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The discovery of Oil & Gas resources in Kenya has opened up an unprecedented opportunity to accelerate
poverty alleviation initiatives and economic development in previously marginalised areas of the country.
These resources not only offer additional sources of revenue for development spending but provide
opportunities to cultivate business models across the value chain. Unlocking the potential of the private
sector will be a key determinant of carrying out rigorous economic growth and development at the county
level. Micro, Small and Medium Enterprise (MSME) Development in the Oil & Gas Sector must therefore
become a key priority for resource-rich counties. Adequate policy, regulatory and governance structures
must be put in place to foster county-level MSME development within these emerging economic sectors.

This document seeks to provide a guiding framework outlining the types of targeted policy interventions
that County Governments can adopt to facilitate the development of MSMEs supporting the oil &gas
sector. Using lessons from across the world, case studies, academic theory and expert input, this guide
transposes practical examples for MSME development in the Oil & Gas sector into a Kenya-specific working
policy framework for County Governments. The framework not only succinctly describes potential policy
interventions needed but also provides comments on the opportunities and challenges policymakers may
face in their execution. It is envisaged that this guide will provide a holistic overview of MSME development
in the Oil & Gas sector for County Governments.
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Foreword e..

The role of Micro, Small and Medium Enterprises
(MSMEs) in the effective functioning of an economy
is a phenomenon evident across the World. Indeed,
MSMEs have been recognized as the backbone of the
many industrialized nations and have been feted for
driving innovation and export competitiveness in an
increasingly globalized World.

In Kenya, a great majority of businesses fall under the
MSME category and these establishments provide
the largest source of employment. Despite their
prevalence, the impact of MSMEs on the Kenyan
economy has been muted and significantly held back
by structural constraints. The majority of MSMEs
in Kenya operate informally and find it difficult to
expand and grow beyond the micro classification.
In order to reap the holistic potential of MSMEs
for both economic growth and job creation, these
establishments must be encouraged to expand,
innovate, effectively participate and access markets
beyond the borders of Kenya.

The Kenya National Chamber of Commerce and
Industry (KNCCI) is at the vanguard of championing
the transformative potential of MSMEs for inclusive
and sustainable economic development in Kenya.
With full cognizance of the existing importance of
these establishments in providing a livelihood for
millions of Kenyans, the KNCCI has been developing
a working policy framework that seeks to outline
and address key issues facing MSME development
in the country. While the working policy framework
provides a generic approach to enterprise
development, it shall be translated into specific,
sector focused guides to enhance its utility to various
actors across the entire policy process.

It is with great pleasure, therefore, that we introduce
this first working policy framework for County-
Level MSME development with a focus on the
nascent Oil & Gas sector in Kenya. As the sector
begins to take full stride, it is imperative that
strategic policy interventions are introduced by
County Governments to improve prospects for local
value capture of opportunities by MSMEs. This
will go a long way in accelerating socio-economic
transformation and wealth creation in regions
of Kenya long disconnected from the national

economy. This guide will provide a series of policy
options available to County Governments in order
to fully reap the transformative potential of MSME
development in the Oil & Gas sector.

The KNCCI has been arduously developing
the working policy framework for enterprise
development and this specific guide through a broad-
based process of research, stakeholder engagement
and expert input and we would like to greatly
thank all involved in the project. Particular thanks
to the Kenya Extractives Programme (K-EXPRO) for
their support and Sahil SR Shah who was the lead
consultant in the development of both the working
policy framework and this specific publication. We
are further grateful to all our members for their
continued support and engagement without which
all our work would be for naught.

We have all the potential to transform Kenya into
a prosperous and inclusive nation. KNCCI hopes to
continue playing our role in helping achieve this
vision through the production of value-driven
content such as this guide.

ANGELA NDAMBUKI
CEO, Kenya National Chamber
of Industry and Commerce

KIPPRONO KITTONY
Chairman, Kenya National
Chamber of Commerce and Industry
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Introduction ..

Micro, Small and Medium Enterprises
(MSMEs) have been recognised across
the world by governments, multilateral
institutions and development organi-
sations alike as a key pillar of econom-
ic growth and development. Indeed, a
fundamental strategy employed by most
countries to promote economic growth
over the past thirty years has been try-
ing to expand the number, scope and
reach of MSMEs (Audrestch & Thurik,
2001).

Emerging out of the pressures of globali-
sation and increasing need for nimble en-
terprises, these businesses have become
the principal drivers of sectoral compet-
itiveness and innovation and provide a
sustainable avenue of job creation across
the economy. In many advanced nations,
the contemporary economy revolves not
around large conglomerates or multina-
tionals but rather the MSMEs who ser-
vice them, collectively employing and
generating most of the country’s Gross
Domestic Product (Audrestch & Thurik,
2001). MSME development is therefore
a crucial and unavoidable policy priority
for any country seeking to foster greater
economic growth and wealth creation.

In Kenya, MSME development has
been an evident policy priority since
the 1980s with numerous strategy and
sessional papers authored with the aim
of fast-tracking its progress. The impor-
tance of the sector for Kenya’s economy
is unquestionable, MSMEs currently
employ close to 14.9 million Kenyans
and represent 33.8% of national output.
More than 80% of all businesses in Ken-
ya fall under the MSME category and are
estimated to be 7.41 million in number
(KNBS, 2016). Despite these impressive
statistics, the MSME sector faces nu-
merous challenges, manifesting itself in
a majority of businesses unable to grow
out of only employing one or two people

and operating within the informal econ-
omy as unlicensed enterprises.

Another manifestation of the challenges
facing MSME development in Kenya is
in the geographic concentration of these
businesses. Close to 50% of all MSMEs
in Kenya are located in Nairobi County
and neighbouring counties within a 100
kilometre radius of the capital. In sharp
contrast, periphery counties such as
Turkana, Elgeyo Marakwet, West Pokot,
Marsabit and Baringo collectively host
less than 5% of all MSME:s in Kenya (See
Figure 1). This significant divergence
can predominantly be attributed to ge-
ographical and historical factors. The
periphery counties identified are located
within arid and semi-arid lands where

Kenyas traditional sectors such as ag-
riculture or tourism have not touched.
Kenya, since the colonial era, has prin-
cipally revolved around an agricultural
economy concentrated within the 100
Km radius aforementioned. Govern-
ment economic policy focus for the
greater part of Kenyas history has thus
been on developing agriculture and the
associated regions viable for this sector.
Due to these reasons, periphery counties
have been isolated from the national
economy for decades.

This situation, however, is being turned
on its head due to devolution and the
discovery of seemingly commercial
quantities of oil & gas. The intersection
of these two recent milestones now pro-
vides an unprecedented opportunity
to foster economic growth and wealth
creation in periphery counties. The pre-
viously isolated regions now have both
significant natural endowments and
institutions mandated with developing
tailored interventions to ensure that the
full economic potential of these resourc-
es are realised. The oil & gas sector thus

MSMES
CURRENTLY
EMPLOY
CLOSE TO

14.9
MILLION

KENYANS
AND
REPRESENT
33.8% OF
NATIONAL
OUTPUT.
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provides a ripe avenue for MSME devel-
opment at the county level through lev-
eraging business opportunities across the
industry’s value chain.

Policy conversations and formal initia-
tives around these opportunities have
already begun at the national stage. A
Local Content Bill was proposed to the
Senate of Kenya in 2016 and a year prior
to this the Ministry of Industrialisation,
Trade and Cooperatives had identified
local content in the oil & gas sector as a
key pillar of the Kenya Industrial Trans-
formation Programme (KITP).

A primary goal of both is to foster more
local value addition from the oil & gas
industry through direct employment,
preferred access to procurement and the
formation of local businesses to serve the

sectors needs. Local content policy and

legislation at the national level is the first
step towards leveraging business oppor-
tunities across the oil & gas value chain.
Across the world, local content policy
and legislation has been used to ensure
the creation and capture of value in
various extractives industries, crucially
extending benefits beyond revenues to
leave a lasting industrial legacy.

However, local content is also highly sub-
jective and dependent on country con-
text. Whereas some countries have used
local content to build on existing capacity
and capabilities and develop cross-sec-
toral enterprises, this is not possible
everywhere. An important considera-
tion, therefore, is the need for discussions
around the implementation and opera-
tionalization of these policy positions.

Local content legislation and strategy
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documents in Kenya certainly lay the foundation for
the emergence of local value capture around the oil
& gas sector, but the formation of MSME:s at a coun-
ty level is dependent on a multitude of other factors
as well. The mere emergence of national legislation
and strategy papers trying to augment local content
opportunities is unlikely to guarantee an immediate
market response, especially at the county level where
the need is greatest.

Due to the highly specialised nature of the oil & gas
industry, as well as limited knowledge about this
new sector, the organic growth of MSMEs around it
is highly unlikely. This is particularly the case for the
counties in Kenya that host oil & gas reserves as there
is next to no existing capacity to immediately seize
the emerging opportunities.

Therefore, even before the national level debates and
decisions on local content are finalised, a concerted
effort to put in place measures that foster a conducive
business environment around the oil & gas sector in

these counties needs to be adopted. Targeted policy
interventions to ensure that businesses can access and
profit from the oil & gas sector is critical and Coun-
ty governments must take steps in preparing for this
emerging sector. They can put in place the requisite
policies, structures and institutions needed to ensure
its holistic development beyond the receipt of re-
source revenue.

This document seeks to provide a guiding frame-
work outlining the types of targeted policy inter-
ventions that County Governments can adopt to fa-
cilitate the development of MSMEs supporting the
oil & gas sector. The framework not only succinctly
describes key policy interventions needed but also
provides comments on the potential opportunities
and challenges policymakers may face in their ex-
ecution.

It is envisaged that this guide will provide a holistic
overview of MSME development in the oil &gas sec-
tor for County Governments.
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Figure 1 Number of MSMEs in Periphery Counties (KNBS, 2016)
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1 Mombasa 17 Makueni 33 Narok
2 Kwale 18 Nyandarua 34 Kajiado
3 Kilifi 19 Nyeri 35 Kericho 3
4 TanaRiver 20 Kirinyaga 36 Bomet 6
5 Lamu 21 Murang’a 37 Kakamega
6 Taita Taveta 22 Kiambu 38 Vihiga 2 '1
7 Garissa 23 Turkana 39 Bungoma
8 Wajir 24 West Pokot 40 Busia
9 Mandera 35 Sampuru 41 Siaya
10 Marsabit 36 Trans Nzoia 42 Kisumu
Moisiolo 57 YasinGishu 43 Homa Bay
12Meru—“ 28 Elgeyo Marakwet 44 Migori
13 TharakaNithi 59 Nangi 45 Kisil
14 Embu 30 Baringo 46 Nyamira
15 Kiti 37 Laikipia 47 Nairobi
16 Machakos 33 Nakuru

Licensed Unlicensed Total MSMEs in % of Total MSMEs in
MSMEs (‘000) MSMEs (‘000) the County (‘000)  Kenya (7.4 million)

Turkana 7.3 108.8 116.1 1.57%

Elgeyo Marakwet 5.6 218 27.4 0.37%

West Pokot 31 64.4 67.5 0.91%

Marsabit 2.2 37.9 40.1 0.54%

Baringo 16.9 84.1 101 1.36%

TOTAL 351 317 3521 4.75%
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The Oil & Gas Sector ...

This section seeks to provide a brief overview of the
salient characteristics of the oil & gas industry with
particular references to the key stages of the sector's
value chain. The section will further highlight Ken-
yas current position within this value chain and its
projected trajectory and timelines.

Hydrocarbons

Oil &gas reserves are formed over thousands of years
through the integration of organic material (remains
of plants and animals) with forming rock. The expo-
sure of this mix to high temperatures and pressures
deep with the earths crust produces the chemical
compound known as hydrocarbons, the core compo-
nent of oil &gas.

Upstream Activity

These hydrocarbons are brought up to the sur-
face through the process of drilling into a reservoir.
Once the reservoir is tapped, and commercially vi-
able quantities of hydrocarbons are found, it can be
pumped to the surface. This entire process if referred
to as upstream oil &gas activity and is carried out by
Exploration and Production (E&P) companies. These
companies focus on sourcing reservoirs, drilling
wells, and producing and selling these materials for
further processing into products such as petrol (Har-
man, 2016). E&P companies generally do not have
in-house drilling equipment or a drill team, they hire
companies to carry out the work of drilling wells. Re-
ferred to as oilfield/gas field service companies, they
provide the infrastructure, equipment and services
required to extract the resources. This includes seis-
mic testing, transporting and building rigs as well
as the actual drilling process. Once a well is drilled,
many other activities are involved in generating and
maintaining its production over time. These activities
include well logging, cementing, casing, perforating,
fracturing and are collectively referred to as well ser-
vicing. These are sometimes undertaken by oilfield
service companies but can be outsourced to further
companies (Harman, 2016).

Midstream Activity

Once the hydrocarbons are extracted from the res-

ervoirs and brought up to the surface, they must be
appropriately stored and transported for processing.
This activity is carried out in varied ways depending
on the country-specific situation. Pipelines, rail, bar-
rage, oil tankers or trucks are all modes of transport
used across the World.

Downstream Activity

The processing of hydrocarbons through the refining
of crude oil and purifying of natural gas into numer-
ous consumer products constitutes one segment of
downstream activity. This segment is mainly carried
out by refining companies who operate large-scale
industrial processing plants that transform the hy-
drocarbons into more useful products such as kero-
sene, gasoline and diesel fuel. The other segment of
downstream activity involves the marketing and re-
tail distribution of the products all the way down to
the point of sale. A number of large oil companies are
vertically integrated across both the upstream and
downstream sectors but a significant portion of the
latter activities are carried out by smaller companies
who deal directly with end-user consumers.

are carried out by smaller companies who deal di-
rectly with end-user consumers.

Kenya’s Oil & Gas Sector

The first recoverable oil resources in Kenya were
discovered in the Lokichar Basin of Turkana County
in 2012. Since then, an accelerated exploration and
appraisal campaign has been completed in the basin
and initial assessments indicate recoverable resources
of up to 750 million barrels of oil. While these may
seem to be significant, put into context, the proven re-
serves in Kenya are a mere 2% of Nigeria’s proven re-
serves of 37.2 billion barrels and just 1.6% of Libya’s
proven 46.4 billion barrels. Kenya will not therefore
become a leading producer of exporter of oil on the
global stage.

Nevertheless, the sector provides an unprecedented
opportunity to foster economic development in pe-
riphery counties through augmented fiscal revenues
for socioeconomic spending and local content oppor-
tunities. Due to large-scale infrastructural necessities
of the industry and the geographic location of the
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deposits, it will take a number of years to optimally
develop the fields and begin production. It is estimated
that oil production will begin sometime between the
years 2020 — 2022. The production of natural gas, on
the other hand, is expected to begin in 2025 and peak
by 2033 (World Bank, 2016).

As the information and data above shows, the up-
stream sector in Kenya is still at a preliminary and
frontier stage with a number of years still to go be-
fore production is expected to begin. This is highly
dependent on proposed midstream infrastructural
development plans which will play a key role in the
viability calculations and decisions of E&P companies.
This latter aspect is the preserve and responsibility
of national Government and has seen some progress
with the proposition of an 820 km pipeline running
from Lokichar to Lamu, with the expected completion
year set for 2021.

The downstream sector for oil in Kenya has been
well established for decades delivering products to

consumers. Kenya Pipeline Company (KPC) is the
main player in this sector with the mandate to own
and operate a multi-product pipeline network and
facilities for transportation, storage and distribution
of refined petroleum products. In terms of the other
downstream activity of refining, prior to its closure in
2013, the Kenya Petroleum Refineries Limited (KPRL)
was the main player. Discussions on revamping these
activities are still ongoing with new refineries
proposed for the port of Lamu where the Lokichar
pipeline is expected to terminate (KEPTAP, 2016).

Notwithstanding this, it is important to note that the
majority of downstream activities will happen outside
of the periphery counties identified with hydrocarbon
reserves and its harmonisation with the upstream sec-
tor is a priority and function of the national Govern-
ment. Therefore, this guide and the envisaged inter-
ventions by County Governments will primarily focus
on value capture in the upstream sector with some
attention given to opportunities across midstream ac-
tivities.
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The Policy Framework

Creating and capturing value in the oil & gas industry
for local enterprise is expected to focus on backward
linkages through preferred procurement and
utilization of locally produced input materials, linking
the nascent oil sector with existing sectors in the local
economy (Adedeji & Sidique, 2015).

This is conventionally initiated through affirmative
action initiatives, such as local content policy and
legislation, with indigenous firms expected to be
able to respond to the opportunities arising from this
period of protection.

Forperiphery counties, however,animmediate market
response to affirmative action initiatives is unlikely as
they have the lowest number of MSMEs in the entire
country. Therefore, it is imperative to design and
implement concerted MSME and entrepreneurship
development policies as an antecedent to local value
capture within the oil &gas industry.

The constraints to business activity must first
be identified and interventions designed by
County Governments to prepare for the emerging
opportunities. This guide presents a working five-

point policy framework to assist the respective County
Governments in designing and implementing the
required interventions to foster MSME development
with specific reference to the nascent oil &gas sector.

Information &
Awareness

Legal &

Supporting
Infrastructure

Access to
Finance

Capacity
Building

Regulatory
Environment
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INFORMATION
& AWARENESS

KEY ISSUES

Information

& awareness
onstartinga
business in the
County
Information &

awareness on
the sector, its
developments
and opportunities
Information &

awareness on
the standards
and procedures
required to meet
opportunities
Information &
awareness on
procurement
opportunities
when they arise

The role of information and aware-
ness in MSME development, espe-
cially for developing economies, has
generally revolved around the availa-
bility and accessibility of information
on the steps required to start and op-
erate a business (Hanna, 2009).

This is complementary to the next
point of the framework and seeks to
clearly elucidate the legal and regula-
tory requirements of starting a busi-
ness within the industry.

While this is certainly an important
consideration with respect to the
overall framework, when it comes to
the oil & sector it is but one of many
others. As aforementioned in the
introductory sections, the sector is
often treated as specialist due to the
ubiquity of technical jargon and com-
plicated business processes.

In order to open up business oppor-
tunities and improve the entry and
access of MSMEs within the industry,

this information and awareness bar-
rier must be overcome.

For the oil & gas sector in Africa, it is
an empirically proven fact that insuf-
ficient information on the industry
including oil developments, prospects
and existing business opportunities
as well as insufficient information on
procedures for entering into contract
agreements with oil companies has a
direct impact on the participation of
SMEs and willingness to invest in the
industry (Wamono & Kikabi, 2013).

Indeed, so significant is this variable
to initiating private sector develop-
ment in the sector that countries such
as Uganda and Angola have devel-
oped national level communication
and sensitization strategies to counter
the information barrier.

Working Policy Framework Towards MSME Development in Oil &Gas Counties



BUSINESS OPPORTUNITIES IN THE OIL & GAS VALUE CHAIN
SPECIALIST

DIRECT

Infield services
Inspections
International Freight

services

Civil, electrical
8§ mechanical

engineering

Environmental ‘ ‘p'
services Seue BUEC

Infield transport
Specialist trades

Key Issue

Information
&awareness
on starting
a business in
the County

Description

Each step required in the
process of registering and
operating a business within
the given legal & regulatory
environment of the County and
Country at large.

Seismic surveys
Well drilling

Action

Research and compile a
document outlining the step-
by-step approach required to
start and operate a business in
the respective County.

)

Output

An online portal/ physical
pampbhlet that gives details on
the process and outlines each
step required.

INDIRECT
Hospitality services
Human resources
Customs clearance
Training

Emergency services
ICT services
Medical services
Security services
Waste management
Crane hire

i F‘Freigh’c forwarding

\

A

Comments

This is will not only be useful
and effective for emerging
MSMEs the oil &gas sector
but will serve the wider role of
improving the overall business
environment for the respective
Counties.

Information &
awareness on
the sector, its
develop-
ments and
opportunities

General information about the
sector, its main characteristics,
the expected timeframe of
development, emerging oppor-
tunities, data and statistics and
business models and processes.
Such as that provided in the
preceding information snap-
shot and introductory section

Research and translate
information on the sector into
accessible forms to general
public.

Formulate communication
strategy targeting sensitiza-
tion and awareness creation

Bite-size information pieces on
the oil &gas sector transmitted
with an effective commu-
nication strategy targeting
outreach through innovative
and effective means such as via
enterprise/information centres,
chambers of commerce and
community notice boards.

This point of the framework not
only will assist the formation
and operation of MSMEs to cap-
ture local content opportunities
but through clear information
and improved awareness, one
can also manage expectations
and reduce speculation. These
are two very real issues already

Conduct seminars and work-
shops on this information,
clearly outlining to the key
stakeholder group the compli-
ance requirements.

#1 on sector characteristics. on upcoming plans, develop- manifesting themselves in
PRIORITY ments and opportunities in counties such as Turkana.

the sector.
Information Specific information sourced Collaborate directly with An online portal/ physical This is an action required at
&awareness | from the oil companies onthe | oil companies to document pamphlet clearly detailing the latter stages of this point of the
on the stand- | technical, safety, quality, time, | standards, procedures, policies | standards, procedures, policies | framework after the first priority
ards and and operational requirements and certifications required by | and certifications required to above is addressed. The difficulty
procedures to meet the standards for vari- | them to comply for contracts/ | qualify for opportunities. Also in executing this particular
required to ous opportunities presented. opportunities. communicated through the point will be identifying the key
meet oppor- alternative communication stakeholders to transmit this
tunities channels detailed above. information to and developing

an effective outreach strategy to
ensure they receive and under-
stand the information.

Information &
awareness on
procurement
opportunities
as they arise

Adverts/ posts on the various
procurement opportunities
across the oil & gas value chain
as and when they arise.

Collaborate directly with oil
companies to continuously
and promptly receive updates
on the procurement opportu-
nities as and when they arise.

An online portal that hosts
and continuously updates
the various procurement
opportunities that arise from
the sector.

The online portal envisaged here
would be in unison with the
preceding point on the stand-
ards and procedures required as
the two work in tandem.

Working Policy Framework Towards MSME Development in Oil & Gas Counties
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LEGAL & REGULATORY
ENVIRONMENT

KEY ISSUES

Ease of Entry &
Access
Business
Registration

Licenses &
Permits
Tax, Fines &
Fees

Around
79% of all
MSMEs are
unlicensed
while

only 21%
operate
with a
license

A streamlined legal & regulatory envi-
ronment for MSMEs is an imperative
aspect in ensuring both the seamless
growth and effective operation of these
enterprises. For Kenya, business regula-
tory environment has been identified
as the main constraint facing MSME
development; this is principally char-
acterised by the number and cost of
licenses and permits, bureaucratic pro-
cess of business registration and high
taxes (KNBS, 2016).

These findings are further reflected
through the World Bankss ‘Ease of
Doing Business' report as well as the
sheer number of unlicensed enterprises
compared with their licensed counter-
parts. For the former, despite successive
improvements in overall ranking, Ken-
yas score for the ‘starting a business,
‘dealing with construction permits and
‘paying taxes parameters are ranked
significantly poorer than the global
average (World Bank, 2017). The lat-
ter point is a manifestation of the fact
that in an economy with a less than
conducive business environment, there

are bound to be more unlicensed enter-
prises (Hanna, 2009). In Kenya, around
79% of all MSME:s are unlicensed while
only 21% operate with a license.

The above description outlines the
overall national position and average,
and therefore the situation in the five
periphery counties identified is no dif-
ferent. On some levels, however, the
five counties come out significantly
poorer. Out of the 352,000 MSME:s cur-
rently operating within the five coun-
ties, only 10% are licensed while 90%
remain unlicensed (see figure 1, page
8). Not only do unlicensed enterprises
have fewer opportunities to grow, get
credit and build capacity, they will not
be able to access local content opportu-
nities presented by multinational firms.

The two most important and cross-cut-
ting sub-variables for each of the last
three of the issues identified are time &
cost. County Governments must there-
fore tackle these issues by asking them-
selves; how can we reduce the time and
cost of this process for businesses?
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While the majority of issues identified for this first
point of the framework are present across all coun-
ties in Kenya, the ease of entry and access to the
market is specifically relevant to the five counties
and the oil & gas sector. Due to its highly specialised
nature and often unknown business processes, im-
proving entry and access to the oil & gas sector is

dependent on a very precise form of intervention
namely local content policy/legislation. This inter-
vention lays the foundation for market entry and is
an unavoidable prerequisite to ensuring that busi-
nesses can access industry opportunities. It is thus
the number one priority for County Governments
to pursue for this point of the framework.

Key Issue Description Action Output Comments
Ease of Entry | Before seizing oppor- Translate National | County Local The national level local content
&Access tunities available, it is Local Content Policy | Content Policy | policy &legislation is yet to
imperative that businesses | &Legislation to the | & Legislation be harmonised and finalised.
are able to access them. County Level This may delay the process for
Improving entry into the County Governments but they
market is the principal must nevertheless proactively
consideration for this point engage in the process at the
of the framework. national level as key stake-
holders.
Business This involves the process Standardise costs Lower costs The issue of business registra-
Registration | and procedures of applying | and process of busi- | and faster pro- | tion has been identified and is
for a business permit. It has | ness registration cess of business | being addressed at a national
been generally described as | based on National | registration level. There are no novel inter-
being difficult, bureaucratic | model and average. ventions but simply appropri-
and expensive. ating and implementing what
exists at the county level.
Licenses & This is the various other Create one, all-in- Oil &Gas Sector | Much like for the first point,
Permits licenses and permits clusive license for Business Li- this is also specific to the oil
required to operate within | business operations | cense/Permit &gas industry. Due to the
a specific industry. Again, | within the oil & gas fact that the majority of local
#1 PRIORITY thfe iSS|:JES that arise here sect(?r anq stan- content opportunities will
primarily emerge from the | dardise with other be found through backward
sheer number required and | sectors. linkages at the production
their cost. stage of the value chain, a
single license/permit can be
created specifically for these
operations.
Tax, Fines& | Kenya is notorious for its Research and devel- | County-Level Due to the slow pace of fiscal
Fees heavy taxation but also op a tax strategy/ Tax strategy decentralisation there is a
the numerous (and often policy for the coun- | and policy natural inclination to raise
informal) fines & fees levied | ty that takes into additional county-level taxes
upon businesses. Much like | consideration the to supplement revenue dis-
the preceding two issues, | challenges facing bursements from the national
this one also revolves MSMEs. government. While efforts
around the time and cost can be made to dissuade the
factors. Introduce short- introduction of these addition-
term tax exemption al taxes, until the issues at a
for local businesses national level are addressed,
operating within County Government incentives
the oil & gas sector will always be aligned to rais-
value chain. ing more taxes for additional
revenue.
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ACCESS TO FINANCE

KEY ISSUES

Supply of
Finance from
Formal and
Innovative
Lending

Institutions
Viability of
MSMEs to
Absorb Finance

It is a commonly recognised fact, across
both developed and developing coun-
tries, that access to finance is a major
challenge for MSME development
(Berger &Udell, 2005).

Finance is the lifeblood of any business
and is required for the process of both
starting a venture and maintaining
operations. MSME:s find it particularly
difficult to access finance due to a num-
ber of factors including an inadequate
number of assets to use as collateral,
lack of satisfactory business plans and
accounting reports, and insufficiently
high levels of profitability or liquidi-
ty. These constraints force MSMEs to
move away from formal lending insti-
tutions and seek alternative sources of
funding such as those displayed in the
graphic below for Kenya:

For the oil and gas sector, it is difficult
to see how these alternative sources of
finance would be sufficient to meet the
required levels of capital for both start
up and operations. Therefore, policy
interventions must be focussed on im-

proving access to formal and innova-
tive lending institutions so that MSMEs
can effectively initiate business activity
and expand capacity with sufficient
capital. However, improving the sup-
ply and access to finance from formal
institutions is only one of the hurdles
that face MSMEs for this particular
point of the framework.

As mentioned above, the main reason
MSMEs move away from formal lend-
ing mechanisms is because of certain
characteristics that they inherently
possess such as low collateral and lack
of accounting reports.

Therefore, the second hurdle to ad-
dressing this point of the framework is
in improving the viability of MSMEs to
absorb capital from formal and innova-
tive lending institutions. The challenge
of access to finance must be addressed
through successively solving the two
hurdles; supply of finance from formal
and innovative lending institutions and
the viability of MSMEs to absorb this fi-
nance.
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ACCORDING TO THE SURVEY RESULTS,

80.6%

OF ESTABLISHMENTS
REPORTED FAMILY/OWN
FUNDS AS THE MAIN SOURCE
OF START-UP CAPITAL

4.2

OF BUSINESS OWNERS
GOT LOANS FROM FAMILY
AND/OR FRIENDS TO
START THEIR BUSINESS

BANKS FINANCE
5.65% OF
MSMES,

CHAMAS 1.4%
COOPERATIVES
ONLY 0.4%

THE GOVERNMENT
FUNDS 0.1%



3.1. Supply of Finance from Formal Lending Institutions

When it comes to the particular context of MSME de-
velopment within the oil & gas sector, three general
categories of formal lending mechanisms can be iden-
tified:

1. Commercial Finance - this refers to loans ex-
tended to enterprises from institutions operating
from within the private sector such as commer-
cial banks, micro-finance institutions and others.

2. Development Finance - this refers to loans ob-
tained and extended from development finance
institutions such as the International Finance
Cooperation (IFC), African Development Bank
(AfDB) etc.

3. Affirmative Action Finance - this refers to funds
set up by public sector actors such as Govern-
ments or development agencies for the specific
purpose of promoting a development agenda
such as job creation and self-employment.

For commercial finance, lending institutions that
work under this category focus on a market and
profit oriented model i.e. they will set up and extend
loans in the geographic areas and sectors that they
believe will yield them a high return.

As it stands, in some of the most commercially robust
regions and sectors in Kenya, loans are difficult for
MSME:s to obtain; as the graphic above shows, banks
only finance 5.6% of all MSME:s in Kenya. Given

this situation, as well as the fact that the oil&gas is a
relatively new and risk-prone sector, it is difficult to
see how these lending institutions would be attract-
ed to set up and extend loans to MSME:s in periphery
counties without any tangible evidence of the profit-

ability of enterprises operating within the sector.
Development finance is an alternative lending mech-
anism to private enterprises that has become increas-
ingly apparent and widespread amongst developing
countries over the last decade. Development Finance
Institutions (DFIs) such as the African Development
Bank, the World Bank (through the IFC) etc. pro-
vide credit in the form of higher risk loans, equity
positions and risk guarantee instruments. DFIs are
usually founded and backed by developed economies
as part of their economic development cooperation
mandates. Increasingly, DFIs have begun attempts to
bridge the financing gap for SMEs through targeted
initiatives, the World Bank Groups Finance and
Markets Global Practice, for example, has around $3
billion committed globally in lines of credit to SMEs.

The third category, affirmative action finance is
arguably the most appropriate and indeed innovative
for the context of this study and promoting the de-
velopment of MSMEs in the oil &gas sector (there is
already an active fund operating within this specific
area with a large scope for expansion). Affirmative
action finance for MSME:s already exist in Kenya
through the Youth Enterprise Development Fund
and Uwezo Fund and have been deployed to promote
job creation and reduce unemployment levels.

These funds certainly have great potential to provide
an initial impetus for enterprise development and in
doing so augment the commercial viability of local
content within the oil &gas sector. This latter point
has the further potential to naturally attract more
market oriented lending institutions mentioned
above to participate in the sector’s development.

Memorandum of
Understanding
extending technical
and financial support
to existing funds.

This is an option available to all coun-
ties identified (because NKGC operates
in Northern Kenya as a whole) but is
most immediately applicable to Turka-
na County due to the partner Turkana
Catalyst Initiative (TCI).

Allocate money in the
county budget for

a fund that targets
SMEs in the oil & gas
sector.

Organically developing a home-grown
fund is another option available to
County Governments. This is, however,
the most technically difficult and ex-
pensive option of the three provided.

Supply of Amongst the three formal financ- Partner with
Finance ing mechanisms identified, the op- | existing funds
from formal | tion of affirmative action financeis | like the North-
lending deemed to be the most appropriate | ern Kenya
institutions | for this particular context. This is Growth Capital
because these funds already exist in | (NKGC)
(Affirma- Kenya and within the specific sector [ "
tive Action | in question as well as the inherent | ¢ -1c
Finance) characteristics of the oil & gas d
o evelopment
sector which is likely to deter com- [ —
#LPRIORITY | 1o cia) finance. It is herein argued . g
with support
that the focus of County Govern-
o from DFls
ments should be on actualising
the potential of affirmative action Partner
funds with development finance with Youth
providing an optional supporting Enterprise
hand through technical assistance | Development
and additional capital. Fund/ Uwezo
Fund

Memorandum of
Understanding with
the respective affir-
mative action fund,
extending technical
and logistical support.

The penetration of the existing
(National) affirmative action funds can
be augmented through a partner-
ship with County Governments and
thus presents a mutually beneficial
outcome.
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3.2. Viahility of MSMEs to Absorb Finance

While the supply of finance from formal lending institutions is indeed important, an increased supply will be
for nought if MSME:s are not adept to absorb this finance. Across the world, the issues frequently cited as being
the reasons for low formal MSME financing revolved around the internal characteristics of MSMEs. These
issues can be elaborated through the 5Cs of Credit framework which is used by many lenders to determine the
creditworthiness of potential borrowers.

Key Issue Description Action Output Comments

Character | This is the indicator of | Set up or sponsor training Accessible, This intervention could begin to address
stability and refers to | facilities that address the functional and one of the basic concerns outlined in the
the experience, track | fundamentals of financial sustainable train- | introduction on improving sound business
record and credit management and literacy. ing facilities practices amongst MSMEs.
history of a business.

Capacity This is the indicator Develop formal system/ LPO Verification/ | Projected incomes from local content
of a borrower’s ability | framework for Local Purchase | Validation System | opportunities will be based on procure-
to repay the loan ex- | Order (LPO) verification and ment schedules of the larger firms and
tended and focusses | validation that provides a level thus LPOs provide a substantial guarantee
on the debt-income of credence to the enterprise’s of income and especially if verified by a
ratio of the business. | activities and transactions. formal system within the County Govern-

ment administration.

Capital This is the busi- Address concerns and im- Supporting and It is envisaged that the affirmative action
ness's net worth plement one of the options expanding reach funds will be able to provide an initial in-
i.e. how much of outlined under section 3.1. of affirmative jection of capital into the enterprise that
the borrower’s own above on affirmative action action funds. improves the standing of the business in
money is invested in | financing. this regard.
the enterprise. Assets
minus liabilities.

Collateral | These are the (fixed) | Develop legal and policy Legal and policy There has been some recent success in Ni-
assets that the po- framework for secured trans- | framework for se- | geria, through the World Bank, developing
tential borrower can | action registries that provide | cured transaction | an online collateral registry.
use to give assurances | enterprises with an oppor- registries.
to the lender and tunity to leverage movable
which the latter can assets (inventory, accounts ) . ’ )
repossess in case of | receivables & equipment) into This can potentially be synergised with the
default. capital. LPO verification system and one online

platform developed.

Conditions | These are the wider, Improve security and protec- | Lower security risk | There is, unfortunately, not much Coun-
external circum- tion of local enterprises. for enterprises. ty Governments can do to influence the
stances that affect macroeconomic risk or commodity prices.
the business e.g. County Governments can, however, seek to
macroeconomic envi- address conditions such as security.
ronment, commod-
ity prices &security
concerns.
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CAPACITY BUILDING

KEY ISSUES

Enterprise Centres

One of the key tenets of MSME Devel-
opment recognised by Vision 2030 is
the need for capacity building initia-
tives. To this end, the Micro and Small
Enterprise Authority (MSEA), estab-
lished in 2012, has as one of its direct
mandates, ‘to formulate capacity build-
ing programmes for micro and small
enterprises (KNBS, 2016). The capacity
building referred to above primarily
revolves around internal management
and decision-making abilities of the
respective enterprises owner. Ensuring
these decisions are sound, therefore,
comprises an important component of
MSME development and the success of
these enterprises.

While this form of capacity building is
important, when it comes to the oil&gas
sector there are further, more techni-
cal, forms of capacity that are required
to ensure success. This draws directly
from Point 1 of the overall framework,
that outlines one of the key issues as im-
proving information and awareness on
the standards and procedures required
to meet local content opportunities.
These are the specific technical, safety,

quality and operational requirements
to meet the standards for various op-
portunities presented. This particular
point of the overall framework must
therefore address both the generic ca-
pacity building needs of MSMEs such as
internal management practices as well
as the more technical requirements
needed to meet procurement standards
of the larger firms operating within the
sector.

While two different categories of capac-
ity building have been identified above,
the answer for both can be effectively
encompassed through one intervention,
namely the establishment of enterprise
centres. These centres impart business
skills and facilitate the exchange of
information between buyers and sup-
pliers and thus help streamline supply
chains in the oil and gas industry.

Enterprise centres have been proven
successful in the oil and gas sector of
both Angola and Chad and provide a re-
markably simple but effective interven-
tion to boost MSME participation across
the industry’s supply chain.
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Established in 2005

Generated 4809 jobs and certified more than 100
companies

Delivered over 224 training courses

Participant SMEs won 300+ contracts
Established a database of over 1400 SMEs
Notable alumni SMEs include NASA Commercial
Import and Export Ltd who have been supplying
protective equipment to Chevron for the past ten

{

CASE STUDY: ANGOLA
Centro de Apoio Empresarial (CAE)

CASE STUDY: CHAD
The Chad Enterprise Centre

- Established in 2004

»  SME database containing more
than 1300 enterprises

+  301local SMEs recipients of 3-5 year
contracts ranging from $99,000 -
$600,000.

- SMEs have received contracts
totalling $56 million and purchases
of goods and service from local sup-
pliers have totalled $175 million.

Comments

The process of successfully establishing and operating
enterprise centres is dependent on the cooperation of all
stakeholders in the oil and gas industry. Therefore, the first
step in implementing this point of the framework is carrying
out comprehensive research and engaging key actors in the
process.

The experience of both Angola and Chad suggests that this
is the most fundamental step. A minimum consensus must
be generated in order to establish and operate enterprise
centres. Achievement of this action directly feeds into the
process of implementing the second action outlined below.

years.

KeylIssue  Description Action Output
Enterprise centres Carry out Report outlining
are networking and | pre-project the viability of

Enterprise | training hubs that research enterprise centres

Centres allow citizens and and data within given
local companies gathering context.
to gain business and develop

) skills, information, | a rigorous Consensus
contacts and other | stakeholder | amongst stake-

PRIORITY X K .
skills required to analysis/ holders on the
capture local con- | engagement | need for enter-
tent opportunities. | strategy. prise centres.
These centres focus
on skills develop-
ment an.d'lmp.rovmg Seek Agreements and
the partlapat'lon' of strategic MoUs extending
local companies in partnerships | financial and
the supply of goods tosetup& technical support
and services in the P PP

i X operation- towards the
oifand gas industry. alise the development and
Enterprise centres enterprise operationalization
are envisaged to centres. of countyjlev-
provide support el enterprise
to MSMEs in the centres.
overall effort to
boost local content
and participation in
extractives industry.

Angola’s enterprise centres were established through the
support (technical & financial) of the national oil company
and multinational oil companies working in the country.
This both supports the process of initiating the centres and
greatly augments relevant content delivery through leverag-
ing these partnerships.

Chad’s enterprise centres were set up through a partnership
with the IFC and the national chamber of commerce. This
provided both financial and technical support as well as a
pre-existing network of business expertise.

Counties must similarly seek strategic partnerships with
multinational oil companies, chambers of commerce, DFls
and relevant authorities such as the MSEA.
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SUPPORTING INFRASTRUCTURE

KEY ISSUES

Access to electricity
Access to water

Access to
telecommunication
& computer services

“The ease

of access to
these utilities

is important in

all business-
related activities
especially in the
manufacturing
and services
sectors...and the
quality of available
infrastructure

has a significant
influence

on MSMEs
competitiveness.”
(KNBS, 2016)

The four preceding points of the over-
all framework discussed hitherto, have
focussed on policy interventions that
build the ‘soft’ infrastructure required for
MSME development ie. the institutions,
regulations, capacity, processes and gov-
ernance mechanisms. However, to effec-
tively realise the transformational poten-
tial of the oil &gas industry at the county
level, ‘hard’ infrastructure projects must
also be aptly designed and implemented.

Infrastructure such as roads, pipelines,
electricity transmission lines are a key
part of the overall development of a suc-
cessful oil & gas industry. They directly
influence the commercial viability of
discoveries and determine the pace of
extraction and midstream sector devel-
opment.

In Kenya, the oil &gas reserves are located
in some of the most remote areas of the
country that have long been disconnect-
ed from the mainstream economy. The
infrastructure deficit in these counties is
thus far more palpable than in other areas
of the country.

County governments must continue to
prioritise and streamline transport in-
frastructure such as roads, as part of their
overall economic transformation goals.
However, the development of larger
(midstream) infrastructure requirements
is a function of the national Government
and County Governments must seek to
work alongside the relevant national
agencies in harmonising overall infra-

structure plans for the oil &gas sector.

When it comes to MSME development,
large infrastructure projects such as
roads certainly benefit these enterprises
but there are more basic infrastructure
requirements that provide an immediate
hurdle to their activities. The MSME Sur-
vey 2016 identified three key issues as a
proxy for the assessment of the quality of
infrastructure available to entrepreneurs.
These are; access to electricity, water and
telecommunication & computer services.

Basic infrastructure and utilities are a
priority for any County Government and
represent a core component of econom-
ic and social transformation initiatives.
County Governments, through their
County Integrated Development Plans
(CIDPs) and County Investment Plans
(CIPs), already have a predisposition to-
wards building and upgrading supporting
infrastructure projects identified.

This point of the policy framework, there-
fore, does not seek to introduce new ide-
as or prescribe new policy interventions
but rather emphasise how focussing on
alleviating basic infrastructural deficits
has significant cross-linkages to private
sector development and wealth creation.
Rationalising basic infrastructure facil-
ities through the context of the overall
five-point framework will highlight how
necessary prioritising the development
of these utilities are for MSME develop-
ment in the oil &gas sector and beyond.
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Key Issue

Access to Elec-
tricity

Description

Access to an affordable and reliable
source of electricity is a prerequisite
for the effective operation and func-
tioning of any businesses. The five
counties identified have very low
connectivity to the national grid.

Action

Prioritise ‘access

to electricity’ and
coordinate projects
alongside national
Government agencies
like the Rural Electrifi-
cation Authority.

Output

A greater
percentage of
the county popu-
lation with access
to electricity.

Comments

The five counties identified
have highly dispersed pop-
ulations with a population
density 4 times lower than
the national average. There-
fore, county governments
must work alongside na-

information’ point of the overall
framework allowing businesses to
gain knowledge on best-practice,
opportunities and indeed submit
registration documents, requests
for proposals (RFPs) and tender
documents.

communications
and computer
services.

Faster, more sta-
ble and affordable
services.

#1PRIORITY ] "
tional Government agencies
. in implementing electrifica-
Access to elestrlut.y in Turkana, tion projects. Harmonising
foor example, |? estlmateq atonly (Turlfa!na has set an county plans with proposed
1% of the entire population. ambitious target of interventions from national
30% by 2019 in their agencies will be crucial to
County Investment IR,
Plan).
Access to Water is an important input in Carry out research Study on current | Access to water within the
Water certain businesses activities within | on expected water and projected five counties identified is a
the oil & gas supply chain such needs of businesses water needs of sensitive topic and one that
as construction and hospitality and enterprises taking | MSMEs within must be approached with
services. Access to an affordable and | into account relevant | the county that due research and process.
reliable source of water is therefore | county context. informs contextu- | Water is not a devolved func-
an important factor that will influ- al and innovative | tion and therefore interven-
ence the success of MSMEs in these interventions by | tions are carried out by na-
counties. national Govern- | tional agencies. As it stands
ment. there is limited information
of current water infrastruc-
. ture and whether this suits
As aforemgntioned, the five coun- the needs of an emerging oil
ties identified are in geographic & gas sector. The first step
areas declared as arid or semi-arid to addressing this challenge
with very limited access to water. In is carrying out a situational
fact, water is often a source of con- analysis and then mapping
flict and represents a security threat out the expected needs of
to the counties if not addressed. the sector to design specific
With this in mind, interventions PERETETE,
to improve access to water must
be very contextual and specifically
designed given the situation.
Access to Telecommunications and computer | Prioritise developing | A greater Telecommunication
telecommu- services, in the digital and infor- telecommunications percentage penetration in Kenya is
nications and mation age, are important utilities and computer infra- of the county quite high compared with
computer for business. This function is crucial | structure. population with regional counterparts. It is
services. in operationalising the ‘access to access to tele- estimated that almost 90%

of the population use mobile
phones and 99% of access

to internet is through mobile
phones. The goal here is
improving the speed, reli-
ability and price of services

in periphery counties, as well
increasing the penetration
and use of computer services.
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Way Forward eee

USING THE POLICY FRAMEWORK

The five-point policy framework outlined provides
an overview of options available to County Govern-
ments to foster MSME development within the oil &
gas sector. It is important to emphasise, however, that
policy design and implementation is highly contex-
tual. The framework provides an overall guide but
interventions must account for the idiosyncrasies,
dynamics, culture and relative socioeconomic condi-
tions of the respective county in question. Translating
the suggested interventions into effective policy will
require a rigorous and concerted process of design,
implementation and continuous review.

BASE ASSESSMENT

An immediate step in practically using this document
would be to carry out a base assessment of the County
in question. This first step would be to simply carry
out an overall review based on the sub-components
of each of the five-points of the policy framework.
Essentially using the framework and a series of ques-
tions as a filter to distil and map out areas already be-
ing worked on, the status of the same and areas that
are yet to be considered. The base assessment would
provide a simple, resource-light but significant first
step in using the framework for effective policy ac-
tion.

Example 1

Framework Point 1: Information & Awareness
Subcomponent 1: Information & Awareness on Starting a Business in the County

KEY QUESTION:
Does a concise step-by-step guide on starting a business in the county exist?

»  How accessible is this guide?
. What are the mediums of
dissemination?

«  Where is the information currently being

«  Arethere any gaps in the information?
- Canthe information be easily collected?
. Isthere internal capacity to develop a

held?

step-by-step guide?

Working Policy Framework Towards MSME Development in Oil &Gas Counties



BASE ASSESSMENT

Example 2

Framework Point 2: Legal & Regulatory Environment
Subcomponent 2: Business Registration

KEY QUESTION:

How long does it take to register a business?

Is this above, below or equal to the national average?

Why?
What are the key factors
influencing this?

How much does it cost to register a business?

Can the two variables be improved
further?

The base assessment as exemplified in the two dia-
grams above explore each of the five points through
a process of self-analysis, using a series of simple
questions to begin investigating the key issues under-
lying MSME development in the oil & gas sector and
beyond. These self-analytical questions are intended
to be organically developed by the user from their un-
derstanding of each issue at hand.

This is based solely on the ‘Description’ column pro-
vided in each point of the framework and thus ensur-

KEY ISSUE DESCRIPTION

ing a focus on the idiosyncratic context.

Following the base assessment, the user will be able
to update the ‘Description’ column of each matrix
with much greater detail. This will then pave the
way for a structured and deeper analysis of the key
issues outlined in each of the five points of the policy
framework further adjusting the Action’ and ‘Output’
column based on information collected.

OUTPUT

ACTION

Information & awareness on
starting a business in the County

BASE ASSESSMENT
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