P
j

Bank lending is the most common source of external
finance for many Kenyan SMEs and entrepreneurs,
which are often heavily reliant on traditional debt to
fulfill their start-up, cash flow and investment needs.
While it is commonly used by small businesses, how-
ever, traditional bank finance poses challenges to
SMEs, in particular to newer, innovative and fast
growing companies, with a higher risk-return profile.

Debt financing especially in Kenya appears to be
ill-suited for newer, innovative and fast growing com-
panies, with a higher risk-return profile. The “financing

gap” that affects these businesses is often a “growth

capital gap”. Substantial amounts of funds might be
needed to finance projects with high growth pros-
pects, while the associated profit patterns are often
difficult to forecast. The financing constraints can be
especially severe in the case of start-ups or SMEs that
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SME financing could support long-term investments and
reduce the vulnerability of the sector to changes in the
credit market.

What
Challenges do
SMEs and
Investors face

Viffa Consult conducted in-depth analysis on
the potential and challenges faced by potential
SME and investors.

the project objective was to explore
alternative financing instruments availa-

ble
agers and other non bank players such as Wealthy private

to SMEs with a special focus on fund man-
investors (Local and Diaspora) and Chamaas
The results of the survey were as follows;

1-Investor profile:

: Private
15% Companies

34%>
Diaspora Chama
Asset Managers

INVESTOR
PROFILE

Respondents

421% Individual
Local Investor

Local Chamaa

Average annual savings of respondents

Up to 1 Million

{ 39%

J 15%

Value of savings the respondents have to date

Up to 1M 1Mto 10M

Lo

Savings

Over 50M

10M to 50M




Value of movable, Immovable, intangible assets

owned

Less Than Over 30 Million
5 Million

Type of movable, immovable or intangible asset
owned

Motor Vehicles

Government Securities

Shares of Listed Companies (NSE)

2-INVESTOR TIME HORIZON AND RISK

PROFILE

I plan to begin withdrawing money from my invest-
ments in

36% will in 3 to 5 years

Withdrawing
from
Investments

10% will in 3years or less

Once | begin withdrawing funds from my invest-
ments, | plan to spend all of the funds in

30% Will spend funds
within 3 to 5 years

o Will spend funds
2 7 /° within 11years or more

Will spend funds
in less than 3 years

19%

| would describe my knowledge in SME invest-
ments as

Knowledge In

Investments

66%




When | invest my money, | am concerned about

499
% 46%
Gaining
Value
o . Losing
Gaining/Losing Value
Value
3-SME Investment

What factors prevents you from investing in an
SME

Difficulty in o
predicting cashflow 36 /o

A

Lack of data, O/
reporting and audit 5 (-]

(o) Lack of management
o' experience by SME

S managers/owners

Less than optimal
. . O/ 20
dispute res.olutlon 1 8 (o] 1 Clear business model
mechanisms

If an SME were to address the above negative
factors, how likely are you to invest in the SME?
(1 Means Most Likely while 5 is least likely)

46% were most likely, 2% likely with 12% least
likely to invest in SMEs

What type of investment funding can you be willing

to invest on an SME?
Willing to invest in

Willing to invest in Willing to invest in
short term debt.

Willing to invest in
debt equity (Shares)

long term debt a mix of equity and

Conclusion on SME Investors

90%

have a 3 year
Investment

79%

Have savings

49%

Horizon above Are high risk
1 Million profile
investments

Recommendations for an enabling SME environ-
ment

e Tax and other incentives targeted at encouraging
investment in SMES

e Establishment of SME financing instrument market

e Capacity development of SMEs by eco system players
on importance of developing systems

* I[nvestor education on investment on SMEs

For Further Inquiries contact; Viffa Consult Ltd P.O.Box 35320 -00200 Nairobi
‘ Victor Otieno

Mayfair Suites Tel: 254 723 98 25 28
‘ Managing Director Off Parklands Road victor@viffaconsult.co.ke
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