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1. EXECUTIVE SUMMARY
• The Kenyan aviation sector is facing a steady decline, characterized by the turbulence
experienced by the national carrier as well as loss of business at Jomo Kenyatta International
Airport (JKIA) to other competing hubs.
• The market conditions are forcing a new type of strategic restructuring for the whole of Kenyan
Civil Aviation. The Privately Initiated Investments Proposal (PIIP) is the answer to this need,
which treats at the challenges facing the industry holistically, rather than piece by piece.
• The conditions facing Kenya Airways (KQ) and JKIA are alarming. Kenyan aviation as a whole
was losing market share over last couple of years to its competitors. Ethiopian Airlines (ET), which
was half the size of Kenya Airways (KQ) in 2010, has grown exponentially in recent years.
It has outpaced KQ three times since then. From 2015 to 2018 all competing carriers in the region
increased their market share: ET by 20%, Qatar by 12%, and RwandAir by 22%, all while
KQ lost 4%.
• Kenya instantly opened up its airspace to the other African states through the Single African
Air Transport Market initiative in 2015. However, Africa does not have a functioning competition
regime to ensure a level playing field for KQ and JKIA. Kenyan aviation players, therefore, face
imminent danger of being pushed out of the market by competitors, who benefit from market
protection or government subsidies, without an avenue for recourse.
• Given the significant contribution of airlines to the GDP of a country, many African and Middle
Eastern carriers have opted to use their airlines and airports as an instrument of economic
development and geopolitical presence, rather than as an instrument to maximize the benefits
and dividends for airline shareholders.
• A Public-Private Partnership (PPP) between KAA and KQ is essentially a reflection
of what KQ’s strongest competitors in the region, such as ET, Emirates or Qatar Airways, have done
with a strong support and protection from their respective governments.
• It is critical to stop looking at the aviation industry as only for profit, and instead regard it as
a driver of economic growth and new jobs for Kenyans. KQ competes with airlines who’s mandate is
to grow the economy rather than focus on the profit. These airlines are strongly protected by their
governments, and as such they run national hubs with the same goal.
Figure 1 Overall impact of selected airlines on the GDP.

• KQ has no preferential treatment in its own hub of operation, even though it is responsible
for around 50 – 60% of overall traffic at JKIA. Considering this, KQ will never be as competitive
as other airlines and will continue to lose market share and generate losses.
• KQ and JKIA must exist in synergy. One of the rationales for the PPP is the fact that KQ is the
only airline interested in development of JKIA. Should KQ collapse or limit its operations,
JKIA will be downgraded to the status of a regional airport.
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• To achieve this, KQ has developed the Privately Initiated Investment Proposal (PIIP), which assumes
creation of a Public Private Partnership (PPP) between KAA and KQ to realize crucial operational
and strategic synergies. Ultimately, the project aims to establish a Special Economic Zone to boost
manufacturing, warehousing, and logistics industries in Nairobi. Thousands of new jobs
for Kenyans would be created as a result.
• Proposed KAA & KQ PPP (Project Simba) is the first step in the review and modernisation
of the GoK’s Aviation Policy and Strategy in tandem with Kenya Vision 2030.

2. REASONS WHY JKIA & KQ NEED TO ACT TOGETHER

The project aims to evolve the aviation industry in Kenya to the next level of expertise
through significant strengthening of the mandate given to the national assets.

WHAT IS THE CURRENT AIRLINE INDUSTRY SITUATION IN AFRICA?
• Kenya has long been the aviation powerhouse in East, Central and Southern Africa,
with a resilient national airline and strategic hub. However, the aviation landscape globally has
undergone rapid changes in the past decade and Kenya has not adapted in an agile manner.
Consequently, the Kenyan aviation sector is facing a steady decline.
In the current setup, both KQ and JKIA are unable to compete with rival international
players. Addis Ababa, Doha and Dubai have been defined as appropriate benchmarks
• Other players have adjusted faster to the changes due to their governments decision to change
the mandate of their aviation sector to become a strategic instrument for economic growth
in order to grow tourism and draw in foreign investments.
Figure 2 Comparison of KQ and its airline competitors.
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• The current aviation operation model in Kenya does not facilitate the growth of both KQ
and JKIA. Unlike an integrated airline and airport model, KAA and KQ simply have different,
unsynchronized goals, which should be realigned to focus primarily on cooperation for the sake
of Kenya.
• KQ used to be a leader in the East African region with significant number of modern aircrafts.
Currently, Ethiopian Airlines (ET) operates a three times bigger fleet (100 aircrafts) with the next 59
on order. To make matter worse, the new airlines are being established and challenge the positions
of existing market champions. A very good example is RwandAir having a massive support from its
home government.
Figure 3 Comparison of current and forecasted fleet sizes.

• Airline market data leaves no doubt that the Kenyan Aviation market share is shrinking
continuously.
Figure 4 Comparison of market share changes in the region.
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WHAT IS THE CURRENT AIRPORTS SITUATION IN THE REGION?
• KQ's main competitors (Ethiopian, RwandAir, and the 3 Gulf carriers) are all 100% state owned.
• All have engaged in aggressive growth strategies focused on volume and market share.
• When Ethiopian embarked on its Vision 2025 plan in 2011, it was behind KQ, SAA, and Egyptair
in terms of capacity. Today, after an average 20 to 25% yearly capacity growth, ET is the largest,
with roughly 4 times the Available Seat Kilometer (ASK) capacity, a measure of the capacity of
an airline, of KQ. It is significantly impacting the traffic in the hub.
Ethiopian Airlines plans to build a new airport with annual capacity of 80 million
passengers in Bishoftu, about 48km southeast of the capital Addis Ababa
Figure 5 Comparison of traffic at JKIA and competing airports.

• Most of KQ’s immediate rivals built aviation holdings which strengthened their market position.
That is due to consolidation of the national aviation assets and consequently alignment of their goals.
Figure 6 Comparison of competing HUBs business models
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• For example, Egypt Air Holding Company partnered in early 2007 with the Egyptian Ministry of Civil
Aviation and Egyptian Holding Company for Airports & Air Navigation to form a new corporate entity,
the Smart Aviation Company.
• To achieve growth, all airlines are looking for a possibility of expansion into markets with many
potential customers. Kenyan market is among the most interesting ones in Africa for two reasons:

- A significant number of business travellers due to many companies present in Kenya; and
- A market with a large number of premium leisure tourists.
• The main reasons of this situation are highlighted below:

- Kenya is not protecting its home carrier from unfair competition coming from abroad; and
- Most of airlines flying from Nairobi are carrying passengers from the Kenyan market into their
own hubs with the primary objective to transport them to other destinations.
Figure 6 Frequency of operations of KQ and competitors airports.

• KQ is the only carrier interested in the growth of Nairobi to retain the money within local
economy. The image below illustrates how investments circulate among various stakeholders
in the aviation industry.
Figure 7 Cash flow among aviation industry stakeholders.

HOW DID ETHIOPIAN AIRLINES ATTAIN SUCH GROWTH?
• About 15 years ago, the Ethiopian state decided to turn ET into a strategic asset with the mandate
of becoming a pan-African airline, competing not only with KQ but with all major regional carriers.
To achieve this, the Ethiopian government implemented several initiatives driving
the impressive growth of Ethiopian Airlines.
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• The graphs below present the very different approach towards competition at JKIA and Addis Ababa
where government simply blocks other airlines entry or increase their costs significantly
to eliminate them from the market. On the contrary, KQ is continuously pushed out of the market
by international players including ET which plans to dominate this market too.
• Generally, more than 50% of flights realized from JKIA are from competition airlines.
KQ’s share in its hub has significantly lowered over last 3 years. Meanwhile, ET is protected in its
own airport as competition is consistently blocked from increasing operations.
Figure 8 Comparison of competition models between KQ and ET (ASK).
ASK number: available seats per kilometre = “production” in the airport).

• The main reason for ET’s success in achieving a better Revenue Available Seat Kilometre (RASK) 1
compared to KQ is by being the dominant carrier in the huge Addis Ababa market versus
the competition. From the graph, the ET ASK deployment is eight times that of the combined
competition in their hub.
• ET also enjoys a lower Cost per Available Seat Kilometre (CASK)2 than KQ due to lower cost
structure in their hub because of, for example, no interest on aircraft loans, no charges
for infra-structure, controlled salary increases, monopolies of airport services, such as handling.
The model of operations for ET, as stated above, lowers the level of CASK and makes difficult
for other competitors including KQ to survive in their market. It is therefore not a surprise that
the level of competition in Addis Ababa is minimal.
WHICH OPTIONS FOR THE FUTURE WERE CONSIDERED?
• The selection of the best option required not only the review of different objectives and interests
to be balanced, but also took into account the needs and economics of the KAA and KQ.
Answers to several questions were crucial during the decision-making process:

- Does the option satisfy national objectives?
- Does the option meet the needs of the aviation sector and the entities involved
(i.e. KQ and JKIA)?

- Will it be possible to implement the option and manage the arrangement going forward
without undue difficulty?

- Will the option enhance the financial viability of the businesses and is the option bankable?

1

Revenue Available Seat Kilometre (RASK) – a measure of revenue performance; unit revenue in the airline industry.

2

Cost Available Seat Kilometre (CASK) – a measure of cost performance; unit cost in the airline industry.
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• While an initial assumption was to create a Kenyan Aviation Holding Company, the idea
quickly evolved to a Public-Private Partnership between KQ and JKIA. The central principle
of this scenario is that all airlines assets are controlled by the Kenyan State would be housed in one
legal entity to foster synergies.

3. PUBLIC-PRIVATE PARTNERSHIP – THE MOST SUITABLE SETUP FOR THE PROJECT
WHAT ARE THE BENEFITS OF PPP TO JKIA, KQ, & THE KENYAN ECONOMY?
• The PPP is the preferred framework chosen around the world to manage and develop airport
infrastructure.
• Key reasons for the PPP are:

- Proposed business model where the national aviation hub is run under the same group
structure with the national airline has been proven successful in other countries such as
Ethiopia and United Arab Emirates (Dubai);

- PPP framework is very transparent and enables control from various parties;
- Allow Kenya’s aviation sector to shift from a defensive strategy to a strategy of competing for
the market shares again;

- Recommended solution is the most efficient way of using national assets to work for the
Country;

- The proposed setup can bring benefits to the economy as well as the aviation sector as it is
able to bring huge economic benefits to the Country;

- Strong aviation structure will much better resist any systemic shock like Ebola virus or a
terrorist attack; and
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- This solution can be easily completed by the establishment of a Special Economic Zone which
will be massive support for the manufacturing strategy of Kenya.
• A significant number of airlines have moved into a structure where they have many subsidiaries
in a bid to better manage costs and increase revenues. This kind of arrangement provides greater
autonomy, which enables the company to be more profitable. Introduction of the above structure is
one of the reasons for success in hubs like Addis Ababa.
Figure 10. Overview of JKIA & KQ Public-Private Partnership structure.

• It is critical that the arrangement ensures improvements in the functioning of JKIA and KQ, such as
actions aimed at immediate increase of revenue generated from airline-related and other revenue
sources as well as limitation of KQ costs to ensure profitability of flights and efficient competitive
position in the market. These benefits are achieved through the PPP.
• As a result of the project, KQ will be able to invest in fleet expansion and also secure funding
necessary for development of JKIA at the same time establishing new profit centers such as cargo
and ground services facilities, a Maintenance Repair and Overhaul Centre for Africa, catering,
fuel distribution or training & development centre.
• Consequently, JKIA will significantly benefit from introducing the transaction by upgrading
the current infrastructure to accommodate expected growth in traffic, e.g.:

-

Upgrade of runway, taxiways and aprons;
Remodeling existing terminals;
Constructing a new terminal; and
Increasing revenues from all sources.

• Fundamentally, the joint assets will result in synergies, boosting airline-related revenues,
increasing exports of goods and creating 25,000 – 30,000 jobs in the future. A key phase of the
aviation modernization process is the establishment of the Special Economic Zone around JKIA
to stimulate investments and growth of various industries such as logistics, warehousing,
and distribution centers.
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WHAT DOES THE PPP METHODOLOGY MEAN FOR JKIA & KQ?
• In view of the advantage of executing the project rapidly and efficiently, KQ and KAA would negotiate
to engage in a 30-years Concession Agreement framework under a PPP Act with KQ as the
private party and KAA as the contracting authority, in line with the PPP Act.
• The concession would be specific to JKIA as the project asset and the concession will be held
by a Special Purpose Vehicle (SPV), owned by KQ. The SPV will take on all JKIA staff
and operational expenditures from the date of the concession, while being responsible
for a comprehensive investment program in airport infrastructure.
• The prime rationale for selecting the PPP formula as the recommended framework for this
transaction is that there is no necessity of transferring or selling the JKIA assets. Instead,
aviation assets would be delegated to the SPV.
• Upgraded & developed JKIA assets will return under KAA management after the proposed
Concession Period.
• Within the PPP setup, KQ and KAA shall agree on a fair concession fee model, including fixed
and variable components. The fixed component would address KAA’s current liabilities and costs,
while the variable component will allow KAA to participate in the future growth of traffic,
revenues, and profits of JKIA.
• The recommended setup of a long-term Concession Agreement would also ensure bankability
of the concession by enabling the new entity to raise external financing required to support the
broad investment program.
• Another advantage of the proposed concession is the possibility to negotiate various performancebased clauses ensuring KQ fulfils all agreed targets and commitments for all parties,
including other airlines. Various exit clauses would safeguard the efficient realization of project goals.
• The recommended PPP, unlike other structures, would cover only JKIA aviation-related assets
(runway, terminals, aprons and taxiways, car parks etc.) while the remaining land will be fully
administered by KAA.

4. KQ’S CURRENT SITUATION
HOW DID FINANCIAL RESTRUCTURING IMPACT KQ OPERATIONS?
• Kenya Airways PLC has in recent years experienced financial distress that culminated in a series
of poor financial results that topped a record KES 26.2bn (US$258m) for 2015-16 financial period.
• The recent closure of the financial restructuring has created an impression that KQ returned
to profitability. In the public perception, the company has been rescued, obtained the support
of the government through the sovereign guarantees, and has started growing by launching
the Nairobi – New York non-stop flight.
• According to KQ’s management and Board, the situation is very different:

- The market situation of KQ is alarming. The national carrier of Kenya has been pushed
out of the market by other airlines, which are very strongly protected by their
governments.

- Although the financial restructuring helped KQ in the recent turbulent times, in order to
maintain long-term liquidity, and eventually profitability, the airline will have to be
subject to a more thorough and fundamental turnaround process, especially in the areas
of reducing costs, well thought capital expenditures as well as changing the organisational &
work culture.

- Regardless of the internal Kenya Airways turnaround process there is a need for a different,
more holistic, restructuring. Not only for KQ but for Kenyan Civil Aviation in general.
A required solution will change the mandate of Kenyan Aviation and position the airline
to become the most prominent African carrier.
• Provided the current financial situation of KQ and the competition, KQ management analysed various
scenarios of possible improvement of KQ situation.
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• KQ’s approach to the restructuring was put down in a document called a “White Paper”.
It stipulated strategic assessment of the aviation industry in Kenya, its position in the region
and scenarios for future developments. It also contained an analysis-backed proposal
for changes at every level – government, market, and regulations – to ensure the dominance
of Kenyan aviation.
• Eventually, it became an answer to many problems financial restructuring could not solve.
As such, it became a strategic government document that became a foundation for Project Simba.
It was reviewed by various government bodies, including ministries, and ended up with a Cabinet
approval.

5. JKIA’S CURRENT SITUATION
WHAT IS THE RELATIONSHIP BETWEEN JKIA & KQ?
• JKIA is the only hub in Kenya and by far the largest airport in the country. As such it practically enjoys
a monopoly and despite some setbacks, JKIA is the only profitable airport managed by KAA.
• KQ is the largest customer of JKIA in every possible term and the airport would lose its
importance or even cease to exist should KQ go bankrupt. Both organisms co-exist in a symbiosis,
and success of each is dependent on another. The synergy of operation is of an utmost importance
should JKIA and KQ want to grow and improve its position in the region.
• As was gathered during the due diligence exercise, which is part of the PPP process, the airport is
facing challenges that have to be addressed. Lack of necessary actions on the other hand would
result in a significant decrease in capacity which will further diminish importance of the JKIA,
size of the aviation sector and related jobs, as well as monetary inflows to Kenyan economy.
WHAT ARE THE ACTIONS THAT KQ WOULD UNDERTAKE AS AN AIRPORT OPERATOR?
• Improvement of the JKIA Assets Condition
KQ will address technical defects visible to the airport passengers to increase their satisfaction while
transiting in order to enhance the revenues and overall passengers experience. That will also result
in less capacity shortages and interruptions caused by low reliability of operational assets.
KQ estimates that a minimum budget of $20M-$25M is needed to rehabilitate the infrastructure
such as mechanical, electrical, and civil engineering systems.
• Investment in Permanent Infrastructure
Some of the critical infrastructure elements are only temporary constructions with a lifetime up to
2024. KQ recognizes a need to invest in permanent solutions. Lack of such will result in a dramatic
slump of JKIA capacity back to 5M passengers per year from the current 7.4 M. The 30% drop
is primarily a result of temporary terminals (such as 1E) going out of use.
• Significant Potential for Short-Term Improvements
There are less capital-intensive investments possible to quickly increase the current capacity
without constructing a new terminal or building a second runway. These actions relate mainly to the
efficient flow of passengers in terminal buildings, such as increasing the processor numbers
(for example security scanners and check-in counters) and minor investments in the runway, such
as rapid exits and extension of the existing taxiway. The latter one would result in an increase of
capacity in terms of aircraft movements by roughly 60%. In order to handle the increased aircraft
movements, aircraft parking capacity, which will eventually become a bottleneck, would be improved
alongside with operational improvement actions such as scheduling optimization / regulation
(i.e. slot coordination or schedule coordination).
• Setup of an Efficient Coordination of Airport Stakeholders with a Common Growth Strategy
KQ would put in place a structured and coordinated communication between the airport
stakeholders such as Air Traffic Control (ATC), terminal and ground operator, ground handling
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operators, KQ and other airlines. KQ would implement the right growth strategy along with
a consistent capacity improvement program in coordination with the airport stakeholders.
• Improvement of Collaboration Between Terminals and Concessionaires
JKIA should operate as one, cohesive ecosystem rather than six independent airports. To make
that happen, KQ would optimize usage of aligned IT and airport technology systems.
KQ would replace manual processes with automated ones (e.g. baggage handling systems
in Terminals 1B, 1C, 1D and 1E). KQ would introduce a system that would allow monitoring of the
concessionaires sales in all terminals. The latter would enable JKIA to have a visibility over
revenues generated by duty-free shops at the airport in order to maximize non-aeronautical
revenues in that field. The same applies to parking services provider at the airport.
KQ would collaborate with concessionaires to modernize the retail outlets around one, cohesive
strategy, to offer passengers the right products at an optimal pricing. All these activities will positively
impact revenues of JKIA, as there is a significant potential for growth and positive impact
of operations transparency.
• Optimization of the Revenue Structure
Well-managed international airports have a revenue split of 50:50 between traditional aeronautical
sources (landing fees, Airport Pax Service Charge) and non-aeronautical revenues (duty-free shops,
concessions paid by the airport operators, ground handlers, and fuel providers, among others).
KQ would optimize revenue structure of JKIA to bring it up to an industry level from the current 80:20
split. One of the ways to make that happen is an alignment of the fee structures for many
non-aeronautical revenue sources that remained unchanged since 1996. As a result,
the concession fees paid by companies operating at the airport would become similar
to international benchmarks.
• Review of Existing Contracts and Leases at JKIA
KQ would ensure compliance with the existing contracts terms and their validity. Any improper
allocations and excisions of JKIA’s property to third parties would be ceased while unfavorable
agreements and arrangements limiting JKIA revenue and creating inefficiencies would need
to be renegotiated. The latter applies to any long-term arrangements with concessionaires
and leases/licensees at JKIA, which are one-sided and unduly onerous on KAA.

6. CHARACTERISTIC OF THE PRIVATELY INITIATED INVESTMENT PROPOSAL (PIIP)
WHAT ARE THE MAJOR ASSUMPTIONS DEFINED IN THE PIIP?
• The project described in the PIIP concerns improvement and upgrade of JKIA operations through
introduction of the PPP between KAA and KQ.
• Proposed PPP is based on the following 8 (eight) key assumptions:
Figure 11. Summary of key assumptions described in the PIIP.

Subject

Solution proposed in PIIP

Intention of Parties

Kenya Airports Authority (Public Partner) and KQ (Private
Partner) will intend to enter into the Public Private Partnership
in relation to JKIA.

Concession Agreement

The Concession Agreement to be signed between both Parties
will constitute the basis of the cooperation within this Public
Private Partnership.

Concession Period

The Concession Agreement will be valid for a period of 30 years
with defined conditions for its early termination and extension.

Concessionaire

The legal entity to accommodate Public Private Partnership will
be a SPV owned by KQ (subject to negotiations).
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The key rationale for selecting the PPP formula as the
recommended framework for this transaction is that there is no
necessity of transferring or selling the JKIA assets.
Instead, aviation assets will be delegated to the SPV.
Upgraded & developed JKIA assets will return under KAA
management after the proposed Concession Period.
SPV will pay KAA negotiated, annual Concession Fee.

JKIA Assets

Concession
Fee

KQ and KAA shall agree on a fair concession fee model,
including fixed and variable components. The fixed component
will address KAA’s current liabilities and costs, while
the variable component will allow KAA to participate in the
future growth of traffic, revenues, and profits of JKIA.

JKIA Revenues

PPP Requirements

SPV will acquire revenue and cash-flow from everyday
operations of JKIA both in aeronautical and non-aeronautical
areas.
The PIIP will ensure the viable business case of the Public
Private Partnership for KAA in particular proving project’s:
Value for money, Affordability and Risk allocation.

7. ANSWERS TO KEY QUESTIONS
WHICH ASSETS WILL BE INCLUDED IN THE CONCESSION?
• Scope of this project includes JKIA only, while the rest of airports and airstrips in Kenya
would remain under sole management of KAA.
• Assets included in the proposed concession will be limited to aviation infrastructure only
(i.e. runway, terminals, parking and aprons, car parks etc.); the detailed list of the assets and property
included in the concession will be enumerated in the Concession Agreement (i.e. after finalization
of the legal and financial due diligence);
• Other, non-aviation assets and property, land will remain in KAA (not included in concession);
• Assets included in the concession will be disposed to the SPV and secured through long-term lease
to ensure bankability of the concession agreement.
WHAT WILL BE THE IMPACT OF THE PROJECT ON THE PASSENGERS TRAFFIC?
• As a direct result of implementing the project, JKIA traffic is expected to grow from 7.2 million
passengers in 2017 to 11.3 by 2022.
• The base case scenario for KQ growth assumes at least 23 aircraft and more than 20 new
international destinations over the next 5 years.
• Impact of the Project on growth of passengers per year (PAX) carried by KQ and overall at JKIA
has been presented on the graph below. Further growth has been projected for the following years
to match the expected demand in the market.
Figure 12. Projected growth of passengers (KQ and JKIA).
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Consolidating aviation assets under Project Simba will result in revamping JKIA
infrastructure and increasing traffic of passengers to 30 million by 2049.

WHAT IS THE INVESTMENT PROGRAM AT JKIA PLANNED BY KQ?
• JKIA requires significant capital investments to accommodate projected growth in traffic
and passenger numbers as well as increase the quality of service provided to its customers.
• In the Concession Agreement, KQ is willing to commit to minimum capital investments in runway,
parking, aprons and terminals.
• Minimum investment requirements will be subject to negotiations with KAA and will be defined
in the Concession Agreement;
• Additionally, KQ commits to prepare and present to KAA annual investment plans in order to acquire
assets’ owner approval for the planned upgrades of the airport infrastructure.
• Key elements of the investment program are divided in two phases as indicated below.
o Priority One investments:
- Rehabilitation of Taxiway and Parking Apron – This investment will reduce the time an
aircraft remains on the runway and as a consequence increase the capacity of the airport.

- Remodeling of Terminal 1B, C, D – This remodeling will increase the capacity of the terminal
by 3 million passengers, annually. This is a key investment need as the terminals and not the
runway are the biggest bottleneck and capacity constraint at JKIA.

- Upgrading of Category 1 runway to Category 2 – Upgrading the runway to Category 2
will increase the capacity of the airport in long-run.
o Priority Two investments:

- Terminal 2 – Phase I – The 1st phase of Terminal 2 construction is expected to result
in a capacity of approximately 10 million passengers annually when completed.

- Terminal 2 – Phase II – The 2nd phase of Terminal 2 construction is expected to result
in a capacity of around 20 million per annum once completed. Construction is expected
to commence in the year 2029.

- Vehicle Parking - The JKIA airport has a capacity of around 2,300 parking spaces hence
there is a shortage of parking space.
• KQ considers additionally investing in private jets and VIP terminals to satisfy the market needs
and enlarge the functionalities of JKIA.
WHAT IS PROPOSED IN THE PIIP IN RELATION TO JKIA STAFF MATTERS?
KQ does not assume redundancy of ANY of the current JKIA employees.
• KQ, in order to grow traffic at JKIA, will rely on current JKIA staff.
• Moreover, the outcomes of project’s financial model clearly show that SPV will need to significantly
increase the staff number in line with the traffic growth. The graph below presents results
of the Financial Model in relation to the staff number at JKIA over concession period.
• In the PIIP, KQ proposed the following high-level solution towards staff-related matters:

- KQ commits to second all the current JKIA staff to the SPV on the equal terms as currently
at KAA for a period of 12 months;

- After the secondment period, KQ will transfer employees to SPV;
- Employees not transferred to the SPV after secondment period will be reallocated by KAA
to other airports and airstrips.
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Figure 13. Projection of employment at JKIA within the Concession period.

WHAT WILL BE THE SPV LEGAL FORM AND SHAREHOLDING STRUCTURE?
• SPV will be registered as the limited liability company (LLC) as requested by the PPP Act.
• KQ proposed to own 100% of shares in the SPV subject to minor changes in the future (external
investor); final share structure, however, is subject to negotiations with KAA;
• KQ commits also not to lose control over the SPV during the whole concession duration.
WILL THE PROJECT REQUIRE VIABILITY GAP FUNDING?
• Financial model has been created as the inherent part of this PIIP in order to estimate expected
profitability of the Project as well as to calculate the value of concession fee paid to KAA on annual
basis;
• The proposed project is self-financing and does not require additional Viability Gap Funding
(VGF);
• VGF might be, however, necessary to support KAA with financial deficit of local airports & airstrips
remaining in KAA (in case it is not covered by the variable part of the concession fee in first period
of the concession).
Consolidated KQ and SPV will be a USD 1.5 billion Company in 2019
growing to USD 2.2 billion in 2022.

WHAT WILL HAPPEN TO OTHER AIRPORTS AND AIRSTRIPS IN KENYA?
• Project Need Definition clearly states that the proposed transaction shall significantly impact JKIA
position in the market, its operational efficiency and as a result traffic growth. As a consequence,
one of the important assumptions of the proposed Project is also a positive impact of strengthening
the national hub in Nairobi on all aviation assets in Kenya. Increased traffic in JKIA will definitely
affect performance of all other airports and airstrip remaining in KAA.
• It is expected that KAA will continue to manage and operate the remaining airports and airstrips.
The airstrips and airports on a standalone basis had operating deficits of USD 54.1 M for the financial
year 2017.
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• This will require the SPV to pay a portion of annual costs related to other airports and airstrips
which are loss making in form of the annual concession fee. The current situation arises
because JKIA, which generates around 90% of KAA’s revenue and accounts for just over 50% of
costs, will not be in a position to support fully the other airports and airstrips following the concession.
Airports and airstrips remaining in KAA will be supported by development of hub
in Nairobi, however they would need to go through parallel restructuring process
in order to limit costs and become profitable assets in the future

DOES KQ HAVE CAPABILITIES TO RUN OPERATIONS OF JKIA?
• KQ applies in this Privately Initiated Investment Proposal (PIIP) to run operations of JKIA which
represents the business strongly related to operating an airline, however possessing its own
specificity and characteristic. For that reason, the Concessioner has developed the Capabilities
Growth Plan of building and utilising internal competences basing on parallel sources of intellectual
capital.
• KQ will rely on various sources of competences including current JKIA management and staff.
• KQ, however, commits to contract an external Airport Advisor to implement world-class solutions
and best practices in running the airport.
• KQ include in this Proposal the following assumptions related to each of the groups:

- KAA Managers. Due to the fact that JKIA represents the biggest and most complex airport
in the Country, KQ assumes building the SPV based on Managers involved in current
operations of JKIA.

- JKIA Employees. The assumption towards KAA Managers will apply also to mediummanagement JKIA staff as well as employees involved in everyday operations of the airport.
Their broad experience and involvement in running this airport will become the critical success
factor of this venture.

- Airport Advisor. KQ in the process of preparing this PIIP has started the selection process
of Airport Advisor which will assist internal SPV resources in day-by-day operational activities
bringing in significant international experience from other airports in the world. The initial longlist of Airport Advisors described in PIIP includes: TAV Airports, Schiphol, Paris Aeroport,
Egis, Changi Airport (Singapore) and Flemingo Group (duty free).

- Airport Professionals. Involvement of external, high-qualified and skillful staff in SPV
will become the key success factor of the project. Airport Professionals with vast experience
from international airports will be recruited as the interim-managers to support current staff.

- KQ Managers. Possibility of operating both hub and the national airline create a unique
chance to utilise knowledge from both sides. However, most of KQ staff is focused on turning
around the airline, some of the Managers can be also involved in improving JKIA efficiency.
WAS THE FORMAL PROCESS FOLLOWED?
Project is being carried out in full compliance with requirements of the PPP Act 2013.
• Project was initiated by KQ in March 2018 when KQ developed and submitted to the GoK
a document called a White Paper. It explained in detail a difficult competitive situation of Kenyan
Aviation (both KQ and JKIA) and described the root causes for it. The document did not focus on
one scenario of consolidating aviation assets but provided a number of possible options for
GoK consideration.
• Following the submission of a White Paper, GoK initiated a series of consultative meetings to discuss
conclusions and determine the next steps in the project. The following parties participated in above
meetings: GoK representatives, KQ management, KAA management. The ultimate result of this
stage of the project was selection of the PPP framework as the most suitable for accomplishing the
project goals.
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• The project concept of introducing the PPP between KAA and KQ have been finally approved
by the Cabinet on 29th May 2018 and announced in the public domain.
• Following the Cabinet’s approval, KQ initiated its efforts to develop the PIIP as a formal
prerequisite defined in the PPP Act 2013. Work on the PIIP lasted from July till end of September
2018. KAA management was consulted on assumptions of the project on various stages
of development of the PIIP
• KQ developed the PIIP documentation fully in line with guidelines of the PPP process.
Major argumentation of these documents was focused to address the three conditions necessary
from the process perspective i.e. Value for money, Affordability and Risk allocation.
The documents also included an extensive legal analysis of the proposed transaction.
• The PIIP documentation (i.e. the Proposal, Heads of Terms and Financial Model) were approved
first by the KQ Board on 4th October 2018 and submitted to the KAA the next day
on 5th October 2018.
• KQ also proposed the draft of a Non-disclosure Agreement to secure the flow of data between
both parties. This document was signed on 4th October 2018 by both KAA and KQ
management. In parallel, KQ also defined the list of the requested documents to be disclosed for
the sake of a formal Due Diligence. KQ was aware that preparation of the requested documents
required effort and time on KAA side, therefore applied for them in advance.
• Based on the PIIP documentation submitted by KQ, KAA approved initiation of the formal
process on 18th October 2018. On 22nd October 2018, KQ received an official letter from KAA
Managing Director stating that: “The Board of Directors has approved initiation of formal due
diligence and engagement with KQ on the basis of the Cabinet and the PIIP”.
At no stage of this process KQ enforced any solution on KAA. The PIIP documentation
was from the very beginning a KQ Proposal, though, consulted with KAA.
• Due diligence on KAA started in October 2018 and lasted up till 10 th February 2018.
Due to the public procurement process needed for selection of KAA Transaction Advisors,
the obligatory due diligence on KQ started on 20th December 2018 and lasted
till 10th February 2018 as well.
• In the course of a due diligence both sides exchanged documents which were crucial for
assessment of viability of the transaction. KQ itself provided KAA Transaction Advisors with over
165 electronic files and hard copies of numerous documents disclosed at KQ Headquarters.
• Finally, on 21st February 2019 KQ received a formal letter from the KAA Transaction Advisor
(MMC Africa) confirming submission of Negotiations Criteria by KAA regarding the PIIP by KQ
relating to the operation of JKIA to the PPP Committee.

8. PROJECT STATUS & PROPOSED NEXT STEPS

The project is still in the early stages. A period of 9 months was required for the Cabinet
decision necessary to reach the point of submission of the Proposal to the PPP Committee.
Therefore, proposals described in the PIIP have never been negotiated nor decided
by KAA and KQ yet.
• KQ and KAA carefully follow the mode of engagement outlined by the PPP Act 2013.
Both sides have just finalised the due diligence process to assess initial assumptions made
in the PIIP.
• Despite the progress, none of the transaction sides have initiated the negotiations process.
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• KAA and KQ are yet to engage public in the participation process. It is essential for the public
to understand importance of the project not only to KQ, JKIA or the aviation sector, but well-being
of the employees themselves and positive impact of the transaction on the country’s economy.
Figure 14. Summary of key assumptions described in the PIIP.
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