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ABSTRACT
In Search of an Equitable and Sustainable Revenue Sharing Model for Kenya’s Petroleum Sector.
Plans to develop Kenya’s petroleum resources are gaining traction with expectations that the country will
become an oil producer within the next ﬁve years. There have been calls for the need for dialogue and
consensus among Kenya’s petroleum stakeholders regarding equitable sharing of potential petroleum
revenues. Sprouting issues include how petroleum revenues will be generated, collected and thereafter
allocated and shared as well as the management of such revenues and the role of transparency and
accountability. Further issues crop up around the rational for the intended allocation of petroleum revenues:
the matter of the proposed 75:20:5 split.
Petroleum revenues for a new oil frontier such as Kenya can either be a positive impact on the economy or
have detrimental long -term effects due to mismanagement of both funds and expectations. Importance
has been placed on ensuring sustainability of petroleum revenues and avoiding the resource curse and premature borrowing and spending.
Dialogue and consensus building among stakeholders must therefore take center stage. Such interventions
need to take into account the legal framework, national and sub-national priorities and objectives, international
perception and international best practices. There is also need for critical analysis and comparison of
different revenue sharing models in oil producing countries with a view towards crafting the best and most
relevant model for the Kenya.
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PREAMBLE

The success of Kenya’s petroleum sector rests on a robust policy and legal framework which incorporates
consultative submissions from all key stakeholders in the sector.
It is on this basis that the Extractives Policy Working Group (EPWG) was established in February 2018.
The EPWG is chaired by the Kenya Institute of Public Policy, Research and Analysis (KIPPRA) and cohosted by the Extractives Baraza, Strathmore University and the Kenya Civil Society Platform on Oil and
Gas. The main objective of the EPWG is to shape and inﬂuence policy in the extractives sector through an
organized and recognized organ that consolidates diverse stakeholder views as well as incentivize consensus
and clarity on key policy issues in the sector that need to be addressed and strengthened to ultimately
achieve good governance.
The EPWG, pursuant to its objective, identiﬁed the matter of petroleum revenue sharing and management
in Kenya as the ﬁrst thematic areas to be discussed during the Kenya Extractives Policy Dialogues. Following
such decision, the Extractives Baraza, under the guidance and in conjunction with the Commission on
Revenue Allocation (CRA) carried out a two-day training, scenarios building and panel discussion forum
from 4th – 5th April, 2018 led by expert, Dr. Don Hubert, Resources for Development Consulting, Canada.
Day one saw a wide array of representative stakeholders from Government, Civil Society, academia, private
sector and representatives of the local community trained in the different aspects of petroleum revenue
sharing including the deﬁnition of petroleum revenues, mechanisms of petroleum revenue collection,
models of management, industry trends, scenarios building and case studies.
Day two was ﬁlled with engaging and intense panel discussions and dialogues with stakeholders in attendance,
as well as the representative panel of government, civil society, policy makers and inﬂuencers, oil and gas
practitioners and community representatives.
The objective of this paper is to inform policy makers and stakeholders in the decision making processes
in Kenya regarding petroleum sharing and management, and is inﬂuenced by the discussions and trainings
carried out during the two-day Forum and continuing research into revenue sharing in Kenya’s petroleum
sector.
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INTRODUCTION
Kenya is reportedly set to recover an estimate of 560 million barrels1 of oil from oil exploration and
production in the Turkana region. This has potential to bring with it numerous opportunities and challenges
alike particularly with regard to petroleum revenue sharing, management and institutional design. There
are many variables, i.e. the Final Investment Decision (FID) is yet to be undertaken, oil and gas prices may
shift dramatically within the next few years altering projected revenues, and development and operational
costs of oil production are unclear. Nevertheless, the Government of Kenya must now consider the most
appropriate policy options, ﬁscal mechanisms and revenue sharing and management models to optimize on
petroleum exploration in Kenya for sustainable economic and social development.

Deﬁnition and Sources of Petroleum Revenues
There is no standard deﬁnition of petroleum revenues other than revenues ﬂowing from petroleum
operations. Petroleum revenues are ordinarily generated through legal and contractual arrangements and
generally through three main areas; ﬁscal terms (taxes and royalties), production sharing contracts (PSCs)
or through state participation or state equity in the exploration project. These are the three ways in which
Kenya is set to collect her petroleum revenues.
However, it must be noted that revenues are not realized until the period of commercial production in the
petroleum life cycle. The following graph helps to illustrate at what point along the petroleum value chain
at which revenues are expected to be collected, which is upon production;
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It is important to highlight that in the petroleum sector, it is not proﬁts that are shared but rather the
production in oil which is normally reported in terms of ‘barrels of oil’. PSCs generally outline speciﬁc
ﬁscal terms which deﬁne the other avenues of revenue generation for the government using such ﬁscal
tools as taxes and royalties. In addition, the terms utilize the provisions of relevant ﬁscal regimes outlined
1 https://www.tullowoil.com/operations/east-africa/kenya
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in legislative instruments e.g. the Ninth Schedule of the Kenya Income Tax Act which provides speciﬁc tax
regulations to be applied to petroleum operations.
Finally, there is state equity or state participation whereby the government participates directly in the
petroleum project by taking up an equity stake. In this regard, the government essentially buys equity shares
upon the development phase of the petroleum value chain. In Kenya, this will probably be undertaken by
the National Oil Corporation of Kenya (NOCK). Negotiated PSCs indicate that the government can elect
to acquire an interest from a minimum share of 10% to as high as 22%. For instance, the PSC for Block 1
cates an 18% interest.2

Cost Recovery, Cost Oil and Proﬁt Oil
The basis of the production sharing is that of actual barrels of oil remaining after the company recovers
costs through ‘cost oil’ and upon division of the remainder of the production ‘proﬁt oil’ between the
company and the government. Current negotiated PSCs, most of which are not in the public domain,
indicate that out of the total production, a company may recover its costs of 60% of the production, ‘cost
oil’ with the remaining 40% ‘proﬁt oil’, shared between the company and the government according agreed
upon contractual terms. In negotiated PSCs for Blocks 9, 10A, 11A, and 12B there is a cost recovery limit
of 60% placed on the companies. Cost oil enables the company to recover its initial investment while the
cost recovery limit guarantees a certain amount of proﬁt oil for the government.
In petroleum projects there typically the following costs:
i.
ii.
iii.
iv.

Exploration costs – seismic analysis / drilling
Development costs – putting in place the wells and production infrastructure (capex)
Operating costs – annual costs of running the oil production project (opex)
Pipeline costs – per barrel tariff paid to the pipeline company to compensate for costs of
construction and operation

The company’s recoverable costs consist of exploration, development and operating costs being capital
expenditure for each development area.3 These costs must be recovered as cost oil before the company and
the government share the proﬁt oil which then forms the basis of what is to be shared among national and
county governments and the local community.

2
3

Article 28 of 2008 Model PSC, PSC – Block 1 to Lion Petroleum.
Article 27 (2) of the 2008 Model PSC
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LEGAL FRAMEWORK AND FISCAL TERMS
The Constitution of Kenya
The discourse on petroleum revenue sharing draws its legitimacy from the Constitution of Kenya 2010,
Article 62(3) of which vests ownership, on behalf of its citizens, of the natural resources within the country
in the National Government. Article 62 (1) (f) of the Constitution deﬁnes public land to include minerals
and mineral oil. Article 66 (2) asserts that Parliament shall enact legislation ensuring that investments in
property beneﬁt local communities and their economies. The core principles under the Constitution are
reducible to four: equity in distribution of resources, public participation throughout the process, openness,
and accountability.4
The equity principle is made explicit under Article 69 (1), which requires the State to ensure sustainable
exploitation, utilization, management and conservation of the environment and natural resources, and to
ensure that the accruing beneﬁts are shared equitably, ensuring the resources are utilized for the beneﬁt
of the people of Kenya. Article 201 also states that the burdens and beneﬁts of the use of resources and
public borrowing shall be shared equitably between present and future generations. The Constitution clearly
provides the basis and mandate for the government to ensure equitable and sustainable allocation and
distribution of natural resource revenue.

The Petroleum (Exploration and Production) Act, 1986
The Petroleum (Exploration and Production) Act5 (the ‘Petroleum Act’) and the annexed regulations
currently govern exploration and production in Kenya’s petroleum sector. As is the case in many developing
countries, Kenya has selected to operate a production sharing system where a private oil company is
responsible for oil exploration and production and the government receives a proportion of oil produced
after costs have been paid.
The speciﬁc ﬁscal terms are set out in a production sharing contract (PSC). Kenya’s model PSCs were
published in 1986, 1999 and 2008. These template documents provide standardized language for the
majority of the contract. Kenya’s current petroleum ﬁscal regime is through its 2008 Model Production
Sharing Contract.

Natural Resources (Beneﬁt Sharing) Bill 2014
The ‘Beneﬁt Sharing Bill’ is intended to provide a framework for the establishment and enforcement of a
system of beneﬁt sharing between resource exploiters, the national and county governments and the local
communities.6
Section 2 of the Beneﬁt Sharing Bill deﬁnes ‘beneﬁts’ as any gains, proceeds or proﬁt of natural resources.
Further, the Beneﬁt Sharing Bill has particular provisions on revenue sharing and revenue management
(sections 26 and 38) speciﬁcally on the revenue sharing ratio and the use of retained funds. All the royalties
and fees collected by the Kenya Revenue Authority under the Bill will be paid into Natural Resources
Royalties and Fees Fund, 20% of which will go to the Sovereign Wealth Fund while 80% will be shared
between the national government, county governments and local community. However, this Bill applies
broadly to all natural resources, including forests, water, wildlife and ﬁshery.7
Article 201(a) of the Constitution, 2010.
Act of 1986 (Chapter 308, Revised Edition 2012)
6
Section 5 of the Natural Resources (Benefit Sharing) Bill 2014.
7
Section 3 of the Natural Resources (Benefit Sharing) Bill
4
5
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The Petroleum (Exploration, Development and Production) Bill 2017
The country has embarked on a journey to reform its 1986 petroleum law, and is now in the ﬁnal stretch
of the Petroleum (Exploration, Development and Production) Bill, 2017 (the ‘2017 Petroleum Bill’) and
Model PSC, and with it sparking a critical developmental debate. We have identiﬁed two major changes
proposed by the 2017 Petroleum Bill: how petroleum revenues will be generated (ﬁscal regime) and how
they will be shared.

Proposed changes to the Petroleum Fiscal Regime
Before looking at the proposed changes, we must ﬁrst outline the current ﬁscal system in Kenya’s petroleum
sector. The following is an illustration created and summarized by Dr. Don Hubert showing the current
avenues of petroleum revenue generation in Kenya;

Don Hubert, ‘Mapping Risks to Future Government Petroleum Revenues in Kenya (Oxfam International, March 2016)’

Here we see the three petroleum revenue generation avenues clearly: from PSC terms on how to share
proﬁt oil (50-78% of proﬁt oil), from ﬁscal mechanisms i.e. windfall tax, and from state participation
which in this instance is 20% equity share of the exploration project.
The changes proposed by the 2017 Petroleum Bill and Model PSC seek to revise Kenya’s petroleum
ﬁscal terms including sources of government revenues and ﬁscal rules. It should however be noted that
the ﬁscal terms outlined in already negotiated PSCs (pursuant to the 2008 Model PSC) such as those for
Blocks 10BB and 13T – Turkana Oil, shall not be affected by these changes. The changes shall affect how
petroleum revenues are generated from future PSCs negotiated after the enactment of the Bill.
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2008 Model PSC

Proposed 2017 Model PSC

DROP & Windfall Tax - Art. 27(3)
Production sharing based on the daily rate of
production (DROP) combined with a Windfall Tax
imposed when oil prices pass a certain threshold

R-Factor - Art. 37
Production sharing based on measure of
proﬁtability of the value of the R-Factor.

Deemed Corporate Income Tax - Art. 27(5)
CIT paid out of the government’s share: was
included in the government’s crude oil share
hence ‘deemed’ to be paid.

Actual Paid Corporate Income Tax - Art. 39(3)
CIT actually paid by the company: government’s
share of crude oil is exclusive of CIT and must
actually be paid by the company

Cost Recovery - Accounting Procedures
(Appendix B) Sec 2.12.2
Company could recover interest on its loans for
capital as ‘petroleum costs’ at commercial rates

Cost recovery and Uplift - Art. 36 (3)
Cost recoverability of interest on loans recovered
through an amount of 15% of the development
costs (uplift) within the ﬁrst 5 years (company
recovers 115% of costs within the ﬁrst 5 years)

Note however that these changes SHALL NOT affect PSCs and contracts already entered into but are
meant to apply to future contracts. This is made possible due to stabilization clauses in the PSCs essentially
‘freezing’ the ﬁscal terms as at the time of entering into the contract.
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PETROLEUM REVENUE SHARING OPTIONS
According to reports, “Following a full assessment of all the exploration and appraisal data, Tullow
estimates that the South Lokichar basin contains the following recoverable resources: 240 – 560 – 1,230
mmbo (1C–2C–3C) from an overall discovered STOIIP of up to 4 billion barrels.”8 The following ﬁgure
indicates the projected phased petroleum production proﬁle obtained from Africa Oil Corp.

Initial phase: target plateau
production 60,000-80,000 bopd.
Target resources 210-230 mmbo
(Tullow 1C estimate 240 mmbo).
Phase 2 (contingent): target
plateau 100,000-120,000 bopd.
Target resources (cumulative)
560 mmbo (Tullow estimate).
Additional phases: extending
plateau production.
Targeting high estimate
contingent resources and
prospective resources to be
discovered.
Undrilled risked prospective
inventory 230 mmbo (Tullow
estimate).

Source: Figure obtained from Africa Oil Corp. ‘Production on the horizon and new opportunities for growth’, April 19, 2018. - Production proﬁles are indicative
and based on Tullow’s (operator) updated assessment of resources (refer to Tullow press release dated February 7, 2018). Results of Africa Oil’s most recent
independent assessments of Contingent resources in accordance with National Instrument 51-101 in the South Lokichar basin are contained in the Company’s press
release dated May 10, 2016.

As seen herein production of oil targeted for 2011/2022 is estimated to initially produce 60,000 – 80,000
bopd with production set to steadily increase in each phase until approximately 2036-2038 upon which
decline begins. It should be noted however that the ﬁgures above only provide an estimate of average
annual production and not the share upon which government revenues are to be obtained. It is worth
recalling that one of the main source of petroleum revenues come from proﬁt oil i.e after recovery of costs
through cost oil.
As stated herein, petroleum revenues are realized upon production. Taking into account reports from
Tullow Oil PLC targeting ﬁrst oil for 2021/20229 as well as projections by key experts, it is estimated that
between the projected years of production being between 2022 – 2036 the potential revenues once full
scale production begins may be approximately $350-550 million in total proﬁt oil with $50-100 million for
counties and $15-25 million for local communities depending on the market price. The following scenarios
show the scale of potential revenues once production begins and which are inﬂuenced by current market
conditions and future market projections: ever since the downturn, the oil price has been sustained at
around $50 - $70 since mid-2017.10 Future projections predict that $70 will be the new $100 making $70 the
best cast future scenario. In creating different scenarios, we are able to evaluate the optimum and alternative
scenarios for revenues the country can expect to obtain over the production proﬁle.
https://www.tullowoil.com/operations/east-africa/kenya accessed on 2 March 2018
ibid
10
https://longforecast.com/oil-price-today-forecast-2017-2018-2019-2020-2021-brent-wti
8
9
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Optimum Scenario
Taking into account an optimum scenario of $70 per barrel, considering that ﬁrst oil is projected for 2022
and taking a production outlook of 15 years, we may divide this into 5 year intervals to make projections of
the expected revenues over the periods from the ﬁrst oil to the production.
Assumptions (using EOPS Production Rates)
Time
Assumed Market Price Per barrel
Assumed Min Production Rate
Cumulative Revenue

5 year proﬁle
70 USD per barrel
2400bbl/d
325 million USD over 5 years

The expected cumulative revenue over the ﬁrst 5-year interval would thus be
5𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦 ∗

12𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚ℎ𝑠𝑠
𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑 2400𝑏𝑏𝑏𝑏𝑏𝑏
$70
∗ 30
∗
∗
= $325𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚
𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦
𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚ℎ
𝑑𝑑𝑑𝑑𝑑𝑑
𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏

Taking into account the revenue sharing split as proposed in the 2017 Petroleum Bill of 75:20:5 among
National Government, County Government and local community, the estimated amounts to be shared shall
be;
National Government = 75%*$220million=$165 million
County Government = 20%*$220million=$44million
Community= 5%*$220million=$11 million
Note: These estimates are calculated on assumed production rates for EOPS11 (early oil). Further,
the values are estimations based on assumed data and notably subject to change depending on
the terms of individual negotiated PSCs with regard to cost recovery percentages calculated over
time (cost oil). These estimates do not factor in cost oil.

Alternative Scenario
Assuming that the oil price remains at a sustained price of $50 per barrel, then the expected revenues may
be as follows;
Assumptions (using EOPS Production Rates)
Time
Assumed Market Price Per barrel
Assumed Min Production Rate
Cumulative Revenue

5 year proﬁle
50 USD per barrel
2400bbl/d
220 million USD over 5 years

The expected cumulative revenue over the ﬁrst 5-year interval would thus be
5𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦 ∗

12𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚ℎ𝑠𝑠
𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑 2400𝑏𝑏𝑏𝑏𝑏𝑏
$50
∗ 30
∗
∗
= $220𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚
𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦
𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚ℎ
𝑑𝑑𝑑𝑑𝑑𝑑
𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏

Taking into account the revenue sharing split as proposed in the 2017 Petroleum Bill of 75:20:5 among
National Government, County Government and local community the estimated amounts to be shared shall
be;

11

https://www.tullowoil.com/operations/east-africa/kenya accessed on 2 March 2018
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National Government = 75%*$220million=$165 million
County Government = 20%*$220million=$44million
Community= 5%*$220million=$11 million
Note: These estimates are calculated on assumed production rates for EOPS12 (early oil). Further,
the values are estimations based on assumed data and notably subject to change depending on
the terms of individual negotiated PSCs with regard to cost recovery percentages calculated over
time (cost oil). These estimates do not factor in cost oil.

It is important to note that taking into consideration the Kenyan economy, at a national level, projected
petroleum revenues will not dramatically affect the national economy. However, from a county and local
level, the same is expected to generate substantial economic wealth. Coupled with the unfortunate reality
that these petroleum resources are found in impoverished areas in Kenya, the contention is fueled by the
clamor of the sub-nation levels to secure this potential wealth for their growth and development.

Bolivia – subnational transfers
•
•
•
•

There are 9 “departments” in the country.
Royalties (11%) are shared directly with the producing departments.
Compensation Royalty of 1% to poorest departments
Hydrocarbon Production Tax (32%) shared across all departments equitably (not based on
indicators). 67% of this tax is transferred to the Municipalities
• Funding: programs for school children and pensions
• Good spending infrastructure in place
Further, the matter of the depositories of petroleum revenues has been a big bone of contention: whether
these revenues should be treated as part of general revenues and paid into the Consolidated Fund or whether
they should be separated and paid into specialized Petroleum Funds. As stated herein, the Constitution vests
all minerals and mineral oil in the National Government on behalf of all citizens and therefore collection
of petroleum revenues is perceived to be under the ambit of the National government.
There are pros and cons for both centralized and decentralized petroleum revenue depositories: A
centralized resource revenue model in which petroleum revenues are included in the general budget of
the central/federal government, can potentially reduce inter-regional disparities because of its ability to
establish horizontal equalization mechanisms and absorb revenue ﬂuctuations through diverse tax bases.
This mechanism has been used in Algeria, Botswana, Libya, Norway, and Trinidad and Tobago, among
others. Botswana, for instance, uses a solid approach to budgeting based on a viable National Development
Plan (NDP) that is meant to stabilize and prioritize government spending and whereby resource revenues
are not earmarked to speciﬁc recipients, but rather accrue to citizens more generally, as determined by the
central budgeting process. However, destabilized or hybrid depositories have their advantages such as is
the case in Trinidad and Tobago whereby revenues from oil and gas extraction are allocated to the national
budget, the Heritage and Stabilization Fund established under the Heritage and Stabilization Fund Act 2007
to cushion the economy in case of a sustained shortfall caused by collapse of petroleum prices,13 Ministry
of Energy and Energy Affairs; and the Petroleum Fuel Subsidy through which petroleum revenues are
shared directly with citizens.

https://www.tullowoil.com/operations/east-africa/kenya
Ministry of Finance, Trinidad and Tobago Heritage and Stabilization Fund Annual Report (Ministry of Finance, 2016); Ministry of
Finance, Government of Trinidad and Tobago, ‘Board of Directors – Heritage and Stabilization Fund’ (Ministry of Finance) <https://
www.finance.gov.tt/about -us/board-of-directors-heritage-and-stabilization- fund/> accessed 23 February 2018; Trinidad and Tobago EITI
<https://eiti.org/trinidad -tobago> accessed 23 February 2018.
12
13
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PETROLEUM MANAGEMENT AND TRANSPARENCY
“Countries with nonrenewable resource wealth face both an opportunity and a challenge. When used well, these resources can
create greater prosperity for current and future generations; used poorly, or squandered, they can cause economic instability,
social conﬂict, and lasting environmental damage”
Introduction of the Natural Resource Charter.

Where revenues sharing is centered around compensation, beneﬁt sharing and is based on certain indicators
such as the source of the resource and the level of need, petroleum revenue management deals with
managing volatility, ensuring smooth revenue disbursements, assessing and mitigating risks as well as ensuring
sustainability of petroleum revenues: transforming petroleum wealth into sustainable development.
To achieve this, there are three major models that are applied by resource rich countries:
i.

Derivation models – petroleum revenues are shared, on the basis that it is perceived equitable, with the
producing territory - where the resource is derived from;
ii. Indicator model – petroleum revenues are collected into a common pool and shared based on the
strength of certain indicators e.g. level of poverty, population, development capacity etc.14
iii. Hybrid model – a mixed model whereby intergovernmental transfers are based on both indicators and
place or origin.
Country

Governance
Structure

Resource

Unitary Federal

Ghana

✓

Minerals Petroleum

✓

✓

South
Africa

✓

✓

✓
(small reserve)

Canada

✓

✓

✓

Australia

✓

✓

✓

Revenue Sharing Model

Derivation Indicator
Model
Model

Direct Collection
by Sub-National
Level

✓

✓
✓
(Proposed)

✓
✓

Sovereign
Wealth
Fund

✓

✓

✓

✓

Kenya is set to use the hybrid method of allocation encompassing both place of origin and indicator
systems. The Commission on Revenue Allocation (CRA) players a major role in general revenue sharing.
It derives its mandate from Articles 216, 204, 205 and Schedule 6 of the Constitution of Kenya and is
further enabled through the CRA Act, 2011. The main mandate of the CRA is to make recommendations
concerning the basis for the equitable sharing or revenue raised by the national government, between the
national and county governments. To this end, the CRA prescribes equitable formulas (currently in the
process of crafting the 3rd revenue sharing formula which shall be tabled before, debated and approved by
Senate) for sharing revenues among county governments.
Andrew Bauer and others, Natural Resource Revenue Sharing (Natural Resource Governance Institute and UNDP, 2016) 34 <http://www.
greenfiscalpolicy.org/wp-content/uploads/2016/11/NRGI_UNDP_ Natural_Resource_Revenue_Sharing_web -1.pdf>
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The CRA revenue sharing formulas are based on speciﬁc parameters namely population, poverty, land
area, equal share, ﬁscal responsibility or revenue raising effort, level of development, expenditure needs
and service pressure. The broad rational used for the choice of the parameters used is that they are a good
measure of the county’s needs, it is a transparent method that also ensures predictability, ensures per capita
transfers to all counties, promotes equality and ensures counties are able to perform their functions in
accordance with Article 203 (d) of the Constitution of Kenya, 2010.
Prudent management of petroleum revenues not only leads to the generation of wealth from petroleum
resources but must also translate into sustainable and long lasting positive impacts. Sovereign Wealth Funds
(SWFs) and other future funds have become more popular globally in a bid to secure the sustainability of
petroleum revenues for future use and for future generations.

Comparatively in Ghana
The Petroleum Revenue Management Act (PRMA), 2011
• Annual Budgetary Fund (ABFA) 70%
• Ghana Stabilization Fund (GSF) (70% of remaining funds)
• Ghana Heritage Fund (GHF) (30% of remaining funds)
However, there was signiﬁcant spending and borrowing against petroleum revenues which caused a rise
in public debt leading to an IMF bailout ($ 1 billion) in 2015
There have been arguments for the establishment of such funds: that they ensure savings for the future
and act as a cushion during hard economic times, as well as arguments against: that SWFs or future funds
are premature and Kenya (County governments and local communities) cannot afford to save while there
exists vital economic development issues. It should however be noted that ideally, SWFs are to be fed by the
surplus of petroleum revenues after the needs to addressed by petroleum revenues are met which essentially
settles the spending vs. saving argument with regard to developing countries like Kenya. It has also been
argued that the structure of SWFs and other future funds in Kenya should be such that they facilitate
domestic investment ensuring economic, ﬁnancial and social growth for the future.
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CHALLENGES AND WAYS FORWARD
Having discussed the different aspects of revenue sharing and management as above, the following come out
as some of the common challenges countries such as Kenya in petroleum revenue sharing and management:

•

Managing expectations:
As Kenya gears up to become an oil producer, expectations of the amount of expected petroleum
revenues and the timing when such revenues will be realized must be managed. Elevated expectations
may cause pre-mature spending and unsecured borrowing particularly by sub-national levels. Open
sharing of information and disclosure is necessary to not only to manage expectations but to promote
transparency in a sector mired by secrecy.

•

Sharing with County Governments and local communities and attached absorptive
capacity:

The guiding principle is petroleum revenue sharing and management must be as prescribed by the
Constitution i.e. the equity principle. There have been calls for increased awareness and sensitization
to local communities about petroleum revenues, what they are, when and how much to expect and
depending on speciﬁc local developmental priorities, how to utilize such revenues will help quash this
issue before actual petroleum revenues are realized.

•

Managing and using revenue: saving vs. spending:

•

Managing medium-term revenue volatility

•

Monitoring Expenditure: budgeting when inter-governmental transfers are unpredictable

•

Transparency

There must be clear framework as to the use of petroleum revenues for instance, ﬁscal savings and
investing by national and sub-national levels which must take into account speciﬁc local developmental
needs, or using petroleum revenues for public service expenditure for economic and social growth
i.e. allocation to initiatives in health. Education or infrastructure. It is also important particularly at
local level, to earmark resource revenues to speciﬁc line items related to health, education & social
infrastructure to avoid discretionary spending.
It is important to avoid reactive budgeting although shifting political priorities and inefﬁcient spending
may affect this. Some mitigating factors against this are:
i. Anticipate revenues before they begin, revenue forecasting;
ii. Creating a detailed, costed and comprehensive development plan;
iii. Link medium-term development planning to the annual budget.
This can be achieved through regular statements on activities of funds; oversight bodies to produce
annual reports on activities, results and proposed improvements; governments must adequately respond
to monitoring reports including policy adjustments and there must be dissemination of reports and
statements open to the public.
Transparency allows citizens to hold government ofﬁcials accountable. It is important to ensure funds
are spent effectively and have desired impacts at national and particularly local levels
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CONCLUSION
Before Kenya begins to realize revenues from petroleum operations and as it continues to legislate and
come up with policies and guidelines in this regard, it is important for information sharing and consensus
among all stakeholders from National Government, County Government and local communities to other
stakeholders such as the private sector and civil society.
Understanding of what petroleum revenues are, sources and mechanisms of generating petroleum revenues
and consequently methods of allocation, distribution and management of these revenues is absolute
importance. This would involve knowledge and understanding of factors such as proper and informed
petroleum revenue forecasting, project economics of petroleum operations, contract and ﬁscal analysis
and where necessary, amendment, revenue risk management, and setting clear and informed objectives
for petroleum revenues: spending and/or saving. It is equally important to consider the management of
petroleum revenues which deals with the administration of petroleum revenues at National, County and
local levels as well as mainstreaming good and practical transparency and accountability mechanisms as
instruments that assist with management of wealth.
With the Final Investment Decision (FID) targeted for 2019 and First Oil for 2021/22 by Tullow Oil
PLC15 and with the continuing discussion around legislation, informed consensus about petroleum revenue
sharing and management is essential now more than ever.

For Additional sources of information see Bibliography or visit www.extractives-baraza.com for the full Draft Technical Paper
on Revenue Sharing and Management in Kenya’s Petroleum Sector as well as other relevant information.
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https://www.tullowoil.com/operations/east-africa/kenya as at 20 April, 2018.
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POLICY DIALOGUE PROGRAMME
Revenue Sharing and Management in Kenya’s Petroleum Sector
4th -5th April, 2018 Intercontinental Hotel, Nairobi, Kenya

As Kenya gears up to move from the exploration and appraisal phase into the production phase, the conversation on petroleum
revenue sharing and management has become key within the industry, government and general public. Sprouting issues include
questions regarding how petroleum revenues are generated, shall be collected and thereafter distributed among stakeholders with
particular attention to where petroleum revenues ought to be deposited, the administration of these depositories (transparency
and accountability) and the intended allocation of petroleum revenues and its rational: the matter of the proposed 75:20:5 split.
Petroleum revenues for a new oil frontier such as Kenya can either be a positive impact on the economy or have detrimental
long-term effects due to mismanagement of both funds and expectations. The matter of how Kenya can ensure sustainability
of these petroleum revenues and avoid the resource curse, pre-mature borrowing and spending, is also under discussion.
The Extractives Baraza (EB), based at Strathmore University, in partnership with Oxfam International and the Kenya Civil
Society Platform on Oil and Gas (KCSPOG) have established the Extractives Policy Working Group (EPWG) which convenes
stakeholders for meaningful dialogue and consensus on issues pertinent to Kenya’s extractives sector with the ﬁrst being
Petroleum Revenue Sharing and Management in Kenya.
Based on the foregoing the EPWG has identiﬁed Revenue Sharing as one of the key policy issues that need deeper interrogation
and understanding in light of the current advancements in the petroleum sector. This topic will be addressed through a
Technical Paper on Revenue Sharing and a Two-day Forum on Scenarios Building and Dialogue among key stakeholders in
the sector engaged on ﬁscal aspects. The goal of the forum will be to interrogate different scenarios critical to robust revenue
sharing and management with possible alternatives for Kenya in light of the Petroleum (Exploration and Production) Bill,
2017.
DAY 1: SCENARIOS BUILDING WORKSHOP (4th APRIL 2018)
MC: Davis Osoro, Extractives Strategist Oxfam

Person/Organization Responsible
Arrival and Registration
8:30 - 8:45 AM
Welcome and Opening Remarks
Forum Conveners
8.45 – 9:10 AM
Presentation of the Technical Paper on Revenue Sharing in
Commission on Revenue Allocation (CRA):
Kenya’s Petroleum Sector
Chair, Technical Validation Committee on
Revenue Sharing and Management
9:10– 10.00
Feedback and Discussion on the Technical Paper
Commission on Revenue Allocation (CRA):
Chair, Technical Validation Committee on
Revenue Sharing and Management
10:00 – 10.30 AM
TEA BREAK
10.30 An Introduction to of Petroleum Economics and
Key Expert: Don Hubert, Resources for
Development Consulting, Canada
Government Revenue
11:00 AM
How will the Kenyan government generate revenue from
oil projects? How are revenue forecasts generated through
cash ﬂow modeling including assumptions related to oil
production volumes, varying scenarios on oil price, the various
categories of project costs, and the ﬁscal terms contained in
the production sharing contracts?
Time

Topic

8:00 - 8:30 AM

Revenue Sharing and Management Scenarios for the Petroleum Sector in Kenya
11:00 AM–
12:00 PM
12:00 - 1:30 PM
1:30 - 2:30 PM

2:30-3:00 PM
3:00: 3:50 PM
3:50 - 4:00 PM

Scenario 1: Full Field Development for Blocks 10BB and
13T based on the 2008 Production Sharing Contract (PSC)
Terms
Lunch Break
Scenario 2: The Early Oil Production Scheme (EOPS)
Based on 2008 Model Production Sharing Contract Terms
Scenario 3: A hypothetical oil ﬁeld analyzed against the
terms proposed in the 2017 Model PSC.
Oxfam analysis on Revenue sharing and its implications on
counties.
Case Studies of Petroleum Revenue Sharing and
Management from Other Jurisdictions
Review of the Day and Closing Remarks
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Key Expert: Don Hubert, Resources for
Development Consulting, Canada

Key Expert: Don Hubert, Resources for
Development Consulting, Canada
Davis Osoro, Extractives Strategist, Oxfam
Key Expert: Don Hubert, Resources for
Development Consulting, Canada
Commission on Revenue Allocation (CRA):
Chair, Technical Validation Committee on
Revenue Sharing and Management

DAY 2: ROUNDTABLE AND PANEL DISCUSSION (5TH APRIL, 2018)
MC: Dr. Melba K. Wasunna SJD, Director Extractives Baraza

Arrival and Registration

8.00 – 8.30 AM
8:30 - 8:45 AM

Welcome and Opening Remarks

8.45 – 9.15 AM

Keynote Address

9.15 - 9:30 AM

Key Lessons from Scenarios Building on Day 1

9.30 – 10:00 AM

Overview of the three scenarios from day 1- full ﬁeld,
EOPS and a hypothetical ﬁeld to test the 2017 model terms

• Extractives Baraza Strathmore University

& Oxfam International
• Dr. Rose Ngugi, Executive Director The Kenya Institute for Public Policy
Research and Analysis (KIPPRA)
Hon. John Munyes, Cabinet SecretaryMinistry of Petroleum and Mining
Commission on Revenue Allocation (CRA):
Chair, Technical Validation Committee on
Revenue Sharing and Management
Key Expert: Don Hubert, Resources for
Development Consulting, Canada

High Level Panel Discussion 1 - Petroleum Revenue Sharing Options for Kenya
Key Issues for Discussion:
• Demystifying what an oil economy means for Kenya: opportunities, impediments and impacts
• On the question of Sub-National payments, the 2017 Bill proposes that the National Government’s share of the proﬁts be apportioned
75/20/5% between the National Government, County Government and Local Communities. What is the underlying rationale and
principles driving these standards? What are the mechanisms to be put in place to ensure a standardized review process?
• How do we deﬁne ‘community’ given the conﬂicting deﬁnitions in law?
10:00 - 11:00 AM

11:00 - 11:30 AM

Panelists
• Mr. Andrew Kamau, Principal Secretary, Ministry of Petroleum and Mining
• Governor H.E. Josephat Nanok, Governor, Turkana County
• Dr. Jane Kiringai, Chairperson, Commission on Revenue Allocation
• Dr. Korir Singoei, Head of the Legal Team, Ofﬁce of the Deputy President
• Mwendia Nyaga, Chief Executive at Oil & Energy Services Limited
• Benson Ochieng, Extractive Sector Forum Coordinator
• Edgar Odari, Chief Executive Ofﬁcer, Econews Africa
• Senator Prof. Imana Malachy, Senate Committee on Energy
Moderator: Dr. Alex Awiti, Director- East Africa Institute-Aga Khan University
TEA BREAK

High Level Panel Discussion 2: Revenue Management and Transparency
Key Issues for Discussion:
• Should petroleum revenues be managed differently as sector-speciﬁc revenues? Should the revenues collected be used to tackle the many
economic challenges facing Kenya—including paying off debt—or should a portion of the revenue be set aside for future generations?
What are the available policy options at both national and sub-national levels?
• In the event of grievances or conﬂict regarding petroleum management, should we develop and formalize conﬂict management
strategies? How do we build such institutional capacity?
• Should we develop a sector-speciﬁc transparency and accountability mechanism for petroleum revenues? What are other countries
doing?
11:30 AM 12:30 PM

Panelists
• H.E Governor Francis Thuita Kimemia, Chairperson, Council of Governors Energy Committee
• Ken Mugambi, Head of Strategy & Corporate Planning, National Oil Corporation of Kenya
• Paul Mirie, Mineral Economist, Ministry of Petroleum and Mining
• Ikal Angelei, Executive Director, Friends of Lake Turkana
• Simon Wall, External Affairs Manager, Base Titanium
• Martin Mungai, Economics Advisor, Ministry of Petroleum and Mining
• Hannah Wangombe, EPWG Chair
• Elizabeth Rogo, Founder & Chief Executive Ofﬁcer, Tsavo Oil Field Services

Moderator: Jean Githinji, Senior Manager, Energy and Natural Resources, KPMG in Kenya
12:30 – 12:45 PM Way Forward
Forum Conveners
12:45 - 1:00 PM
Closing Remarks and Forum Closure
The Kenya Institute for Public Policy
Research and Analysis (KIPPRA), Chair,
Extractives Policy Working Group
1:00 PM
LUNCH AND DEPARTURE
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