
and minimal awareness to a focused 
view of cyber-risks. That focused view 
puts them at an advantaged position 
in addressing the realities of the dark 
web.

On the fl ip-side, the element of vendor-
risk on the part of product roll-out 
is increasingly apparent and several 
companies have started incorporating 
independent security assessments prior 
to product go-live. 

This has made it possible to reduce 
the turn-around time for security 
resolution on systems or applications 
but also provided for better return on 
investment. The process and monetary 
requirement for fi xing in-security by 
design issues comes at a premium 
price which is a signifi cant percentage 
of the amount already invested—and 
a cost that can be avoided through 
independent security assessments.

There are sceptics who argue that a 
determined hacker will always get 
through the strongest of defences and 
hence investment in cybersecurity is 
an effort in futility. From experience, 
I maintain that strategic investments 
have been proven to block known 
attacks and detect the ones that 

get through. These cyber defence 
efforts require a shift in focus from 
compliance to security–meaning that 
all stakeholders must make a conscious 
decision to embrace a culture and 
environment where people understand 
how to behave securely and do the right 
thing. 

Security investments are expensive, 
requiring an essential understanding 
of the technologies and perhaps 
specialized skillsets to refi ne the 
rulesets that make possible the 
prevention, detection and alerting 
of breaches. Ethical hacking and the 
penetration of organizations from 
outside (from the internet) or inside 
their perimeter networks can reveal 
weaknesses. 

More often than not, an organisation 
has no idea that unauthorized 
person(s) are using their systems or 
exfi ltrating information primarily 
through identity theft. From 
experience, the root causes of these 
security lapses have remediations and 
the fi rst step towards addressing the 
issues is knowing they exist.

Technology solutions for fi nancial 
services institutions can provide 
benefi ts like an improved customer 
experience, better data for decision 
making and security. Considering 
the many pressures on fi nancial 
institutions’ resources, it is important 
to maximize the resources available 
at present, such as by scaling up to 
match the organization’s growth 
trajectory and meeting future security 
requirements. 

Most importantly, organizations 
can make use of skilled, ethical and 
passionate cybersecurity personnel 
to keep ahead of cybercriminals. That 
level of skill and experience will give 
fi nancial institutions the upper hand in 
creating value within and without the 
organization.

More often than not, an 
organisation has no idea 
that unauthorized person(s) 
are using their systems or 
exfi ltrating information 
primarily through identity theft.
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Business transformation in a 
dynamic environment

Financial services 
organisations are facing 
signifi cant pressure to 
transform their business 
operations to adapt to an 
increasingly competitive 
and changing environment. 
These changes include 
regulation, advances in 
technology and more 
demanding customer 
expectation.   

The threat of new entrants is very real 
in fi nancial services. For a long time, 
new market entrants found it diffi cult 
to break into the fi nancial services 
industry. The large, well-established 
incumbents had advantages in size, 
and their networks added a multiplier 
effect. 

They had strong compliance systems 
in place to manage ever-increasing 
regulations, and they had the client 
base and resources to prosper even in 
tough economic conditions. Now the 
industry faces the threat of FinTech 
entrants that are leaner and more 
agile. This is driving the need to adopt 
new and more cost effective business 
models.

Locally we have seen regulation play a 
key role in driving the need for change 
and transformation. In banking, the 
recent interest rate capping law creates 
pressure to lower costs and to adopt 
more innovative business models.  

Pressure to lower costs is also affecting 
the global banking industry. According 
to the 2017 PwC global CEO survey, 
costs for many banks need to come 
down by at least 15 – 20% and possibly 
as much as 30 – 40% if they are to 
remain competitive.

Similarly the Insurance industry is 
experiencing high cost income ratios 
that are negatively impacting their 
bottom lines. The government in the 
last budget proposed to reduce claims 
payment turnaround time from 90 to 
30 days, a move would require most 
insurers to signifi cantly revamp their 
claims management processes and 
systems. 

Many insurers in the region have 
outgrown their current business 
processes and legacy technology 
solutions. Aging systems and processes 
hamper product innovation and also 
result in costly and ineffi cient business 
processes that hinder profi table 
growth.
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Perhaps the biggest case for change 
comes from changing customer 
expectations. Customers expect 
convenience and the ability to access 
services through their preferred 
channels often through mobile devices. 

Customers also expect products and 
services tailored to their specifi c needs. 
Customer intelligence is set to be one of 
the main predictors of revenue growth 
and profi tability as fi nancial services 
organisations strive to get up to speed 
with competitors from both within and 
outside their industry. 

Further pressure is coming from lean 
and nimble FinTech players, who are 
developing innovative new ways to get 
closer to customers, while still being 
able to undercut established businesses 
on cost and price. A 2016 PwC survey 
looking at the impact of FinTech found 
that 95% of banks believe that at least 
part of their business is at risk from 
standalone FinTech fi rms.

To keep pace with these changes 
organisations have to question 
their existing set ups and transform 
themselves, resulting in a 
comprehensive change in strategy, 
operating models, technology, people 
and processes where appropriate. 

These far reaching changes are more 
important than ever for organisations 
to ensure their continued existence. 
Organisations are implementing 
business transformation projects aimed 
at providing them with additional 
capabilities particularly digital that 

will enable them to respond to these 
challenges and secure their future. 

While offering immense opportunities 
and benefi ts, these transformation 
projects are fraught with risks.  Many 
organisations make the corresponding 
strategic decisions on business 
transformation without knowing the 
expected benefi ts or how to realise 
these after the programme has been 
completed. 

Despite the increase in urgency and 
the importance of delivering successful 
transformation programmes, most 
transformation attempts fail to achieve 
their intended strategic objectives. As 
an example, a global PwC survey found 
that as many as 75% of technology 
transformations do not meet their 
intended objectives.

The main root cause of the failures lies 
in the fact that traditional methods 
of delivery of transformation projects 
focuses primarily on effi ciency in 
project execution, and in particular the 
triangle of cost, quality and time. This 
focus on programme performance and 
output disregards the outcome, i.e. the 
realisation of the strategic reasons for 
undertaking the programme in the fi rst 
place. 

Successful transformation programmes 
must commence with a clear 
articulation of expected outcomes or 
benefi ts. Ownership for achievement 
of these outcomes must be primarily 
owned by business leadership. For 
the transformation to be effective, the 

change required to realise the intended 
outcomes must also be defi ned and 
driven across the three dimensions of 
people, process and technology. 

The monitoring of the planned and 
actual levels of benefi t realization 
should be monitored over the whole 
project lifecycle, and not just within a 
fi nal review after project completion.  

To drive accountability, the planned 
outcomes must also be embedded 
in the organsiation performance 
management and reward mechanisms. 

The integration of benefi ts 
management principles across all 
levels of an initiative, encompassing 
the portfolio, programme and project 
levels, is an important aspect, and 
indispensable when it comes to the 
transformation initiatives. 

A holistic approach should be adopted 
to enable proper alignment of the 
strategic objectives and the efforts to 
achieve them in order to ensure the 
future existence of an organisation in 
the post change environment.

...failures lies in the fact that 
traditional methods of delivery 
of transformation projects 
focuses primarily on effi ciency 
in project execution, and in 
particular the triangle of cost, 
quality and time.
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Because tax evasion is a global issue, the 
aim of CRS is to have a global reach so that 
it comprehensively addresses the issue of 
offshore tax evasion and does not merely 
relocate the problem rather than solving it.  

We understand that Kenya is likely to 
become a part of the CRS post 2018, 
although no formal commitment has 
been made as yet. CRS will allow the 
Government to have information in respect 
of Kenyan residents’ overseas investments, 
which may include interest held via foreign 
trusts and companies. 

Our view is that the proposed tax 
amnesty, effective from 1 January 2017 on 
investment income earned outside Kenya, 
is likely to be a stepping stone towards 
the CRS, enhancing tax enforcement 
by encouraging taxpayers to become 
compliant with tax obligations in their 
home jurisdiction. 

Learning points for the Kenya 
Tax Amnesty to be successful 

The Common Reporting Standards (CRS), is a global OECD initiative aimed at 
preventing tax evasion, leading to a global ‘automatic’ exchange of information between 
CRS participating jurisdictions. 

A tax amnesty can work wonders, especially 
when it is executed carefully as part of a 
larger enforcement effort. Among other 
benefi ts, it may generate repatriation of 
fl ight capital, more detailed information 
of taxpayers’ non-compliance, public 
awareness on tax enforcement programs 
and greater contribution towards 
transparency and growth of the economy.  

However, tax amnesty schemes can only 
be worthwhile if the rules are water-tight. 
Currently, there appears to be confusion 
amongst taxpayers as the wording of the 
legislation and daft guidelines, which were 
issued on 8 March 2017 is equivocal. It is 
important that the Government provides 
further clarity and the draft guidelines 
are fi nalised soon, so that Kenyans have 
procedural transparency and understand 
the objective of the amnesty to attract 
higher participation. 
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The wording under the Finance Act 
2016 states that the Commissioner shall 
refrain from assessing or recovering 
taxes, penalties or interest in respect of 
any year of income ending on or before 
31 December 2016 and from following 
up on the sources of income under the 
amnesty, where that income has been 
declared for the year 2016 by a person 
earning taxable income outside Kenya 
and the returns/accounts for the year 
2016 are submitted by 30 June 2018. 

With effect from 3 April 2017, the 2017 
Finance Bill extended the tax amnesty 
deadline from 31 December 2017 to 
30 June 2018. Further, it has proposed 
an amendment that for taxpayers to 
be eligible for the amnesty, declared 
funds will need to be transferred back 
to Kenya.  

Several questions remain unanswered 
based on the current wording. What 
is the intent and objective of the 
amnesty? How will the Government 
make it achievable? Is the defi nition 
of taxable income clear? How will 
the Government achieve its aim of 
encouraging taxpayers to repatriate 
the ‘funds’, in particular where foreign 
income is held in shares, trusts or 
immoveable property since the 
defi nition of funds remains unclear? 

Going forward, taxpayers 
should ensure that any taxable 
income including foreign based 
taxable income, is appropriately 
declared on their tax return.

The draft guidelines defi ne ‘income’ as 
taxable income earned outside Kenya 
which would have been taxable in 
Kenya under Kenya tax laws if it had 
been accrued or derived in Kenya or 
deemed to have been accrued in or 
derived in Kenya. 

This defi nition is likely to cause 
confusion amongst taxpayers since it 
makes reference to ‘taxable income 
earned outside Kenya’ which is 
contradictory since income earned 
outside Kenya does not fall into the 
Kenyan tax net, under the Income Tax 
Act

We note that under the proposed 
amnesty, a taxpayer should continue 
fi ling their self-assessment tax returns 
on or before 30 June following the end 
of the tax year, however a separate 
one off disclosure will be required 
under the amnesty on or before 30 
June 2018 using the form A/37B 
which will be uploaded on the KRA’s 
i-Tax portal. Going forward, it remains 
questionable as to whether taxpayers 
will be required to declare any taxable 
income including foreign based 
taxable income, on their annual self-
assessment tax return. 

Whilst the amnesty is likely to be 
a stepping stone towards CRS, the 
Government will need to ensure that 
even with the draft guidelines which 
have been released, some of the core 
requirements under CRS are taken 
into consideration such as putting in 
place the necessary administrative and 
IT infrastructure and protecting and 
safeguarding data.  

It is imperative that the Government 
provides further clarity sooner rather 
than later to build trust and confi dence 
amongst taxpayers and therefore 
propagate interest in the amnesty. 
Whilst the Government generally has 
a mixed track record of providing 
implementation procedures promptly, 
every effort should be made to improve 
transparency and relegate ambiguities 
in the law, to enable taxpayers to 
conform successfully.  
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Creating awareness and 
improving the prevention of 
cybercrime

The frequency of 
information security 
cybercrimes is increasing 
in the East Africa region. 
Trends in the marketplace 
like the increasing speed-
to-market of applications 
and the sophistication and 
collaboration of hackers 
indicate a worrisome state 
of affairs.

In the past, East Africa was not a 
target for cybercriminals but global 
connectivity means that the region 
is now part of the global cyber 
environment and therefore as much 
at risk as anywhere else. Detection 
technologies can help to reveal more 
crimes but the frequency and value of 
crimes is still rising.

It is our view that people themselves 
are the best defence against 
information security attacks. 
Corporates and governments tend to 
invest in protection technologies but 
in our view, the solution is not to buy 
more sophisticated tools. 

First, it is necessary to understand the 
concepts behind information security. 
You can have a very good fi rewall, 
for example, but understanding 
the concepts and principles behind 
information security is still the best 
defence. 

Unfortunately, it is a lack of 
understanding by the end-user about 

help to open their eyes to the danger of 
cybercrime and the solutions that can 
be tailored to the organisation’s needs. 

So-called ‘ethical hackers’ seek 
permission and defi ne the boundaries 
of a penetration test which can also 
indicate the potential fi nancial impact. 
Very often, we encounter surprise when 
the demonstration shows the fi nancial 
impact of a hacking. 

Quite quickly, decision-makers realise 
that they need budgets, people and 
processes to prevent and detect cyber 
security breaches.  

Going forward, we can expect 
hackers to get smarter simply because 

the kind of information that hackers 
actually want that leads to fi nancial 
crime, reputational damage and 
intellectual property theft. Users who 
are not aware of what could happen or 
when an attack is coming can be the 
weakest link that undermines all of the 
investments that an organisation has 
made in technology.

This lack of understanding occurs at all 
levels of organisations, including the 
Board level. When decision-makers do 
not understand the risks of cybercrime 
and nature of information security, 
areas like security budgets suffer. 

Strategies to strengthen 
information security
One strategy that works is to go 
to a Board with an example and a 
demonstration of how hackers were 
able to infi ltrate a system and then 
show Board members what is possible 
in terms of solutions. Although there 
is no one-size-fi ts-all solution for any 
organisation, the demonstration can 

So-called ‘ethical hackers’ seek 
permission and defi ne the 
boundaries of a penetration 
test which can also indicate the 
potential fi nancial impact.
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technology is moving very fast—faster 
than the people who are developing 
solutions and their shared knowledge 
within the community of information 
security experts. 

There is more collaboration within 
the hacker community as compared 
to the defensive security community. 
Collaboration creates an environment 
of innovation which is a critical success 
factor for both defensive security 
solutions and nefarious hacking. 

Inter-territory collaboration for 
reporting and sharing information 
between countries and governments 
can help to protect citizens and 
organisations. Government agencies 
like Kenya’s CID and the US’s FBI do 
work together but there are still gaps. 

Government offi cials and people 
developing relevant legislation 
need to understand what exactly 
they should legislate so as to align 
government policy with actual risks 
in the marketplace and to ensure that 
enforcement is empowered by capacity 
and expertise.
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Technology is moving very fast—faster than the people who are 
developing solutions and their shared knowledge within the 
community of information security experts. 

Financial institutions targeted 
by cyber criminals
Globally, fi nancial institutions can 
be targets for information security 
criminals because they have sensitive 
and valuable information. Some 
of these organisations focus on 
technology solutions instead of 
processes, people and behaviours. 

They may not have an information 
security expert on their Boards of 
Directors. They insure themselves 
against risk and, at the end of the day, 
they hope for the best.

When information security breaches 
occur, these and other institutions may 
hesitate to share information about 
the breach since it poses a reputational 
risk. 

A central repository of information 
would help to stop perpetrators 
from jumping from organisation to 
organisation and if it was housed 
within a secure, international, 
governing agency then the information 
would remain confi dential but could 
also be used to fi ght crime.

The future looks a bit scary; with so 
much of our information online, cyber 
security is becoming a global and 
national security concern. 

Fortunately, there is a growing 
community of cyber security specialists 
who share information about the latest 
trends and changes in the security 
environment. Like-minded and ethical 
security experts can help to combat 
these threats through collective and 
innovative thinking.
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Next generation banking
What does the future bank look like? 

As customers demand ever higher 
levels of service and value, banks 
globally and across the East African 
region are beginning to take leaps into 
previously uncharted territories. 

In East Africa, a couple of banks have 
tabled applications for acquisition of 
telecommunication licences. Banks 
need to get ahead of these emerging 
challenges by radically innovating and 
transforming themselves so as to win in 
the future. 

There’s a need for banks to consider 
what posture to adopt against change; 
whether to be a shaper of the future or 
a fast follower. Staying the same is no 
longer an option. Here are some of the 
key areas banks will need to consider as 
they seek to reposition themselves for 
future growth demands. 

Is your business model 
customer centric?
It’s easy to claim your goal is to provide 
greater value to bank customers on a 
billboard, but it’s another thing entirely 
to actually deliver, isn’t it? A number 
of banks typically do not know their 
customer very well. At the product 
level, many banks are yet to invest in 
customer analytics. 

As such, many still send customers 
multiple product offers in the hope 
that something will stick. Very few 
banks can track customer transaction 
patterns, develop products and 
make targeted offers to customers. 
Customers are redefi ning their 
expectations. They want to feel like 
their bank is anticipating their needs, 
not bombarding them with product 

Customer expectations, 
technological capabilities, 
regulatory requirements, 
demographics and 
economics are together 
creating an imperative to 
change which has led to 
“non-traditional players” 
challenging the established 
competitive landscape 
through customer-centric 
innovations. 
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offerings. They want convenience, 
personalisation, accessibility and ease 
of use.

The next generation bank needs to be 
able to develop a much deeper, holistic 
understanding of its customers. They 
will need to acquire, integrate and 
analyse multiple sources of internal 
and external data. They will be able to 
understand their customers’ needs, and 
be present with relevant solutions at 
the time of need. 

They will simplify their product sets 
and redesign their core processes from 
a customer point of view. Furthermore, 
they will answer the most fundamental 
questions of who their target customers 
are, what their customer value 
proposition is and what competitive 
advantages distinguish them in the 
marketplace.

How are you optimising your 
branch network?
Historically, banking was once all about 
real estate. Banks with the best branch 
outreach dominated the market, 
gaining outsized share. Banks were 
located in prime locations and built to 

project strength, stability and safety. 
We are now at a digital tipping point, 
with rapid technological advances 
enabling all aspects of banking to be 
conducted online. 

With the evolution of mobile money 
and agency banking, customers’ 
expectations are evolving in tandem. 
They want to transact at their 
convenience, with information and 
advice at their fi ngertips. Even many of 
those who value the privacy and face-
to-face interaction you fi nd in a branch, 
will soon demand this from their offi ce, 
farm, pub or home. 

They do not want to be forced to travel 
nor wait in line. The vast majority of 
Ugandan banks aren’t there yet. But 
the market leaders understand these 
dynamics and are moving fast and 
continue to experiment with new 
concepts as seen across the East African 
region. 

The next generation bank needs to 
offer an anytime, anywhere service, 
fully utilising all banking channels in 
an integrated fashion. They should 
be in position to re-imagine their 
physical footprints, introduce new 

branch formats, expand physical 
points of presence through third-party 
partnerships, drive sales and cut costs. 
As transactions and sales shift to digital 
channels, branches that cannot create 
incremental value will need to close, or 
be transformed.

How simplifi ed is your 
business and operating 
model?
Banks have developed staggeringly 
complex and costly business and 
operating models where each product 
has separate operations, technology 
and risk management processes. This 
complexity and redundancy drives poor 
customer experience, high operational 
costs and employee frustration. 

The separation between customer-
facing activities and operations and 
technology means few business leaders 
are strong end-to-end managers who 
understand sales through to delivery. 

Indeed, every bank customer has 
experienced the torture of being passed 
from one banking offi cer to another in 
the vain hope that one of the them can 
solve your problem, that is if they can 
fi gure out how to talk to a right person 
at all. 

The next generation bank starts with 
the customer and ensures they truly 
understand what customers want, and 
what they are unhappy with. They 
will consider their business models in 
light of this including the package of 
products and services they offer. 

This may result in a need to 
strategically redesign a bank business 
and operating models driven by a 
major simplifi cation and automation in 
order to enhance customer experience, 
structurally reduce costs, reduce 
operational risk and prepare for the 
next generation banking wave.

Do you foster and reward a 
culture of innovation?
Innovation is the single most important 
factor driving sustainable top  and 
bottom-line growth in banking. But 
banks today are not known as places 

The next generation bank needs to offer an anytime, anywhere 
service, fully utilising all banking channels in an integrated fashion.
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where innovation thrives, nor are 
they the favoured destination for top 
innovators as compared to the other 
industries like telecommunications. 

To succeed as innovators, banks 
will need to organise and manage 
themselves differently. The next 
generation bank needs a new type of 
talent and a new way of managing it. 

It needs to attract people who think 
big and who challenge the status quo, 
people who are obsessed with the 
customer and not with the process. 

These people need inspirational 
oversight and cultivation, not “check 
the box” management thus banks 
need to enable them to succeed. They 
may need to be managed outside of 
the existing corporate structure with 
different reporting lines, different 
measures of performance and even 
different offi ce space asking people 
like this to report to the typical old 
school bank manager is likely to lead to 
failure. 

Are your capital and risk 
management approaches 
aligned?
Global regulation of capital, liquidity 
and related stress-test requirements, as 
well as enhanced prudential standards, 
will continue to evolve and eventually 
force banks to meet even higher 
stringent and binding standards. 

These requirements are making a 
compelling case to seek alignment 
of risk appetite, capital planning and 
adequacy assessment, recovery and 
resolution planning, liquidity risk 
management, stress testing and overall 
enterprise risk management activities. 

Next generation banks need to take 
a proactive approach to addressing 
these challenges in a systematic and 
disciplined manner that will see 
tremendous benefi t driving both 
operational effi ciencies as well as 
bottom-line benefi t. 

To what extent has your bank 
employed use of Data 
Analytics? 
Customers now generate a lot 
more information than ever before. 
Next generation banks need to be 
able to harness both structured 
and unstructured information 
from traditional sources (banking 
applications & credit reference 
bureaux) and from non-traditional 
sources (such as social media, 
and cross-channel bank customer 
interaction data); and develop 
advanced analytics capabilities to 
integrate this vast library of data, 
analyse it and create actionable 
insights. 

To master these capabilites, the 
next generation bank will need to to 
attract and retain a new sort of talent 
(Business Intelligence Analysts). 
These will pay more attention to 
foundational data management and 
data governance. 

Getting this right will be a 
gamechanger for the future. Fast 
movers will create competitive 
advantage in every area of the bank 
be it customer experience, loans 
underwriting and pricing, operations, 
risk management and fi nancial/ cost 
management.

Looking forward
Banks have to make the hard choices 
about which customers to serve, how to 
win and where not to play. They need 
to rebuild their organisations around 
the customer, simplify and structurally 
reduce cost. 

They need to learn to be agile, 
innovative and adaptable in order to 
effectively deal with uncertainty as the 
future unfolds. They simply need to do 
things differently as staying the same is 
no longer an option.

Banks need to learn to be agile, 
innovative and adaptable in 
order to execute effectively and 
deal with uncertainty as the 
future unfolds. They simply 
need to do things differently as 
staying the same is no longer an 
option.
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Islamic Finance: an opportunity 
for growth in Kenya?

The roots of Islamic 
fi nance lie in the 8th 
and 9th centuries and 
comprise banking or 
similar fi nance activities 
which are consistent with 
the principles of Sharia 
(Islamic) law.

Background
Islamic fi nance contains certain 
concepts and terms that fall outside 
the current regulatory environment 
in Kenya. The roots of Islamic fi nance 
lie in the 8th and 9th centuries and 
comprise banking or similar fi nance 
activities which are consistent with the 
principles of sharia (Islamic) law. 

For example, Sharia law prohibits 
the acceptance of specifi c interest or 
fees for the loan of money (known 
as “riba”). Moreover, investment 
in businesses that provide goods or 
services considered contrary to Islamic 
principles (examples include pork, 
gambling and alcohol) are deemed 
“haraam” or prohibited. 

Since the 1970s, there has been a 
massive expansion in the banking 
infrastructure across the Islamic 
world, underpinned by the basic 
Islamic principle of risk-sharing which 

is a component of trade, rather than 
risk-transfer as seen in conventional 
banking. Therefore, terms such as 
“mudarabah” (a form of profi t and 
loss sharing contract), “ijarah” (akin 
to leasing), “sukuk” (similar to bonds) 
and “takaful” (alternative to insurance) 
have evolved and now form part of the 
offering of Islamic fi nance institutions.

Recent developments
In December 2016, the Capital Markets 
Authority (CMA) of Kenya was 
admitted by the Council of the Islamic 
Financial Services Board (IFSB) as an 
associate member, at the 29th IFSB 
Council meeting held in Cairo, Egypt.  

The IFSB, which is based in Kuala 
Lumpur, Malaysia is a global standards 
setting body aimed at promoting 
the development of a prudent and 
transparent Islamic fi nancial services 
authority. 
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To date, it has issued 26 standards, 
guiding principles and technical 
notes for the Islamic fi nancial services 
industry.

In a parallel development, President 
Kenyatta signed into effect the 
Insurance (Amendment) Act 2016; 
this new law provides for the licensing 
and regulation of Takaful insurance 
business in Kenya in order to encourage 
international investment in Kenya in 
this sector, which is a target area for 
the forthcoming Nairobi International 
Financial Centre. 

This follows quickly on from the 
establishment in October 2016 of the 
Islamic Finance Project Management 
Offi ce, overseen by the Kenyan 
National Treasury.

Signifi cance for Kenya
The question, therefore, is whether 
Kenya is now poised to develop into an 
Islamic fi nance hub for the East Africa 
region, after several years of slow but 
steady progress in that direction.

It is important to understand the 
potential size of the market and why 
the various sectoral regulators are keen 
to encourage local development of 
Islamic fi nancial services. The IFSB’s 
Islamic Financial Services Industry 
Stability Report 2016 estimated that 
the global Islamic fi nancial services 
industry reached an overall total value 
of USD 1.88 trillion in 2015, with 
expected future growth to USD 3.4 
trillion by the end of 2018. To date, 
there have been two Islamic banks in 

Kenya and several other banks have 
operated what is known as an Islamic 
window (i.e. services provided by 
non-Islamic banks but based on Islamic 
principles). However, analysts have 
noted that the said banks and windows 
have operated by way of exemption 
from the existing fi nancial services 
regulatory framework and that a lack of 
clear rules have stunted growth in the 
sector. 

Next steps
The next stage of regulatory 
development in Kenya has proved to 
be tax; for example, the legislation 
pertaining to stamp duty (which 
currently applies to certain types of 
contract, mortgages, etc.), income tax 
(which currently applies to interest) 
and VAT have been amended by 
Finance Bill 2017 to expand existing 
defi nitions and clarify tax treatment. 

Perhaps more signifi cantly, the Public 
Finance Management Act has been 
amended to allow for issuance of 

sukuk bonds (the tax treatment of 
which has also been clarifi ed in the 
Stamp Duty Act and VAT Act) by 
Government, within or outside Kenya, 
denominated in any currency. This 
provides a signifi cant new avenue for 
raising infrastructure and development 
funding in different international 
markets.

Future areas of focus might include the 
establishment of a supervisory body 
in the country, , plus developing the 
requisite skills to attract and ensure 
growth in the sector along the lines of 
that elsewhere globally. 

As noted above, this is seen as a natural 
fi t for the nascent Nairobi International 
Financial Centre, which is part of the 
Vision 2030 national policy agenda.

Conclusion
In summary, Kenya has seized the 
opportunity to develop a robust 
regulatory and legal framework. 
Such a framework should ensure that 
Islamic fi nance matures in Kenya to the 
benefi t of the sizeable minority Muslim 
population in the East African region 
and to the wider fi nancial system, as it 
seeks to diversify and keep pace with 
developments elsewhere.

The IFSB’s Islamic Financial Services Industry Stability Report 2016 
estimated that the global Islamic fi nancial services industry reached 
an overall total value of USD 1.88 trillion in 2015, with expected 
future growth to USD 3.4 trillion by the end of 2018. 
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After many successful years of 
expanding their businesses in Asia, 
global insurers have trained their sights 
on Africa. 

At face value, Kenya’s insurance sector 
appears to be a prime African market 
for investment. The sector experienced 
more than a dozen mergers and 
acquisitions in 2014, including the 
arrival of large multinational players. 
While this activity slowed in 2015, we 
can expect it to pick up again going 
forward.

Meanwhile, Kenya’s Insurance 
Regulatory Authority (IRA) is laying 
the groundwork that will inspire 
greater investor confi dence. However, 
it is not yet clear whether there is the 
capacity in this market to implement 
and enforce the regulatory changes 
that would facilitate more investment.

Understanding Kenya’s local 
insurance market
The central questions for potential 
investors are how to enter this market 
and how to make money. Our insurance 
sector is not as complex as those in 
Western or Asian markets. Therefore, 
investors need to understand the 
uniqueness of our market and its 
potential.

As disposable incomes rise, insurance 
customers tend to choose medical 
insurance followed by life insurance 
and then wealth management 

Growth prospects for Kenya’s 
insurance industry

Kenya’s insurance sector is ripe for investment and growth. Global regulatory trends 
show that tougher regulation and increased pressure to perform can improve the sector’s 
prospects and encourage investment. 

products. Where motor insurance is 
compulsory, it allows insurers to cross-
sell other products particularly when 
they are informed by data analytics 
about customer segments. A further 
growth area in Kenya is now the need 
for marine insurance to be placed 
locally.

In Kenya, private savings clubs 
currently serve short-term savings 
needs although increasingly, employers 
negotiate group discounts for insurance 
products for their employees. Financial 
inclusion and education are improving 
but many Kenyans still prefer to work 
with insurance brokers because when 
they have a claim to fi le, they use a 
broker to run around and complete the 
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paperwork. Whilst advances in online 
and mobile platforms have made it 
easier to buy a policy, it is still diffi cult 
and often bureaucratic to fi le a claim. 
These are some of the challenges for 
investors seeking entry to Kenya’s 
insurance sector—but they are not 
insurmountable. 

Regulatory changes inspire 
confi dence
Investors want to know that Kenya’s 
insurance sector is governed by 
international best practices that 
improve internal governance and 
awareness of risk. At the same time, 
Kenya’s insurers can use best practices 
to present themselves to investors in 
the best light possible. 

Kenya’s IRA is implementing risk-based 
supervision. Although it is diffi cult to 
raise capital requirements, the overall 
effect on the industry is positive. The 
fact that IRA is implementing risk-
based supervision will give insurance 
companies (and investors) more 
confi dence in future capitalisation 
and most importantly, start to position 
Kenya’s insurance sector in line with 
leading economies. 

Kenya’s life insurance companies 
are also now required to value their 
reserves on a new basis called Gross 
Premium Valuation (GPV) which is 
yet another step in the right direction 
as it brings us closer to international 
best practice. The IRA already requires 
a qualifi ed actuary to independently 
assess the insurance liabilities; this 
contributes to greater confi dence on 
the part of investors and the market 
overall.

IFRS 17 (previously called IFRS 4 
Phase II) is still about four years 
away but developed economies have 
already started preparing for it and 
the time for Kenya’s insurers to start 
is now. This new standard will lead 
to a transformational change within 
individual insurance entities and 
across the industry as a whole. Some 
of the fundamental changes include 
a new profi t recognition approach 
(and hence a new way of reporting 
insurance revenue), losses recognised 
immediately and increased volatility 
of profi t and equity. Furthermore, the 
new valuation method for insurance 
liabilities is a complete move to best 
estimate reserving; indeed, as part of 
the enhanced disclosure requirements 
insurance companies will be asked 

to report on ‘what is the confi dence 
level at which you are carrying your 
reserves?’ This is another way of 
asking, ‘what is the strength of your 
company?’ 

Complex skills and capacity 
for change
To implement these changes 
successfully, Kenya’s insurance 
companies require skilled resources. 
International experts seem to arrive 
in Nairobi daily and yet our local pool 
of actuarial expertise is still too small. 
It is heartening to see The Actuarial 
Society of Kenya doing such good work 
to build the actuarial profession, but 
we are still very far from sustaining 
the actuarial needs of this market with 
local resources.

Most often, insurance companies are 
looking for consultants to help them 
build capacity and then support them 
with implementation depending upon 
their internal skills gaps. 

Based on global regulatory trends, we 
can expect the regulatory environment 
to become even more complex but 
local regulators must have the skilled 
capacity to implement and enforce 
changes. The concept of risk-based 
supervision is already complex and 
with the new global standards such 
as IFRS 17 coming up the need for 
local skilled resources is even more 
pertinent. 

Pivotal changes leading to 
consolidation
Kenya is at a pivotal stage of 
development in almost every industry. 
The positive and innovative direction 
of our fi nancial services industry 
inspires growth and investment 
opportunities but our insurance sector 
has not yet grown at the same rate 
as the banking sector, according to 
Kenya’s most recent economic survey. 
Insurance penetration is still quite low. 
Changes in the regulatory environment 
will not only improve the insurance 
industry but also drive much-needed 
consolidation. Regulatory change tends 
to be expensive to implement; systems 
and skilled resources cost money.

One factor driving consolidation is that 
the minimum capital requirement has 
effectively tripled. The requirement 
is challenging and it has inspired a lot 
of anxiety in the market. But it is my 
view that the requirement will cause 

consolidation in the sector, improving 
the competitive environment so that 
insurers price risk appropriately rather 
than conduct price wars. The current 
environment has created a market for 
low-level insurance products but this 
can change.

We know from global experience that 
corporate insurance products drive 
profi table growth. Most profi table 
risks can be insured in Kenya but re-
insured elsewhere. Global insurers can 
underwrite such corporate insurance 
much more readily—based on the 
strength of their balance sheets in the 
US or the UK. 

If an investor wants to build a new 
hotel, for example, they will turn to 
one of these global players. A local 
insurance company will not have the 
capacity to underwrite that risk, let 
alone retain a substantial portion of 
it, but this can change, particularly as 
well-capitalised local banks enter the 
insurance sector through acquisitions 
or insurance companies grow their own 
capital base through consolidation. 
For general insurers there is a real 
opportunity to generate profi table 
growth with the requirement for 
marine insurance to be placed locally 
now.

Another way that the market can 
change is through innovation. A 
South African insurer has created an 
insurance product similar to a cash-
back scheme. Like a debit card, the 
product allows an insurance customer 
to deduct the cost of medical services 
from their policy ‘pot’ and earn a 
proportion of the amount left over 
as a benefi t. This product serves to 
minimise fraud at the source because 
customers are more likely to question 
unnecessary medical examinations 
and choose quality if their choices 
impact them fi nancially. Other products 
reward insurance customers for buying 
fruit and vegetables, going to the gym 
and other positive health behaviours. 

Many of the changes in Kenya’s 
insurance regulatory environment will 
impact the sector positively in the long 
run. Innovation and consolidation, 
coupled with global best practice in 
regulatory compliance, will make the 
sector more attractive to investors. 
In my view, we have every reason to 
expect that investment will improve the 
quality and affordability of insurance 
products for corporates and customers 
alike.
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At the same time, company boards are 
increasingly coming under pressure 
to explain in their corporate reporting 
how they are developing long-term, 
sustainable businesses—and how well 
they are performing against long-term 
strategic goals.

In January 2017, the International 
Federation of Accountants (IFAC) 
communicated support for integrated 
reporting as a way of enhancing 
organisational reporting. According to 
IFAC, integrated reporting ‘provides a 
fuller picture of organisations’ ability to 
create value over time’.

As an international body focused 
on serving the public interest and 
strengthening the accountancy 

profession, IFAC supports and 
promotes the adoption of high-quality 
international standards. Its support for 
integrated reporting demonstrates that 
a fundamental shift in the traditional 
profi t-and-performance model of 
management reporting is already 
underway. 

This shift is evident in South Africa, 
where all Johannesburg Stock 
Exchange listed entities comply with 
the King Corporate Governance Code, 
now in its fourth generation, and 
publish annual integrated reports.

Closer to home, the Kenya Bankers’ 
Association has partnered with the 
International Finance Corporation to 
deliver training focused on sustainable 
banking practices and Kenya’s Capital 
Market Authority’s rules already 
require listed companies to publish 
a sustainability report. The Institute 
for Certifi ed Public Accountants of 
Kenya (ICPAK)’s annual FiRE awards 
recognises organisations for sustainable 
reporting. 

In response to the rapidly changing 
competitive landscape in Kenya, 
organisations have to clearly 
communicate their distinctive value in 
the market. Integrated reporting is a 
comprehensive and effective way to do 
so.

What is integrated reporting?
Integrated reporting is an approach 
that is being adopted to redefi ne the 
role of business in society. It is founded 
on the idea that organisations need to 
operate in a sustainable manner that 
guarantees their long term survival. 

In response to the rapidly 
changing competitive landscape 
in Kenya, organisations have 
to clearly communicate their 
distinctive value in the market. 
Integrated reporting is a 
comprehensive and effective way 
to do so.

Integrated reporting drives 
sustainable value creation

There is mounting evidence to suggest a positive link 
between the management of environmental, social 
and governance issues by companies and the long term 
operational/fi nancial performance of such companies.
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Integrated reporting 
roadmap

Look at the outside
world and engage with 
your stakeholders

Determine your 
stakeholder value 
proposition and refresh 
your strategy 

Align your internal
processes to your 
strategy 

Develop your integrated 
dashboard 

Integrate your reporting 
for more effective and
complete investor
dialogue

x
xo

The contents of the integrated report 
provides information not only to the 
shareholders but to all stakeholders of 
an organisation.

Additionally, integrated reporting 
provides useful information for better 
decision making by management. 
Integrated thinking also results in 
more effi cient, productive capital 
allocation. Organisations can then 
communicate the value that they create 
in a sustainable basis.

Traditional fi nancial reporting models, 
such as annual report disclosures, 
are prepared in silos, use historical 
information, focus on shareholders 
and fi nancial capital, and are rules 
based. This has led to investors 
placing less reliance on historical 
fi nancial statements, due to limited 
information on strategy, future plans 
and governance. 

Integrated reporting focuses on value 
creation using six capitals (fi nancial, 
manufactured, human, social, 
intellectual and environmental capital). 
To develop that sense of value, an 
organisation must internalise all costs 
of production by attributing a value 
to every production process or input. 
This value should take into account 
the impact of a company’s action on 
all six capitals and shape the way 
management decisions are made by 
companies. Profi t is no longer the aim 
but rather the result of sustainable 
value creation by a company.

To prepare an integrated report, 
however, an organisation must 
operate in an integrated manner 
and put in place processes that drive 
sustainability thinking. This way the 
integrated report is actually the end 
result of integrated thinking across an 
organisation. For most organisations, 
embedding integrated thinking across 
the entire organisation is the hardest 
part.

Roadmap to integrated 
reporting
Adopting integrated reporting is a 
journey that begins with a company 
understanding its current corporate 
reporting position against the 
requirements of the International 
Integrated Reporting Framework 
(IIRF). Following this assessment, 
organisations then detail an 
implementation plan with agreed 
timelines for convergence with the IIRF. 

Companies often mistake the adoption 
of integrated reporting as producing a 
report rather than a holistic evaluation 
on how to embed integrated thinking 
across the company. This transition 
journey takes time and requires 
stakeholder buy-in across the company.

First and foremost, an organisation 
must clearly identify the integrated 
reporting gaps across the business and 
develop a roadmap for the transition. 

The main features of an integrated 
reporting roadmap are:

1. Stakeholder engagement;

2. Determine your stakeholder value 
proposition and refresh your 
strategy;

3. Align your internal processes to 
your strategy;

4. Develop your integrated dashboard 
and

5. Integrate your reporting for more 
effective and complete investor 
dialogue.

PwC helps organisations at every stage 
of the integrated reporting journey. 
Using our proprietary tools we assist 
companies to identify gaps and prepare 
an implementation plan with specifi c 
timelines.

To transition to integrated reporting, a 
company must understand the gaps and 
assess the organisation’s position today 

against its desired position. Then it is 
time for the organisation to do some 
soul-searching and classify objectives as 
short, medium and long term. 

It is easier to implement short-
term quick wins, however when 
organisations have to refresh their 
strategy, business model and non-
fi nancial KPI’s, they require a longer 
period.

Benefi ts of integrated 
reporting
The process of achieving an integrated 
view of an organisation’s value 
to society requires it to engage a 
broader, more inclusive population of 
stakeholders and prioritise responses to 
stakeholders based on their materiality. 

Integrated reporting can also help 
businesses achieve a better dialogue 
with investors and other stakeholders, 
including governments. 
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Fig. 5 PwC’s integrated reporting roadmap
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The integrated reporting process 
requires assessing fi nancial and non-
fi nancial performance indicators. At 
this stage, an organisation should ask,

• Who are our stakeholders?

• What are the peculiar things that 
our business model does? 

• What is the availability of the six 
capitals today and in the future?

• Regarding the unique things that 
keep us competitive: how do they 
interact with capitals to generate 
outputs and outcomes?  

• What KPI’s do we monitor to trach 
progress for fi nancial and non-
fi nancial capitals?

Reaping the benefi ts of integrated 
reporting requires commitment 
and responsible leadership across 
an organisation. Organisations that 
prepare integrated reports have better 
articulated strategic objectives. 

They provide a clear link between their 
strategic objectives, resource allocation 
and the business model. The transition 
to integrated reporting is considered 

The more that integrated 
thinking is embedded into 
an organisation’s activities, 
the more naturally will the 
connectivity of information fl ow 
into management reporting, 
analysis and decision-making. It 
also leads to better integration 
of the information systems that 
support internal and external 
reporting and communication, 
including preparation of the 
integrated report.’

— International Integrated 
Reporting Council

The International <IR> 
Framework provides principles-
based guidance for companies 
and other organisations wishing 
to prepare an integrated report. 
More information is available at 
www.theiirc.org
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signifi cant because organisations now 
assess their performance on not just 
the fi nancial metrics that are set but on 
a more robust basis that incorporates 
other capitals. 

This ensures that organisations are 
able to address issues that relate to 
their long term survival and do not get 
trapped in short termism.
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Start preparing for IFRS 17 in 
East Africa—now 

A robust standard is clearly needed as 
the existing IFRS 4 standard allows a 
myriad of different accounting policies 
resulting in a lack of comparability, 
even within insurance groups. 

As East African insurance companies 
complete their audit cycles for the 
fi rst quarter, many will start to focus 
on the new standard. At a minimum, 
they need to conduct appropriate 
capacity building and an impact 
assessment by the end of the 2017 
calendar year. Whilst many groups 
headquartered outside of our region 
will expect assistance at group level, 
the complexity of the standard requires 
signifi cant advance planning and 
preparation at a local level.

A long lead time—for a good 
reason
This is one of the few times that an 
industry has been given a long lead 
time to implement a new standard. 

In this case, insurance companies 
have until 1 Jan 2021. There is a 
good reason for that: IFRS 17 is a 
very complicated standard and it will 
include some fundamental differences 
to current accounting in both liability 
measurement and profi t recognition. 
Furthermore, the transformational 
change being brought about by IFRS 17 
will mean that core business processes 
may need to be overhauled, products 
re-designed and there could be 
substantial systems implications.

Insurers are realising that the standard 
requires a fundamental shift in the way 
data is collected, stored and analysed. 
IFRS 17 changes the emphasis from 
a prospective to a retrospective basis 
of analysis as well as being expected 
to introduce a more granular level of 
measurement. 

The presentation of fi nancial 
statements will be quite different from 
what we are used to seeing today; e.g., 

IFRS 17 will apply to all 
insurance contracts. The 
global insurance industry 
is waiting for the fi nal 
guidance which will be 
issued in May 2017 with an 
effective date of 1 January 
2021. 

IFRS 17 is a very complicated 
standard and it will include 
some fundamental differences 
to current accounting in both 
liability measurement and profi t 
recognition.
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premium income will be replaced with insurance revenue 
(which will only exist if an insurance contract is profi table 
whereas for loss making contracts, the loss needs to be 
booked immediately). 

This together with the onerous disclosure requirements will 
mean that suffi cient time needs to be spent on parallel runs 
and stakeholder management. Furthermore, IFRS 17 has 
retrospective application requirements covering prior two 
reporting periods.

The time to start preparing for IFRS 17 is now
How can insurers address potential pitfalls and ready 
themselves for the changes that IFRS 17 will bring? There 
are three main steps leading to the IFRS 17 adoption date: 
fi rst, get organised and educate stakeholders internally; 
second, understand the impact and plan the project and 
third, transition to the new standard. 

The key questions at this stage are: 

1. Where are you now? 

2. How long do you think the transition process (steps 4, 5 
and 6) might take? 

3. What is the level of effort (resources, budget, systems 
development time) required to complete the process? 

It is impossible to accurately answer the second and third 
questions without carrying out some form of impact 
assessment and project planning. The nature of this work 
and steps to take now will depend on the ‘where you are 
now’ question.

There are several component parts to any impact assessment 
project and these could either be seen as a sequential 
framework to be worked through or a series of activities with 
a degree of independence from each other. These elements 
can be seen to represent component parts of steps 2 and 3 in 
the chart above.

TrainingVision, Principles 
and Requirements Gap analysis

Systems
impact 
assessment

Financial
Impact

Roadmap
and budget

A roadmap with milestones, resource planning and a budget 
forms a solid basis for the next stages of the implementation 
project. 

Start with cross-functional training and 
capacity building
Insurance companies in East Africa are aware of IFRS 17. 
Some have conducted impact assessments or attended 
conferences but generally there is still very little appreciation 
of what impact the standard will have. 

Cross-functional education and awareness training 
should be led by fi nance and actuarial functions. Risk 
management functions will be affected, as will the functional 
responsibility for underwriting and claims because under 
IFRS 17, an insurance company must accept the loss 
associated with a loss-making contract on day one. 

This will potentially require changing the underwriting 
practices and claims-handling processes. The main ‘ask’ is for 
more information earlier, which means making fundamental 
changes to data collection and storage practices. 

Appropriate resource planning now, both internal and 
external, will help insurance companies to manage an 
industry-wide scarcity of skills associated with IFRS 17 
compliance. 

IFRS 17 is not just a technical issue: It will have huge 
business implications well beyond the fi nance, actuarial 
and systems development areas, such as product design and 
distribution, development of revised incentive and wider 
remuneration policies and reconfi gured budgeting and 
forecasting methodologies feeding into business planning. 
There could also be an impact on the cash tax position, both 
on transition and ongoing tax profi le. 

There are costs associated with IFRS 17 planning and 
implementation and the earlier that companies start, the 
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lower the cost. Advance planning 
means having the time to think 
it through, locking in the good 
consultants early and using internal 
resources effectively. There are also 
opportunities to optimise adoption, 
both operationally and in terms of 
fi nancial performance. 

Assessing our readiness in 
East Africa
Some local insurance companies with 
larger, global parent companies may 
expect the parent company to sort them 
out. But what is given to them by the 
group may not work for them. 

To the extent that a local insurance 
company or subsidiary has built 
enough knowledge here, they will be 
able to challenge and tailor the group’s 

requirements to ensure it works for 
them in this region whilst meeting the 
requirements. Insurance companies 
must also carefully manage market 
expectations before and after adoption. 

Insurers will need to carefully consider 
their ‘IFRS 17 story’ in the run up to 
adoption as well as the key metrics they 
will apply in the new world. Improved 
comparability of fi nancial statements 
between industry players is just one 
aspect of this narrative.

The early movers in our region have 
embarked on capacity building and 
gap & impact assessment. Some others 
have performed high level gap analyses 
and project sizing assessments but not 
assessed the full impact. 

The majority of the industry has yet to 
undertake any signifi cant activities and 
are likely to begin their considerations 
over this year. 

The time to start planning is now, 
partly because the standard is so 
complex but also because it will 
transform the insurance industry 
everywhere, including in East Africa.

Anthony Murage is a Partner, 
Capital Markets & Accounting 
Advisory Services Leader, East 
Africa region.

anthony.murage@pwc.com

+254 20 285 5347

Advance planning means having 
the time to think it through, 
locking in the good consultants 
early and using internal 
resources effectively.

How we can help
We help insurers to prepare for IFRS 17 from planning all the way through to 
implementation. We understand the nuances for general insurances and that 
the complex nature and long-term duration of life insurance business, both 
demanding a ‘dashboard’ of multiple measures rather than a single measure. 

We can help to identify and refi ne the particular metrics that best refl ect the 
value being created within your business and provide a clear link between 
value, cash, capital and risk. 

Corporate insurers and reinsurers are fi nding it diffi cult to stand out from 
a largely undifferentiated pack. We can help you embrace the challenges of 
IFRS 17 to create key opportunities for you to enable you to communicate a 
differentiated strategy that plays to your company strengths.

Gauri Shah is an Associate 
Director and Actuarial practice 
Leader, East Africa region.

gauri.shah@pwc.com
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Managing change 
purposefully
One way to address this challenge 
is to take a step back and work on 
cultivating a strong sense of purpose 
among employees. Purpose will drive 
individuals to cultivate the capabilities 
and qualities needed in tomorrow’s 
economy. 

In an increasingly digitised world, 58% 
of CEOs in our survey believe that it is 
important to have a strong corporate 
purpose that drives an effective culture 
and behaviours. 

Organisations sometimes try to 
reinforce a common purpose statement 
until everyone can recite it from 
memory but that is not suffi cient to 
drive results. Most people feel more 
fulfi lled at work, and will therefore 
be more productive, if they believe 
that they are making a difference and 
leaving something meaningful behind. 

Purpose will drive individuals 
to cultivate the capabilities and 
qualities needed in tomorrow’s 
economy. 

The changing nature of people 
management

With new jobs being created almost daily, traditional 
learning systems are now less effective at preparing 
students for their future careers. That’s why business 
leaders are looking for talent with the ability to learn. 
They are hiring people now whose careers could span 
many disciplines, some of which have yet to be invented or 
commercialised.

Many employers face challenges with 
fi nding people who can adapt, create 
and learn. Traditional education 
systems, recruitment processes, 
career development and performance 
management all need to change. 

In PwC’s global CEO survey, now in its 
20th year, CEOs clearly see the value 
of marrying technology with uniquely 
human capabilities. In my view, this is 
a very optimistic and hopeful message. 
The capabilities that business leaders 
consider most important are those that 
can’t be replicated by machines.

CEOs in Africa who participated in 
our global survey rank problem-
solving (89%), leadership (84%) and 
adaptability (80%) as very important 
to their organisations. Creativity and 
innovation also rank highly among 76% 
of CEOs. 

Over one-third of CEOs say that it is 
very diffi cult to recruit people with 
skills like creativity, innovation and 
leadership. They say that it is the soft 
skills that are the hardest to fi nd. 
Creative, innovative leaders with 
emotional intelligence are in very short 
supply.

Bernice Kimacia is Human Capital 
Leader, PwC Africa, and Country Senior 
Partner, PwC Rwanda.

bernice.m.kimacia@pwc.com
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One way of prompting this kind of 
engagement is to make it personal 
and ask people: ‘What is your story? 
What is our organisation’s purpose and 
how relevant is it to you? How are you 
contributing to that purpose?’

Many of us seem to have an ingrained 
aversion to making work personal, or 
taking things personally at work. But 
what if your organisation’s managers 
went home one Friday and each of 
them asked their family and friends, 
‘What do you think I do for a living?’ 

Imagine them asking, ‘You know 
that I work for Organisation X. What 
do we stand for, as Organisation X?’ 
The answers would be enlightening. 
Nothing is more personal than purpose. 
It is demonstrated in so many ways. A 
lack of it is also equally apparent, and 
worrisome.

If an organisation succeeds in earning 
the trust of employees and alignment 
of purpose, then performance will 
follow and speak for itself. But work 
is not just about purpose and drive 
and accomplishment. We need a new 
defi nition of work that also includes the 
time and space to dream and create. 

Releasing people, perhaps by 
carving out a 10% time allotment 
for innovation or special projects, 
will make their 90% much more 
productive and fulfi lling. We can 

unlock opportunities for the individual 
and the organisation by focusing less 
on measurement and more on trust and 
empowerment.

Organisations need people who can 
think clearly and creatively. This 
expectation suffers from signifi cant 
misinterpretation, since we tend to 
assume that everyone can think. 

But heavy exam loads, complex 
assessment criteria, memorisation and 
repetition do not create the thinking, 
creative, purpose-driven employees 
that employers need. 

Exams and memorisation create drone-
like and robotic behaviour, which 
is exactly the direction that many 
repetitive tasks are heading. Much of 
what we do now will be automated and 
conducted by artifi cial intelligence. 

No amount of machine learning can 
replace the ability to relate to people, 
however. Computers completely fail 
at soft skills. There is no algorithm for 
kindness or a sense of purpose.

You could say, ‘Don’t take it personally!’ 
to the operating system or software 
programme that replaces you, except 
that that it most certainly will not take 
it personally. 

Your employees, on the other hand, 
most certainly will take it personally if 
you treat them like robots. 

Attitude—not just aptitude
Aptitude continues to be something 
that we assess, and rightly so. The 
ability to learn and to be taught says 
something about someone, and getting 
good grades can indicate the ability to 
thrive later on. But our recruiting and 
career development methods should 
also tell us more about how people 
think. Psychometrics and role plays 
and scenarios are great, and we can 
also expand internship programmes so 
that potential recruits can interact with 
us and understand our expectations 
sooner. 

Some of the impatience attributed to 
the millennial generation (but often 
apparent among employees of all 
generations) relates to the desire to be 
seen and heard. People are generally 
happy with career structures and 
the rate of advancement when they 
are engaged in interesting work and 
leadership opportunities. 

Many of them also want more access to 
senior people but since junior people 
outnumber senior people, business 
leaders must carve out more time to 
spend with more people. The emphasis 
is on the word ‘with’ because we need 
to value our interactions with each 
other and our teams. Effective leaders 
spend time with their people—and they 
are powerful listeners. 

We can also appraise people in 
senior positions on the basis of the 
performance of their people and 
particularly those that are two levels 
below them. When people demonstrate 
growth, development and the ability to 
deal with diffi cult problems, then their 
leaders are doing a good job. 

Working with high-performing people 
is easy but bringing everyone up to that 
level of performance takes work, which 
is really the essence of management. 
It can be so easy for leaders to insulate 
themselves in a bubble, tapping away 
at emails in a glass offi ce. Even their 
friends and family members may not 
know what they do, and why.

The nature of human capital is 
changing. It’s time for each of us to 
ask ourselves: ‘What is my story?’ and 
refl ect on our purpose at work and in 
society.
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Treasury CS Henry Rotich announced 
in his 8 June 2016 budget speech that 
the KRA will require importers to use 
local insurers for marine insurance. 
From 1 January 2017, KRA will 
implement the relevant section of the 
Insurance Act. 

Whilst some of the fi ner points of this 
new requirement and how it will be 
applied are still being contented, what 
is clear is that there is still signifi cant 
apprehension amongst some importers. 
This is to do with a range of concerns 
from perceived capacity challenges, 
price and coverage provided to delays 
in settlement of claims.

Marine cargo insurance policies protect 
the insured against losses incurred 
following loss and/or damage to the 

Marine insurance: Is Kenya’s 
insurance industry ready?

Kenya’s marine insurance requirement is an opportunity 
for our insurance industry to shine. 

goods whilst in transit such as imports 
or exports. Usually the cover is against 
all risks subject to certain exclusions 
depending on the description of goods 
and packaging.

For insurers, this change is coming at 
a good time. According to the World 
Bank’s recent Kenya Economic Update, 
imports of goods and services are 
projected to increase 6.2% in 2016 and 
7.6% in both 2017 and 2018. 

Previously, our regulatory framework 
and a lack of local market awareness 
were blamed for the weak uptake of 
marine insurance products offered 
by Kenya’s insurance companies. 
From 1 January 2017, however, all 
direct marine insurance must be 
placed locally. This change provides 
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insurers with an opportunity for 
profi table growth and much needed 
diversifi cation from the volume-
driven business of motor and medical 
amongst others.  However, they must 
do the appropriate research to ensure 
importers’ concerns are fully addressed 
and improve market awareness of their 
capabilities. 

Awareness in the market is partly a 
perception issue. Many of the largest 
importers are placing some if not all of 
their insurance locally anyway. Closer 
to source, they feel like they can have 
a good relationship with their brokers 
and/or insurers. But Kenya’s insurers 
have a responsibility to demonstrate 
that they have the capacity and 
expertise to deliver full cover marine 
insurance in-house without settlement 
delays. 

Detailed market research will help 
Kenya’s insurance companies to design 
effective strategies for marketing 
marine insurance to appropriate 
customer segments. Their go-to-market 
approaches should target the right 
market segments: bulk imports of 
steel, clinker, fertiliser and other large 
volume classes of imports, and retail 
insurance for smaller-scale imports 
of cars or individual containers of 

edible oil, for example. In addition to 
educating their agents about the retail 
market for marine insurance, insurers 
can use cost-effective technologies like 
mobile applications to help customers 
compare products and prices.

One of the main concerns of the 
importers has been the capacity 
of local underwriters to handle 
large shipments. Local insurers are 
taking steps towards addressing 
these concerns.  In particular, most 
local insurers will have already had 
conversations with reinsurers to 
increase their capacity to take on risk 
by increasing their reinsurance cover. 

These reinsurers are predominantly 
large global players with solid balance 
sheet strength and strong credit ratings 
– this should give importers further 
confi dence in the insurance industry 
ensuring that the right capacity and 
ultimate protection is created for their 
customers. 

Co-insurance allows multiple insurers 
to cover the risk of valuable contracts, 
which should help to spread risk 
in the market.  The practice of co-
insurance is well established in Lloyd’s 
of London, for example. This model 
allows Lloyd’s to take on very large 

risks like insuring airlines by spreading 
the risk amongst several insurers. The 
concept is not unknown here; fi ve 
insurance companies in Kenya formed 
a consortium in 2014 to offer the police 
force medical insurance cover and 
other such “deals” are likely to continue 
emerging.

Co-insurance can help to optimise 
the total capacity in the market and 
thereby help reduce the overall cost of 
the insurance as each insurer would tie 
up less capital than if they took on the 
whole risk.Indeed, co-insurance can 
help smaller insurers participate in the 
marine insurance segment. Customers 
would still deal with the lead insurer 
with whom they may have a long-
standing relationship but likely benefi t 
from lower insurance premiums.

So, whilst the challenges raised by 
importers are not unfounded, it is fair 
to say that Kenya’s insurance industry 
is capable of underwriting marine 
business with similar if not identical 
products to those that are already on 
offer. That said, the insurance industry 
still has some way to go to ensure that 
importers gain full confi dence in the 
level of cover being offered and benefi t 
from competitive pricing.

Co-insurance can help smaller 
insurers participate in the 
marine insurance segment.
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Historically, most jurisdictions 
have imposed excise duty on goods 
considered addictive, harmful or 
luxurious, the demand for which is 
price inelastic i.e. goods whose demand 
or consumption does not reduce with 
an increase in price as is the case with 
most other goods. Tobacco products 
and alcohol are typical examples of 
price inelastic goods. 

The underlying objective of imposing 
the excise duty is not only to discourage 
the consumption of certain products, 
but also generate resources for the 
government to mitigate or rehabilitate 
the damage caused by these harmful 
products to users and society at large. 
Excise duty has also been used to tame 

pollution caused by fuel guzzler motor 
vehicles and the careless disposal of 
plastic bags. However, it is debatable 
whether excise duty always achieves 
the deterrent effect envisaged by its 
proponents; there has been a tendency 
for consumers of the targeted products 
to resort to alternative products from 
the black market, some of which are 
even more harmful.  

With the increasing budgetary 
demands to fi nance both recurrent 
and capital expenditure, and coupled 
with reduced donor funding, the 
Government has sought to expand the 
tax bracket to untapped sectors of the 
economy such as the “jua kali” sector 
through initiatives such as turnover tax, 
capital gains tax, withholding VAT and 
increasingly excise duty. 

Excise duty has been a key area of 
focus, and goods which historically did 
not attract excise duty have now been 
brought into the bracket including 
drinking water, fruit juices, cosmetics, 
unassembled motor vehicles and 
commercial motor vehicles. Not only 
has the scope expanded, but the rate of 
excise duty for the traditional excisable 
goods has also increased signifi cantly.

Separately, whilst excise duty is 
traditionally and internationally 
accepted as a tax levied on goods, it has 
become a preferred tax on services in 
specifi c sectors of the economy. 

Financial services, mobile money 
transfers and telecommunication 
services have been brought into the 
excise net. Interestingly, when it comes 
to excise duty on services, it cannot be 
said that the government is seeking to 

Whilst excise duty 
is traditionally and 
internationally accepted as a tax 
levied on goods, it has become 
a preferred tax on services in 
specifi c sectors of the economy.

Evolution of Excise Duty in the 
fi nancial services sector

Excise duty is an indirect or consumption tax, the cost 
of which is passed on from the producers of goods and 
services or importers of goods and services through the 
supply chain and ultimately borne by the consumer. 
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combat harmful or undesirable services 
– the tax in our view is levied as a pure 
revenue earner for the fi scus. 

For instance, the fi nancial services 
sector has historically enjoyed Value 
Added Tax (VAT) exemption, which 
is aimed at encouraging development 
of the sector. Recently however, the 
government has sought to impose 
excise duty on "other fees" charged by 
fi nancial institutions. This captures 
a signifi cant portion of incomes of 
fi nancial institution, some of which are 
also subject to VAT. 

Imposition of both taxes is a heavy 
burden to a sector that has struggled 
to achieve the desired penetration 
amongst Kenyans. Moreover, unlike 
VAT whose mechanism ensures that the 
cost is borne by the end user/purchaser 
of goods or services, excise duty on 
services is no more than a cascading 
and punitive ‘sales tax’.

For instance, fi nancial services 
providers incur excise duty on their 
telephony expenses such as airtime 
and money transfer services.This excise 
duty is not available for recovery or 
net off from the excise duty charged 
on the fi nancial services, this unlike 
the manufacturers of excisable goods 
who are allowed to set-off excise 
duty incurred on acquisition of raw 
materials against the excise duty 
charged on excisable fi nished goods. 

In addition, excise duty is levied on 
fees charged by fi nancial institutions 
irrespective of whether or not the 
fees relate to regulated activities thus 
creating a playing fi eld that is tilted 
in favor of the non-regulated service 
providers. 

For instance, some fi nancial institutions 
offer services such as advisory 
consulting and custodial services, 
whose offering is not restricted 
to licensed fi nancial institutions. 
The fi nancial institution unlike the 
other suppliers is unfairly obliged to 
charge excise duty on their prices, 
which causes distortion and unfair 
competition. 

That said, there seems to have been 
an intention in the course of drafting 
of the present excise duty law to 
reconsider the imposition of excise duty 
primarily as a revenue collection tool. 

This was evidenced by an introduction 
of an “objects” section in the Excise 
Bill, 2014. These objectives seemed to 
target the harmful goods while at the 
same time according the government 
some discretion in widening the excise 
bracket through imposition of the duty 
on price inelastic goods. However, 
neither the Excise Duty Bill, 2015 nor 
the Excise Duty Act, 2015 retained 
these provisions. 

Internationally, as noted above, excise 
duty is chargeable only on select goods 
such as petroleum, alcohol, tobacco 
and motor vehicles. 

However, the trend in Kenya, and 
its East African neighbors, is that 
besides the traditional excisable 
goods, excise duty is chargeable on 
some essentials goods like cement in 
Uganda, lubricating oil in Tanzania and 
powdered milk in Rwanda. 

Of greater concern is that fi nancial and 
telecommunication services attract 
excise duty across the East Africa 
region. All of the above are indicative of 
a clear policy shift by the East African 
states with regards to excise duty.

The policy shift appears to be in line 
with the global shift from direct to 
indirect taxes. Indirect taxes are 
increasingly preferred by governments 
as they tend to yield more revenue 
by reaching a wider base and are also 
easier to administer. 

However, while acknowledging the 
global trend, it is debatable whether 
reengineering the excise duty regime 
was necessary for a country like Kenya 
with a well-established VAT regime. 

A VAT system in our view would 
achieve effi ciency in tax collection, 
but more importantly would ensure 
the transactional tax is borne by end 
consumers and not by intermediaries 
in the supply chain – which would cure 
the price distortion caused by excise 
duty. 

Perhaps it is time the Government 
reconsidered its stance on excise duty 
before it becomes a monster out of 
control!
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The trend in Kenya, and its 
East African neighbours, is that 
besides the traditional excisable 
goods, excise duty is chargeable 
on some essentials goods like 
cement in Uganda, lubricating 
oil in Tanzania and powdered 
milk in Rwanda. 
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Further, WH VAT was limited to the 
Government and public sector agencies 
on the premise that the VAT revenues 
from supplies to these recipients were 
not refl ective of them being the highest 
consumer of goods and services in the 
country. 

Upon its implementation, the system 
posed challenges to taxpayers and the 
KRA alike. In light of the innumerable 
administrative challenges, effective 
1 July 2011, the KRA deregistered all 
the WH VAT agents and issued a Public 
Notice on 12 September 2011 notifying 
taxpayers to desist from withholding 
VAT with effect from September 2011.

Subsequently, through the Finance Act, 
2014, the VAT Act, 2013 was amended 

to reintroduce the WH VAT provisions 
with effect from 19 September 2014. 
Under the reintroduced system, the 
appointed WH VAT agents were 
required, on purchasing taxable 
supplies, to withhold and remit directly 
to the KRA six percent (6%) out of the 
16% VAT charged on acquired supplies. 
The system was however still limited 
to supplies to Government ministries, 
departments and agents.

However, through the Finance Act, 
2015, the VAT Act, 2013 was further 
amended to expand the scope of 
WH VAT agents to include any other 
persons (other than non-governmental 
ministries/agencies) appointed by the 
Commissioner for Domestic Taxes. 

Based on this change, the KRA 
appointed taxpayers across different 
sectors including the fi nancial services 
sector as WH VAT agents. The KRA also 
issued guidelines on the obligations of 
such WH VAT agents. 

The WH VAT evolution did not end 
in 2015, on 19 January 2016, the 
Tax Procedures Act, 2015 (TPA) was 
enacted in a bid to harmonize the 
administration of various tax laws. 

The TPA inter alia deleted 
administrative provisions relating to 
WH VAT from the VAT Act, 2013. This 
notwithstanding, the KRA issued a 
public notice compelling taxpayers 
to continue administering the WH 

The WH VAT evolution did not 
end in 2015, on 19 January 
2016, the Tax Procedures Act, 
2015 (TPA) was enacted in a bid 
to harmonize the administration 
of various tax laws. However, 
the system continues to pose 
innumerable administrative 
challenges to tax payers.

Has withholding VAT outlived 
it useful existence?

The withholding (WH) Value Added Tax (VAT) system has continued to evolve since its 
inception in Kenya in September 2003. At introduction, appointed agents were required 
to withhold the entire VAT amount charged to them and remit the amounts directly to 
the Kenya Revenue Authority (KRA).
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VAT system. Additionally, the KRA 
continued appointing taxpayers as 
WH VAT agents. This caused a lot of 
confusion among taxpayers as the legal 
mandate for taxpayers continuing to 
withhold VAT and the KRA’s continued 
appointments of agents was in doubt. 

The confusion was aggravated by 
the fact that upon enactment of the 
Finance Bill, 2016, the Government 
introduced the WH VAT provisions in 
the TPA with a backdated effective date 
of 19 January 2016. This retrospective 
application of the law caused even 
further uncertainty among taxpayers. 

In an attempt to clear all the confusion, 
the National Treasury released a Legal 
Notice, the Provisional Collection 
of Taxes (Amendment) Order (“the 
Order”) which inter alia sought to 
regularize WH VAT agent appointments 
made under the VAT Act by aligning 
such appointments to the provisions of 
the TPA and further spelt out that the 
re-introduced WH VAT provisions were 
effective 19 January 2016. 

The Order additionally clarifi ed that 
no penalties would apply to taxpayers 
that had not complied with the system 
between 19 January 2016 and 8 June 
2016. 

However, the Government did 
not address the innumerable 
implementation and administration 
challenges that plagued the WH VAT 
system. For instance, while the WH VAT 
system was historically introduced to 
bring to tax non-compliant taxpayers, 
the KRA in its appointments does not 
make a distinction between compliant 
and non-compliant taxpayers, which 
has meant an extra burden on already 
compliant taxpayers. 

Additionally, businesses are forced 
to incur high costs in modifying their 
Enterprise Resource Programs (ERPs) 
in order to comply with the system.
Furthermore, the system does not take 

cognizance of the volume or value of 
transactions, the WH VAT agents are 
required to withhold VAT on all invoice 
where VAT is incurred regardless of the 
value, which makes VAT compliance 
cumbersome for taxpayers with large 
transaction volumes going against the 
internationally accepted canon of a 
good tax system - simplicity.  

The WH VAT evolution journey has 
now taken another step, the Finance 
Bill, 2017, has introduced a proposal to 
exempt tax payers who can justify that 
they will be in a VAT refund position 
in the next 24 months as a result of 
WHVAT. 

While this is expected to offer reprieve 
to the affected taxpayers, the basis for 
evidencing the anticipated futuristic 
VAT refund position is not clear, 
which is likely to result in subjective 
interpretation of the provision by the 
both the KRA and taxpayers. Further, 
the amendment has not addressed 
existing VAT credits arising from the 
WH VAT regime! 

It is noteworthy that the KRA rolled 
out the iTax platform in 2014, the 
platform gives KRA access to the 
taxpayers’ records including granular 
information such as details of suppliers 
and customers on a transaction-by-
transaction basis. 

iTax provides the KRA with an ability 
to run exception reports on inter alia 
VAT declaration anomalies e.g. VAT 
claimed by one taxpayer without a 
corresponding but opposite declaration 
by another taxpayer, the supplier. In 
fact the KRA has recently relied of this 
iTax capability to issue a national list of 
taxpayers that have allegedly claimed 
VAT credits without the requisite 
support documentation. 

With iTax in its armory, it is puzzling 
why the Government still insists on 
retaining the WH VAT regime.  As the 
economy moves towards use of various 
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digital solutions, it is imperative that 
the KRA makes use of iTax and eases 
the compliance burden for taxpayers.

Additionally, if the Government is 
serious about attracting investors into 
Kenya to boost the country’s economy, 
creating a simple tax compliance 
regime is a good place to start. 

Lastly, as we move towards common 
economic integration in East Africa, 
it is prudent that Kenya to align its 
tax environment to that of other East 
African Region Partner States and 
realizes that WH VAT has outlived is 
useful existence!
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Effects of the Insolvency Act 2015 on 
the interests of Secured Creditors

More than ever, Kenya continues 
with her aggressive push to position 
herself as the region’s commercial/
fi nancial hub, with a view to increasing 
her attractiveness as a destination for 
foreign direct investments. One of the 
key determinants of the level of inward 
investments that an economy is able to 
attract is the ease of doing business in 
that particular economy. 

According to the World Bank’s 2016 
Ease of Doing Business Report, 
Kenya’s ranking in the global Ease of 
Doing Business Index improved by 21 
positions in 2016 - making Kenya one 
of the top ten most reformed countries 
globally with regard to the ease of 
doing business. This tremendous 
improvement was attributed to, 
amongst a few other factors, the 
“implementation of regulatory reforms 
in resolving insolvency”, or in other 

words, the enactment of the Insolvency 
Act of 2015. Needless to say, the 
Insolvency Act will go a long way in 
aiding Kenya’s push to establish herself 
as the region’s commercial/fi nancial 
hub.

In 2016 the Kenya Bureau of Statistics, 
from its Micro, Small and Medium 
Enterprise (MSME) Sector Survey, 
reported that approximately four 
hundred thousand MSMEs go out 
of business in Kenya annually. This 
statistic is testament of the current 
business environment in the country, 
where a large number of businesses are 
struggling to stay afl oat. 

The economy has seen an overall 
increase in ‘Non-Performing Loans 
(NPLs) to total loans’ ratios for 
commercial banks, suggesting that the 
underperformance is widespread in 
the economy since banks draw their 

The Insolvency Act 2015 
of Kenya heralded a new 
dawn in Kenya’s business 
landscape. In particular, 
it introduced business 
rescue as the primary 
objective of insolvency 
proceedings, representing 
a signifi cant paradigm 
shift from the “fi re sale” 
recovery-oriented legal 
regime it replaced. Going 
by recent market trends 
in Kenya, the Act could 
not have come at a more 
opportune moment. 

clientele from across all sectors of the 
economy. The Central Bank of Kenya 
reported the NPL to total loans ratio 
as having risen to 8.3% in Q3 of 2016 
from 6% at a similar date in 2015.  

These turbulent business conditions 
have left in their wake a string of record 
losses, profi t warnings and corporate 
retrenchments by businesses across 
different sectors of the economy. Given 
these worrying trends, the importance 
of a robust legal framework to deal 
with corporate distress, more so with 
a focus on corporate rescue and job 
saving, cannot be overstated.

Arguably, the single most signifi cant 
occurrence that underlines the 
timeliness of the enactment of the 
Insolvency Act of 2015 is the recent 
assentation into law of the Banking 
Amendment of Act 2015 which capped 
the interest rates chargeable by 
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commercial lenders at four hundred 
basis points above the Central Bank’s 
Benchmark Rate. Whereas the jury 
is still out on the likely long-term 
effect of this new law on the economy, 
and in particular on the fortunes of 
commercial lenders, early commentary 
predicts that the profi t margins of 
commercial lenders are likely to shrink 
given the reduction in the bank’s net 
interest spread. 

In these circumstances, the banks 
cannot afford the high level of default 
as evidenced by the current NPL 
statistics. Consequently, we can expect 
lenders to become more aggressive in 
pursuing enforcement and recovery 
options against defaulters. 

What better counterbalance to this 
expected increased aggression than 
an insolvency regime that shifts away 
from the traditional “concentrated 
creditor” insolvency model - that vested 
the control of insolvency proceedings 
almost exclusively in the secured 
creditors – to a “dispersed creditor” 
model that gives unsecured creditors 
relatively greater say in the conduct 
of insolvency proceedings, and which 
prioritizes business rescue over debt 
recovery?

As the dust settles on the new 
Insolvency Act and we start seeing it 
being operationalized and enforced, 
we seek to provide some insights on 
the impact of arguably the most radical 
component of the new Insolvency Act 
- the introduction of Administrations 
as the core resolution mechanism for 
addressing corporate distress situations 
– on the interests of secured creditors in 
insolvency proceedings. 

Whereas the Insolvency Act also 
addresses personal bankruptcy and 
other corporate insolvency resolution 
mechanisms such as liquidations and 
Company Voluntary Arrangements 

(CVAs), we are of the opinion that the 
introduction of Administrations will 
have the most telling effect on the 
conduct of insolvency proceedings in 
the country’s corporate scene due to its 
general applicability to most corporate 
distress situations. So, what does the 
introduction of Administrations mean 
for secured creditors – who are more 
often than not commercial lenders?

Recovery time
Under the previous insolvency 
regime, secured creditors often 
pursued receivership of insolvent 
corporate debtors as the primary 
recovery mechanism. Receivers or 
Receiver Managers were appointed 
over insolvent debtors with a view to 
realizing the secured creditor’s security 
and making a distribution to them in 
the shortest time possible. 

Often, this meant selling off the most 
valuable assets of a business without 
the statutory requirement to consider 
opportunities for the revival of the 
business. How many businesses out 
there can survive the sale of their most 
valuable assets?

Under the new insolvency regime, 
going concern business rescue is 
prioritized over recovery to secured 
creditors. The new law requires 
administrators to fi rst and foremost 
consider business rescue as an option 
in the conduct of administration 
proceedings. 

It is only in the absence of realistic 
prospects of business rescue that an 
administrator can then consider sale 
of the business, or the realization of 
its assets with a view to distributing 
dividends to secured and preferential 
creditors. Consequently, realization 
of the business or its assets are 
secondary objectives in administration 
proceedings. 

What does this mean for the secured 
creditors? At fi rst glance, given the 
requirement for the consideration of 
the prioritized objectives, it is possible 
that the realization of dividends from 
securities held by secured creditors may 
take a longer period of time under the 
new insolvency regime, compared to 
the old regime. 

This is because under the new regime, 
administrators will have to take a 
holistic approach in the conduct of 
administrations and quite possibly 
pursue going concern business rescue 
as opposed to realization of securities. 
This might, however, turn out to be a 
superfi cial view on the provisions of the 
new Act. 

Under the new insolvency regime, going concern business rescue is 
prioritized over recovery to secured creditors. The new law requires 
administrators to fi rst and foremost consider business rescue as an 
option in the conduct of administration proceedings. 
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Whereas, in spirit, the old regime 
provided for immediate realisations 
of the debtors’ assets, the reality 
on the ground was that insolvency 
proceedings under the old regime were 
highly adversarial and litigious due to 
the perceived insensitiveness to the 
interests of other stakeholders, other 
than the secured creditors. 

These proceedings often also ended up 
being PR nightmares for the secured 
creditors as they often came under 
heavy attacks from the directors 
and unsecured creditors, including 
employees of their insolvent debtors. 

Furthermore, the resultant delays often 
resulted in the deterioration of the 
value of the businesses and their assets. 
In the end, realisations often ended up 
taking much longer and realizing much 
less than envisaged by the secured 
creditors and their receiver managers. 

It is our view that under the new 
regime, lenders are likely to make 
more timely and enhanced realisations 
compared to the old regime due to a 
reduction in the adversarial nature of 
insolvency proceedings as a result of 
the alignment of interests of different 
stakeholders. 

Furthermore, to ensure that 
realisations are achieved in a timely 
manner, the new Insolvency law 
prescribes timeframes within which the 
administration should make proposals 
to creditors for achieving the objectives 
of the administration (70 days) and 
when the administration should be 
completed (within 12 months). 

These time limits can only be extended 
with leave of Court after good 
justifi cations are provided. In addition, 
under going concern business rescue, 
lenders are likely to retain the debtor 
for future business in the longer term. 

Distributions to unsecured 
creditors
The new Insolvency Act has also 
brought some changes in the 
distribution of proceeds of realisation 
of the business or assets of an insolvent 

debtor. Under the previous regime, 
holders of fl oating charge debentures 
enjoyed exclusive priority over the 
distribution of the realisation proceeds 
of the business or assets of an insolvent 
debtor after the settlement of the costs 
of realisation and preferential claims 
against the debtor.

However, under the new Insolvency 
Act, a portion of the net proceeds from 
the realisation of an insolvent debtor 
is ring-fenced for distribution to the 
unsecured creditors of the debtor. The 
portion of the net proceeds prescribed 
for setting aside for the benefi t of 
unsecured creditors is 20% - net 
proceeds is defi ned as the proceeds that 
would have otherwise been available 
for distribution to the fl oating charge 
secured creditors. This provision is 
applicable for debentures created after 
the operationalization of the Insolvency 
Regulations of 2016 (i.e. debentures 
created on or after 22 March 2016).

Effectively, for all new debentures, 
the debenture holder will only 
enjoy distribution of dividends 
after the settlement of costs of the 
administration, preferential claims 
against the debtor and the setting aside 
of 20% of the remaining proceeds for 
distribution to the unsecured creditors. 
The most obvious takeaway from this 
provision is that the pot from which 
fl oating charge debenture holders 

will enjoy distribution in insolvency 
proceedings has been reduced by 20% 
compared to provisions on distribution 
of dividends under the old insolvency 
regime. However, we are of the opinion 
that secured creditors also stand to 
benefi t from this new provision on 
distribution of dividends. How?

Realisations are more likely to be 
maximized when a business if sold as 
a trading going concern as compared 
to a shutdown operation. A trading 
insolvent business is only possible with 
the support of its unsecured/trade 
creditors. 

Under the old insolvency regime, 
eliciting the support of trading 
activities from the unsecured creditors 
of insolvent businesses was very 
diffi cult because they often stood 
to recover nothing from insolvency 
proceedings in respect of their pre-

The reality on the ground was 
that insolvency proceedings 
under the old regime were highly 
adversarial and litigious due 
to the perceived insensitiveness 
to the interests of other 
stakeholders, other than the 
secured creditors. 
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receivership claims. The new provision 
on the distribution of a 20% portion 
of the net realisations to unsecured 
creditors in insolvency proceedings 
remedies this situation. 

Therefore, whereas secured creditors 
will have to share a smaller portion of 
the net realisation proceeds with the 
unsecured creditors of an insolvent 
debtor, they will stand to benefi t from 
enhanced realisations occasioned by 
the preservation of value that will 
presumably fl ow from the increased 
practicability of undertaking trading 
insolvencies.

Insolvency Practitioners and 
their duty of care
The new Insolvency Act requires that 
persons appointed to the offi ce of 
administrator be licensed Insolvency 
Practitioners (“IPs”). Therefore, unlike 
under the previous insolvency regime 
where virtually anyone could be 
appointed as a receiver, only licensed 
IPs who are regulated by the Offi cial 
Receiver can now be appointed under 
the new regime. 

Licensing of IPs ensures that those who 
take offi ce as IPs are properly vetted for 
their experience, qualifi cations, and 
integrity to ensure that only ethically 
and professionally qualifi ed persons 
can take up appointments. All the 
various stakeholders in insolvency 
proceedings will benefi t from increased 

professionalism, and will enjoy some 
recourse in the event of professional 
negligence as they can escalate these 
matters to the regulator of the IPs. 

Furthermore, upon appointment, an 
administrator becomes an offi cer of the 
court and owes their duty of care to the 
entire body of creditors of the ins0lvent 
debtor. 

Under the old insolvency regime, 
the receiver’s duty of care was to 
the secured creditors only – and the 
interests of the unsecured creditors 
ranked secondary to the interests of the 
secured creditors. 

Under the new Act, the administrator 
cannot unnecessarily take actions that 
benefi t the secured creditors at the 
expense of the unsecured creditors. 

Whereas secured creditors lose out on 
the perceived benefi t of this ‘bias’ that 
was previously permitted by the law, 
we are of the opinion that they stand to 
benefi t the most from the mutual trust 
and cooperation that will result from 
the perception of fairness/objectivity, 
accountability and transparency in 
insolvency proceedings. Less time and 
resources will be expended fi ghting 
legal battles that often arose due to 

mistrust amongst different stakeholders 
in insolvency proceedings under the 
old regime – the proceedings were 
perceived as intended to benefi t the 
secured creditors only at the expense of 
other creditors and the Shareholders/
Directors of insolvent businesses.

Administrator’s Statement of 
Proposals
In addition to the above, the 
administrator is required to prepare 
their statement of proposals for 
achieving the objectives of the 
administration and to present them 
to the entire body of creditors for 
consideration and approval at the 
fi rst meeting of creditors of the 
debtor company – to be held within 
7o days of the commencement of the 
administration. 

In the absence of approval by a 
majority (in value) of the creditors, 
any such proposal cannot be adopted 
for implementation – except by way of 
application to the court. 

This requirement enhances cooperation 
by stakeholders and promotes speed, 
transparency and certainty in the 
conduct of the insolvency proceedings. 

We expect that the involvement 
of the entire body of creditors of 
the company in considering the 
strategy to be adopted in respect of 
the administration by way of taking 
a decision on the administrator’s 
proposals will result in increased 
cooperation in the conduct of 
insolvency proceedings. 

The decision taken by the creditors 
of an insolvent company at the fi rst 
meeting of creditors will be reported 
to the court, and the subsequent 
implementation of any proposals 
thereof will have the court’s blessings. 
Insolvency proceedings under the old 
regime were often adversarial and 
secured creditors ended up incurring 

The new Insolvency Act requires that persons appointed to the offi ce 
of administrator be licensed Insolvency Practitioners (“IPs”).
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considerable additional costs in 
contesting various litigation matters 
that arose. We expect that under the 
new regime this trend will change for 
the better.

Speed and certainty of resolution of 
the case is enhanced because within 
ten weeks of the commencement 
of administrations, creditors of the 
company will have a chance to take a 
decision on the strategy to be adopted 
in respect of its insolvency proceedings 
by taking part in the activities of 
the fi rst meeting of creditors of the 
company. 

Furthermore, administrations are only 
prescribed to last 12 months unless 
an extension is granted by the court 
or is approved by the creditors of a 
company. At the lapse of 12, months 
and in the absence of an extension, an 
administration automatically comes 
to an end. Therefore, administrations 
will not drag indefi nitely without good 
cause as was frequently the case of 
insolvency proceedings under the old 
regime. 

Moratorium
Through various provisions under the 
new Insolvency Act, administrators can 
be appointed over a company by the 
company itself, the company’s board of 
directors, the court or a fl oating charge 
holder (secured creditor). 

However, regardless of the appointing 
authority, the appointments have equal 
standing once effected in the respective 
manners prescribed by the law for each 
appointing authority.

The new Insolvency Act has introduced 
the concept of a moratorium in the 
conduct of insolvency proceedings. 
According to Merriam-Webster, a 
moratorium is “a legally authorized 
period of delay in the performance of 
a legal obligation or the payment of a 
debt”. 

In insolvency proceedings, a 
moratorium has the effect of shielding 

an insolvent debtor from creditor action 
and enforcement by legally barring 
certain actions once it has taken effect. 
A moratorium can be an interim 
moratorium or a full moratorium. 

An interim moratorium takes effect 
where an application has been made 
to court for the appointment of an 
administrator or notice has been given 
to a secured creditor on the intention to 
appoint an administrator, and remains 
in effect until an appointment has been 
made. A full moratorium on the other 
hand takes effect when an appointment 
takes effect under any of the available 
appointment routes.

A moratorium has the effect of staying 
enforcement actions by creditors of an 
insolvent debtor for the duration of the 
administration (usually 12 months plus 
any extensions granted by the court). 

Any enforcement or litigation actions 
against the insolvent debtor can only 
be commenced or continued with the 
leave of the court of the concurrence 
of the administrator. As previously 
highlighted in this article, insolvency 
proceedings under the old regime were 
often highly litigious. 

As a key stakeholder, secured creditors 
often ended up incurring signifi cant 
legal costs in defending numerous 
unilateral and uncoordinated 
enforcement actions brought against 
insolvent companies by creditors of 
the companies. Moratoria enjoyed by 
administrations will therefore not only 
benefi t the company itself, but will also 
benefi t its key stakeholders including 
the secured creditors.

Conclusion
The insolvency Act 2o15 of Kenya has 
brought with it a much needed breath 
of fresh air in the conduct of insolvency 
proceedings in the country. Whereas, 
at fi rst glance, some of the reforms 
introduced by the Act might seem as 
if they only serve to limit the control 
previously enjoyed by secured creditors 
over insolvency proceedings, a deeper 

probe of the reforms reveals that 
secured creditors stand to benefi t as 
much as (if not more than) anyone else 
from these reforms. 

The key benefi ts from the reform 
highlighted include speed and 
certainty of resolution, inclusiveness, 
transparency and protection from 
unilateral enforcement actions because 
of the moratorium. 

It is our opinion that in the long run 
the economy as a whole, and with it 
commercial lenders, will benefi t from 
the introduction of a robust framework 
for resolving insolvencies.
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FinTech is reshaping asset 
management

Kenya has just launched 
the fi rst mobile platform 
for trading government 
treasury bonds. M-Akiba, 
as it’s called, allows 
investors with a registered 
SIM card to invest as little 
as KES 3,000 in the fi rst 
three year bond. 

services providers to update their 
legacy systems with a strong focus on 
data analytics and mobile technology. 

FinTechs are also developing emergent 
technologies like blockchain, artifi cial 
intelligence and biometrics and identity 
management to support the fi nancial 
services industry.

Meanwhile, sophisticated risk 
quantifying technologies are helping 
AWMs to offer services to previously 
unexplored or underserved customer 
segments. Data analytics allow 
AWMs to capture, transform and 
interpret data, improving their ability 
to compete, manage risk and trade 
effi ciently—as well as provide a 
distinctive customer experience. 

Despite these and other benefi ts, it is 
surprising that 60% of our FinTech 

survey’s AWM respondents fear losing 
part of their business to FinTech 
companies and 34% still do not engage 
whatsoever with these new entrants. 
Among those that do engage, however, 
69% expect their costs to reduce as a 
result. 

They understand the signifi cant shift 
from technology-enabled human 
relationships to digital experiences 
with human support. And increasingly, 
customers actually want an omni-
channel experience supported by 
professionals rather than the other way 
around. 

Certainly there are many challenges 
to collaboration between AWMs and 
FinTechs. AWMs tend to want to watch 
FinTech companies closely and adopt 
a responsible strategy later, perhaps 
when the dust has settled a bit. 

M-Akiba also heralds a new world 
to come, where we can grow our 
assets through mobile and artifi cial 
intelligence-enabled platforms, seek 
advice whenever and wherever we 
need it, and provide for a more secure 
future through savings. M-Akiba is just 
the beginning.

Until now, asset and wealth 
management (AWM) has not taken 
off as it should have in Kenya.  Partly 
this is because AWM companies have 
not provided the digital fi nancial 
experiences that customers want—
like M-Pesa, M-Shwari and M-Akiba. 
Kenya’s world-leading mobile money 
economy offers an opportunity for asset 
managers to grow their businesses 
through fi nancial technology, including 
mobile applications.

Globally, our FinTech survey shows that 
new technologies can help AWMs and 
other fi nancial services providers to 
gain a competitive edge and accelerate 
their growth in economies like Kenya’s. 
FinTech companies are on the front 
lines of innovation for the fi nancial 
services industry, helping fi nancial 
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Keeping up-to-date with how FinTech 
is reshaping the industry seems like the 
most reasonable way forward—but this 
ignores the power of acceleration, in 
Kenya and globally. 

AWMs also tend to overestimate 
existing digital offerings, believing 
that human relationships will prevail. 
Certainly this is the dominant 
experience in Kenya, with our 
traditional inclination to borrow rather 
than invest. When we do invest, we 
tend to do so through pension funds, 
chamas and SACCOs. Kenyans expect 
to see a person when they invest their 
assets. 

Another challenge is the margins for 
AWMs. Customers put asset managers 
under a lot of pressure when it comes 
to the fees that they charge. Over the 
years, we have seen AWMs introduce 
performance-based fees so that if an 
AWM out-performs the market, it 
earns more in fees. Nonetheless, the 
fl at fee is under increasing pressure. 
FinTechs may add to that pressure, by 
introducing products that compete with 
AWMs, but their technologies can also 
introduce new effi ciencies for AWMs.

Globally, our FinTech survey shows 
that many FinTechs are evolving 
from wanting to take on and beat 
incumbents to a broader ecosystem 
of different businesses looking for 
partnerships. After all, FinTech 
startups don’t just need capital, they 
need customers. At the same time, 
incumbents including AWMs need new 
approaches to drive change and deliver 
innovation.

We’ve seen this drive for change and 
innovation in the new PesaLink product 
powered by the Kenya Interbank 
Transaction Switch. PesaLink provides 
integrated payment services including 
card and mobile payments across 
different platforms. The regulator has 
challenged the system to operate faster 
but this is a good challenge for a new 
product to have. It implies the need for 
more adaptive fi nancial technology—in 
a word, FinTech. 

The Kenya Interbank Transaction 
Switch only became a possibility 
after changes in the legislative and 
regulatory environment and because 
it was pioneered by the trusted Kenya 
Bankers Association. 

Regulatory uncertainty is a top 
challenge for FinTechs seeking 
to partner with fi nancial services 
providers, together with differences in 
management, operational processes 
and culture. 

In Kenya, regulatory uncertainty seems 
to be improving. But fi nancial services 
providers still struggle to trust some 
local FinTechs, fearing data security 
breaches and other risks. 

For AWMs, the future of FinTech 
collaboration is still uncertain. To the 
extent that they can trust FinTechs to 
provide secure solutions that drive 
effi ciency and market differentiation, 

AWMs will benefi t. Trust is not the 
only ingredient for success, however. 
AWMs also need the margins and 
the capabilities to be able to invest in 
FinTech. 

They need customers. And to build a 
larger customer base of investors, we 
need more innovative products that 
encourage a savings culture. M-Akiba 
is one such product. Let’s hope that it 
inspires more innovations of its kind.

Globally, our FinTech survey 
shows that new technologies can 
help AWMs and other fi nancial 
services providers to gain a 
competitive edge and accelerate 
their growth in economies like 
Kenya’s.
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