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Introduction 

 

Nation Media Group is proposing to buy back up to 10.0% of the issued 

shares (about 20,739,652 shares) subject to regulatory and shareholder 

approval.   

A share buyback is a transaction in which a company repurchases its 

own shares. It is also known as a share repurchase.  

The repurchased shares are either classified as treasury stock/ treasury 

shares or are cancelled. These shares no longer get dividends, voting 

rights and are not included in calculating earnings per share (EPS). 

An example is the SoftBank Group’s (a Japanese conglomerate) USD 4.7 

billion share buyback carried out in 2020. The company had 

repurchased 107,679,300 shares as at 15th June 2020 (funded through the 

sale of company assets) with the share price rising by 80.0% as a result. 

Methods of Implementing Share Buybacks 

 

Generally, share buybacks can be carried out through: 

i. The open market – shares in the market are repurchased 

through an exchange 

ii. Fixed price tender offer - repurchasing a fixed number of 

shares at a fixed price. The shares are usually bought back at 

a premium 

iii. Dutch auction – instead of a fixed price the company offers 

a range of prices. 

iv. Direct negotiation –the company negotiates with major 

shareholders to buy back the shares (at times a large 

shareholder may require the repurchase owing to liquidity 

needs or in order to exit and such shares may be bought 

back at a discount. 

 

 

Reasons for Share Repurchase 

 

A company may buy back its shares for any of the following reasons. 

i. To support the share price – for instance, if the company 

believes the share to be undervalued 

ii. Flexible distribution of cash to shareholders – the buyback 

does not create a precedent for the future (in case of 

unanticipated cash needs such as capital expenditure, it 

can opt not to undertake the repurchase). The company can 

therefore do it at will and with differing amounts while 

maintaining its dividend payout ratio. 

iii. Tax efficiency – where the tax on dividends is higher than the 

tax on capital gains 

iv. To absorb increases in shares outstanding that has arisen from 

previous employee stock options 

v. Extra cash – the company can use repurchases in lieu of 

special dividends 

vi. To distribute cash to the shareholders.  

From these reasons, we can highlight some important differences 

between dividends and share buybacks.  

a. The company does not have to commit to carrying out 

the share repurchase after the announcement or see the 

buyback to its completion. The open market method 

offers the greatest flexibility in regards to this. 

b. In some countries, whereas dividends are received based 

on the shareholding, share repurchases do not distribute 

cash in a proportionate manner. Only those willing to sell 

will receive cash and sales may occur at different prices. 

c. As mentioned, taxation can be different. In Kenya, share 

buybacks are taxed at the capital gains rate of 5.0% and 

the company will pay stamp duty at the rate of 1.0% on 

the share purchase price when buying back the shares. 

Dividends on the other hand are subject to withholding 

tax rate at 5.0% for a resident and 10.0% for a non-resident 

as a final tax. 
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d. It involves a sale of shares (giving up some or all ownership 

interest in a company) 

 

There are some disadvantages and controversies relating to share 

buybacks. These include the perception of market manipulation (a 

temporary boost in share price that disguises underlying financial 

challenges) and negative impact on liquidity.  

Regulations around Share Buybacks in Kenya 

 

The purchase of a limited company’s own shares was introduced by the 

Companies Act 2015 (Part XVI of the Companies Act).  

The Capital Markets Authority (CMA) developed draft guidelines on 

share buybacks that will apply to companies listed at the Nairobi 

Securities Exchange (NSE). We note that the regulations are yet to be 

effected by the CMA and it is unclear how the group will proceed 

without the regulations in place.  

The draft guidelines provide additional requirements for share buyback 

transactions by listed companies, including disclosures, approval 

requirements and timelines. According to the CMA, the guidelines aim 

to enhance investor protection, promote liquidity and ensure 

transparency in share buyback transactions. 

The guidelines can be downloaded here but we highlight some 

important requirements pertaining to pricing and methods of effecting 

the buyback. We use NMG to illustrate how some of these guidelines 

could be implemented. We reiterate, the regulations have not been 

adopted and therefore this does not represent what NMG could 

eventually offer to shareholders. There also could be changes made to 

these guidelines. 

According to the current draft guidelines, share buybacks can either be 

effected through open market (i.e. on market) repurchase programs 

executed through tender offers or over a period of time on or off-market 

repurchases (a direct negotiation with a shareholder).  

For on market transactions, the guidelines require companies to indicate 

the maximum and minimum prices with detailed valuation reports to 

support these prices. According to the guidelines, the maximum share 

buyback price should be 10.0% above the weighted price average 

(WAP) of the share 10 trading days prior to the day of the Board 

resolution of share buyback. The announcement was made on 25th 

February, 2021 which would imply that the resolution was made on the 

24th (announcement has to be made within a day of the resolution). The 

maximum price would therefore be about KES 14.47 (again, this is just a 

rough estimate). 

The minimum price, according to the draft regulations, should be the 

nominal price of the shares (we assume here this is the par value; NMG 

has a par value of KES 2.5) or the prevailing market price of the shares at 

the time the resolution was approved by the shareholders (This will be 

dictated by market forces so it’s not easy to estimate. We can assume 

for NMG, given the recent rally, it’ll likely be above the par value. There 

is a possibility it could also be above the maximum price). The guidelines 

are silent on whether to pick the lower of the two but it is reasonable to 

assume a company would pick the lower of the two prices as the 

minimum price. 

For NMG, maximum price would be KES 14.47 while the minimum would 

be KES 2.50.  

With these draft regulations, we may have some interesting scenarios. 

Some companies have traded below their par values for extended 

periods of time. There is a possibility that the maximum price could be 

below the minimum price. It is not clear how a company should proceed 

in such a scenario. 
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Our View 

 

Investors can think of buy backs as another way of returning capital to 

shareholders (just like dividends). This is a financial transaction and should 

not have a bearing on the core business activities of a company. 

However, there may or may not be an impact on some of the 

company’s financial and valuation metrics such as earnings per share 

(EPS), price to earnings (P/E), leverage, price to book ratios etc. The 

extent of the impact (which could be zero) depends on factors such as 

the method of financing the share buyback (internal or external 

financing, cost of external financing) and price of the buyback.  

 

The announcement saw the share price edge up by 23.4% to close the 

week ending 26th February 2021 at KES 16.10. This week, the share price 

rose further by 9.9% on Monday to KES 17.70. Although the Group did not 

disclose the reason behind the share repurchase, we opine that it is likely 

the group’s management perceives the current share price as 

undervaluing the company. Although this creates some positive signal 

about the company’s valuation on one hand, it may also signal limited 

growth opportunities or inability to harness growth opportunities 

(company would return capital to shareholders in form of dividends or 

buybacks). 

We note the share price has been on a downward trend for the past 5 

years (from 2016) as shown in the chart. The stock hit its 52-week low in 

August 2020 at KES 9.00, having lost 77.4% since the year begun in 2020. 

 

 

 

Source: Bloomberg 

The decline reflects the group’s weak financial performance over the 

years. 

Key Metrics FY2019 FY2018 

Net Income Margin 9.38% 11.5% 

Current ratio(x) 1.93 1.95 

*Debt/Equity 10.54 0 

P/E(x) 8.56 11.61 

P/B(x) 0.97 1.65 

Return on Equity 10.9% 14.0% 

*Debt/Equity – Increased due to IFRS 16 adoption 

 

Key Metric 1H2020 1H2019 

Net Asset Value(NAV) 36.07 37.6 

P/B(x) 0.7  

 

Source: Company financials, Bloomberg 
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Profits after tax has been on the decline since 2015 from KES 2.0 billion to 

KES 848.8 million in 2019 (5 year CAGR -19.3%). This was on the back of 

revenues declining at a faster rate than the decrease in costs. Revenues 

have been steadily declining -from KES 12.3 billion in 2015 to KES 9.1 billion 

2019, a CAGR of -7.5%. The company’s revenues had come under 

pressure as the media and advertising space shifted more to digital 

platforms while the group relied more on its legacy businesses (print, 

radio and TV). We note that although combined costs (direct costs and 

operating expenses) have been declining over the 5-year period (CAGR 

-5.5% to KES 7.9 billion), the rate has been lower than the decline in 

revenues (-7.5%). As the result, the ratio of the combined costs to the 

revenues has risen from 80.7% in FY2015 to 87.7% in FY2019.  

We note that the adverse economic effects of the COVID-19 pandemic 

in 2020 saw companies cut back on advertising and marketing 

expenditure due to financial challenges and to conserve cash. Further, 

the COVID-19 restrictions lessened mobility of people and reduced 

circulation revenues. In1H2020 turnover fell by 40.3% y/y to KES 3.3 billion. 

The group reported a loss of KES 328.0 million (1H2019 profit: KES 580.8 

million). Cash and cash equivalents eased slightly by 0.2% y/y to KES 2.8 

billion. 

Although the easing of restrictions will help, we opine that the 

company’s fundamental challenges are yet to be fully addressed. These 

include higher newsprint costs, dip in advertising revenues and the need 

for digital transformation in the competitive environment. The group has 

however taken measures to try and overcome some of these 

challenges. For instance, the company is focusing on cost reduction 

measures and operational efficiency as well as growing new revenue 

streams. The group has been focused on its digital transformation 

strategy and changing the business model in line with the global trends. 

In February, Nation Media launched the premium section of its digital 

platform – Nation Africa – through which readers can subscribe to pay-

as-you-read content. The “Nation.Africa” platform acquired 240,000 

users within five months. Management has in the recent past talked 

about the challenges in monetizing its online presence. It’ll be interesting 

to see whether this digital transformation can make up for the lower 

revenues from legacy businesses.  

The share buyback may only have positive effects on the share price in 

the short-term but the long-term performance depends on how the 

group navigates the changing and challenging times.  

We are currently reviewing the valuation and will issue a second note on 

the company. This will help investors evaluate the offer once more details 

are disclosed and also the company as an investment opportunity. 
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Recommendations Guide 

LONG-TERM BUY: The Company has strong fundamentals. However, there are certain 

investments or strategies that would require an investor to have a long-term view of the 

company to allow for capital appreciation. Also, the company may be facing head wings 

which we view as short term 

BUY: Strong fundamentals. Minimal risks to the catalysts/growth drivers  

NEUTRAL: This is where the positives and negatives in a company almost balance out. You 

can accumulate for the long term.  

SELL: Deteriorating fundamentals. Risks outweigh the catalyst/growth driver 

 


