

















Constraints

. However, there are both sector and size constraints

I
=I when deploying private equity capital

* Restricted sectors: 45% of sectors of investment destinations
in the region are restricted in Ethiopia (retail, education, ICT,
transport, financial services, broadcasting, forwarding and
shipping services, packaging and printing

* Smaller ticket size of deals in Ethiopia (1-5M USD) compare to
in East Africa which ranges $25-50M

* Compatibility gap of objectives between private equity and
legacy family businesses

* Underdeveloped intermediary landscape creating matching as
well as deployment of capital

Source: KPMG (2014)
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Constraints

. Private investors transaction size may not fit

.
_— I
— enterprise size

Transaction Size Enterprise Categories Suitable Investment Type

Public Enterprises

Greater than S50M (SOE) Buyout Capital

Endowment Co.

Large Private Equity
(EOCQ) Capital

N S S N R S RN N S NN N S R RN S R R S m m <« m n n unmnnnnnx= <uu T RN T N RN N R R NN

Greater than S25M

Private
Rev>5M USD

Less than $S15M Private Equity Capital

Less than S5M Impact Capital

Public Enterprises are suitable for buyout activity
Endowment Companies are more suitable for large private equity investment
Private-sector companies are small and investors’ desire of transaction size may

not fit the enterprise size; Impact investors are more suitable for growth companies "
Source: TBC



Constraints
The missing link: linking the right opportunity with the
right investor

Finding suitable investment is like looking for a
needle in a hay stack

Fragmented & underdeveloped intermediary
market further impairs investment

Investor preference is to invest in ticket size of
$15-25M USD, a size not suitable for private
enterprises

Companies are not sure the suitability of equity

Thinkstock /iStackphioto

Please refer to Annex for Sector Profile
For further detail, please see Catalyzing Impact Deal Flow in East Africa
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Market Constraints

Lack of awareness of and capacity to engage with
private equity

[ Highly fragmented with lack of capacity

and lack of credibility
Linkages between different

No self regulatory

professional service groups ¢ .
. o E Lack of knowledge understanding
(e.g. auditor for due diligence) Advisory e
. Service
Professional vices Market
Business Services Linkages Lack of corporate services
There is no within companies
disclosure of :
P Support Functions Corporate
performance of Financial s ee—ae—mer e s Services
companies Infrastructure ' . i

; Companles Private Equity Investors : ~
| ICENELCIM  Capital Market (Supply) VI No investment
5 N protection laws; no

financial institutions,\ N\ oo ) s:;(:tg:;, displ:te resolu;ciont;
(for services such as Norms nos ror|1g conrac
certification, & W /
accreditation) Licensing ~
Investment Service Lack of licensing
Regulation Regulation — of investor
No licensing, no accreditation, certification adylsqrs,
and hence limiting credibility of No regulatory body & no resulting in lack
. . . . . i i r i ili
intermediaries (investment services) / regulatlor.m fo.r disclosure. credibility _
] Investment regulation of foreign Resulting in lack of
investment restriction in financial transparency and less
Dcmica, constraint L services, transport, natural resources etc. Investments 18




Advisory (Support) Market Constraints

limiting factors

. Lack of knowledge and investment readiness are key

Professional Business Services
Audit, accounting
legal, IT, HR

Market Information
Private equity opportunities;
investment opportunities

Financial
Infrastructure

Support Functions

Market Linkages
Awareness, knowledge sharing,

rimary data depository
access &

Local Companies

(Demand)

Investment Advisory
Market

linkages with investee - advisors

\

Investment
Advisor

Supply-side
Industry Standard

Legal System
Contract enforcement

Accreditation

Self Regulating Body
Education ; dispute resolution;
certification; monitoring

Rules

Membership Organisation
Self regulating body; education; lobby;
skill development

Certification & Accreditation
by Association
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Support Market Constraint

=I. Informational and transactional inefficiencies
— constrain the market

Support Functions

Lack of transparency due to unavailability of company-specific financial
performance data as well as depository institution to access such data on
commercial basis

Informational
Inefficiencies

Transactional Lack of breath and depth of investment advisory services providers, highly
Inefficiencies fragmented service with lack of capacity and performance history

Lack of awareness of certification and accreditation of the investment advisors to

Fragmentation of
s provide credibility in the market creating highly fragment service

Advisory market
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Support Market Constraint

Inadequate
Regulatory
Framework

D Inadequate regulatory framework restrict private
equity deployment

Rules

Lack of well-established property rights, inefficient judicial dispute resolution
system, reduces investors confidence and increases cost of screening and
monitoring cost of investment

Lack of disclosure laws from companies seeking foreign capital increases fraud
and reduces investor confidence.

Lack of self-regulating institution to provide oversight, rules, enforce registration,
enforce filing and reporting, and educate and train investment professionals.

Certification and

Accreditation by
Association

Certification by federal regulating agency for investment advisory professional
would add credibility

Accreditation of investment advisors by self-regulating body would increase
awareness, educate, inform the business community and protect the investee
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Market Constraints

State-owned
Enterprises

Endowment
Companies

Private Legacy
Enterprises

Investable
Private

Companies

Source: AVCA (2015); KPMG (2014)
]

D Challenges within the demand side reduces the private
equity market opportunity

Investable Large Enterprises Opportunity in Ethiopia is smaller

= Sector Constraint
51% of attractive sectors are restricted to foreign
investment in Ethiopia

=  Public Sector

Majority of large enterprises with significant market
share are public companies only interested for
buyout firms

= |nvestment Options

Largest investor base in Ethiopia, are not able to
invest in state-owned companies as well as
endowment companies reducing the investment
options

= Shareholder Interest
Among private enterprises, shareholders’ interest of
legacy companies in not properly aligned with that
of external shareholders
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Market Constraints

=I. As well as supply side challenges to private equity
- capital deployment

Deployment | Management Exits

Allocation
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3. Vision & Interventions
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Investment Private Capital: Market Vision

[ A vibrant investment advisory market thereby increasing investments, improving the deal-facilitation
function and raising awareness and appetite for private equity, resulting in efficient deployment of
foreign equity capital

@ Active Employment Creation
® Pipeline
A Intervention

g Poor professional Lack of awareness on Growth in companies with increase in capital & ¢—
- business service prlvate capital intangible assets
[
2
w Professional/Business! FIN TBD: Improve
> Services Kno Plg\éatee gql-;':zness brokerage service @
© Au?;tg;;ca(_)ﬁél% wiedge, aw e e pa— Greater equity investment in private sector w
w -
- Financial =
2 _ Infrastructure Support Functions IMarketlLinkages T >
p— Primary data depository — - _ linkages with =1
o3 comnaq(;criis;igs‘aﬁon == F s IM Performance history and credibility of m

Copani Private Capital T S— investment advisory market is strengthened (9]
2 es Market Advisor resulting in better informed business <
— e N arke Vi Legal System community
< T —— Contract
-4 enforcement T
[
(%] Self Regulating Body P |
2 Education ; dispute RulSS Certlf@tlo.n &
o resolution; certification; |\ e o anisati Accreditation
byt monitoring e;nelfert l:’l)atirl‘-lgal:‘cl)za'lon by Association PEVate ivisor- Professional

educat;gon; Iobgby; slzilll capital Investee i iness Reiporate
development 4 ; advisory Loan
p awareness Linkage e
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Intervention 1

.
— I. Private Capital Advisory Facility

Objective: A vibrant investment advisory market increasing investments,
resulting in efficient deployment of foreign equity capital

Outcome: 1. Build track record and performance history of the investment advisory service (credibility)
increasing their value proposition (supply) and also ensure companies' willingness to pay (demand)
2. Local companies secure private external capital, resulting in increased investments of $290 mi
(20% of ‘green’ and environmentally sound companies, 5% of green investments)
3. Increased investment results in growth and employment creation of 11,500 jobs

Intervention Storyline

To overcome the lack of awareness and lack of capacity to engage in private equity capital markets, the
intervention has four integrated components; (1) A series of workshops to promote private equity capital as an
alternative source growth; (2) linkage with investment advisors to secure private equity capital on a de-risked
basis; (3) recoverable grant facility for businesses to pay retainer to advisors; and (4) 80 million ETB of
commercial loan fund allocated by the Partner Bank to complement the long-term growth capital.

Partners Innovation

Credit Management: Zemen Bank = Participation of (crowing in) of advisory service firms in the

market to support the demand of equity capital;

Private Capital Workshop: (TBD) = Augmentation of services from Partner Bank to include
corporate finance related services;

= More products in the market such as private corporate debt;

= Inclusion of local investor (family houses) to participate in
private debt and private equity investment with participation
of advisory firms and banks.
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=I. Learning to date
N

With FINO3, on the demand side, Companies While companies find the service valuable,
find advisory service valuable once they without track record they are resistant to pay
undergone investment readiness process with (lack of incentive rather than affordability).
advisor. However, undergoing an investment

readiness process does not guarantee an The Compromise is PCAF, whereby advisors
investment with capacity have the incentive to provide a
On the supply side of advisory market, advisors service if they are paid retainership to ensure
with capacity are not interested in providing cash flow management and to reduce risk of
service without pay and performance pay is service. PCAF will pay the retainer portion of
riskier than average in Ethiopia. the advisory service

The more advisors show performance (i.e.
show investment), the more credible the
advisory (intermediary) market becomes thus
the higher the probability demand increases
and companies are willing (incentivized) to pay
for advisory service. Track record begets
credibility which begets market participation.
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Key Activities

EP Plan for E.C 2009 (Private Equity Capital Market)

Key
Activities

Private capital
advisory facility
and awareness

building on
private equity
(PCAF)

Linkage with
regional/int.
advisors

»

»

Descriptio
n

* Launching of PCAF intervention

* Six educational workshops on private equity and
advisory service

* 80% of the PCAF facility capital deployed to 27
firms

* Firms are going hire advisors by using the facility

* Equity investment however is not likely to happen
in E.C 2009 as average investment process takes
15 months after the advisor is hired

* Identify list of regional/int. advisors interested in
East Africa and Ethiopia

*Reach out to these international advisors
proactively and invite them to participate in PCAF
workshops. In this way, they will be introduced to
local advisors

* Design an intervention around capacity building of
local advisors in linkage with international ones

>

>

I Results I

¢ 27 firms will receive loan
from PCAF facility and hire
advisors

* Vibrant advisory market
leading to efficient deal flow

* Capacity Building

* Brand Building



[ . Intervention
=I EP Plan for E.C 2009 (Private Equity Capital Market)

Key
Activities

The Breakfast
Club

Support other
Private Capital
Providers/funds

»

»

Descriptio
n

* A discussion forum established comprises of
private equity investors, domestic wealthy families
who want to co-invest, and donors. Quarterly
discussion will include of status of PCAF, insight
into capital demand market, investing solutions
and best practices.

* This will also create a pathway for different types
of equity capital providers such as buyout,
infrastructure, real estate, turnaround funds,
distressed fund etc.

* EP will explore engaging other private capital
providers such as buyout, destressed and
turnaround funds;

* EP will explore facilitating infrastructure funds to
engage in IP development supporting AlG

e Support wealthy families to engage in co-
investment activities with foreign financial
institutions

>

>

I Results I

¢ 10-15 foreign commercial
investors and 5-7 local
families to share market
information and provide
relevant insight into supply-
side

* Increase the source of private
equity capital;

* Broaden the focus on of
private capital;

* Ensure local family houses
invest in local firms creating
linkage between investors
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Annexes
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I Annexe
=I. Private Equity Capital Market Profile and Stakeholders

Companies Source of Private Equity Capital
*  Family-owned or closely-held companies limited *  Families funding their own businesses and
liability or proprietary structure, operated by expansion capital need;
family and generally small * Foreign private investors, major
 Endowment companies, party affiliated, with large contributors to private equity capital;
market share, structured as PLC, managed by * Development Financing Institutions (DFls)
somewhat professionals; largest sources of capital Ethiopia
* Foreign owned and operated companies relocating * Strategic Partners under JV or co-owner;
to Ethiopia *  Multinationals mainly FDI
Regulatory Bodies Licensed Financial Intermediaries
*  Ministry of Industry for trade and commercial *  Promoters who sell share of companies to
licensing private citizens and households
e Ethiopia Investment Commission for investment * Agents who act as brokers to sell the share
laws, policies and licensing of local companies to foreign investors;
* Central Bank, NBE, for guidance of currency * Consultants who provide business plans
convertibility, repatriation and distribution; and feasibility studies
e Other Ministerial Agencies depending on the *  Accounting firms (international) who
investment provide advisory services
* ERCA for tax laws and tax administration * Transaction Lawyers, only two recognised




Annexe

.

. . . .

_I Theory of Change Advisory and Business Services
Creation of a new financial service industry

IMPACT Jobs and increase in income Creation of High-Growth Companies leading to
Income among professionals within finance industry More jobs creation and income rise;
Increase of investment into local companies

=G SR S RO ST EIE G More Efficiency leads to higher production, growth not only in
OUTCOME Better Linkage between Investor and Advisor y gherp -9 y

Linkage between investee and Investor D GEIMRETIES U 12 Melisiy €6 & winels

Addresses the weakness of business community on the . . .
Reduction of operational risk

O ESMENTe) Sl Create operational efficienc
(SYSTEM Better informed and supported business community De-Risk zome of the industry risk inherit in the market
LEVEL) More transactions lead to more investment which will lead to y

growth in the industries Better management of company assets including cash flow

Educate the businesses on the benefit of Equity Capital Creation of pooled services to support portfolio companies of
Guide the Company throughout the investment process PE/Impact Fund
Organize the company for foreign investor (investment Pooled services of senior management team
readiness) Pooled CFO services
OUTPUT Develop all necessary investment documents Pooled Legal Services
(DIRECT) Lead the due diligence efforts Pooled Accounting Services
Guide and advise the company throughput the transaction Pooled IT services
process Sales channel development (domestic and international)
Legal support of the transaction Pooled distribution channel development
Addresses the weakness of demand side Pooled Packaging Service development

Pooled logistic and transport service development
| | | |

ADVISORY SERVICES (PRE INVESTMENT) BUISINESS SERVICES TO ADDESS OPERATIONAL INEFFICIENCIES

Lack of
understanding on
Equity investment

INTERVENTION

Lack of knowhow &
tech. in managing
production

Lack of professional
and experience
management team

Lack of cash flow
management

Lack of readiness to
foreign investment

Lack of access to
investor

Lack the resources
and knowhow to
fulfill requirements

No understanding
of requirements of
Investor

No knowledge of Lack of effective Lack of knowhow in

Marketing it to financial/accounting (I;ack |0f IanWhO:I Ln dev. distribution
investor s eveloping markets channels

CONSTRAINTSs

Lack of
understanding of
legal documents

How to negotiate Lack of modern

the deal terms practice of
administration

No understanding
of the process

Inefficiency in logistic
and transport

Inefficiency in
packaging




Annexe

=I. Theory of Change: Private Equity Capital
[

JOB CREATION INCREASE IN INCOME

Outcome Increase in industry output and increase in investment in the economy

Outout More equity investment in the private sector
(Dir:ct) Higher percentage of companies will be investible companies

Better Access to equity capital

Better informed business community

Private Equity Capital Market
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Annexe

=I. Abbreviations
I

Abbreviations

AfME Africa & Middle East

CBE Commercial Bank of Ethiopia
DBE Development Bank of Ethiopia
EOC Endowment Owned Companies
LP Limited Partnership

SOE State Owned Enterprises
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N
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I
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Thank You

www.enterprisepartners.org

ENTERPRISE PARTNERS

Bole, adjacent to Millennium Hall, behind Reliance

Hotel; Bel Amour Building, 2" - 5t floors Follow us on:
Phone: +251-116-186-601
Fax: +251-116-672-588 Enterprisepartnersl n
P. O. Box 27374/1000

Addis Ababa, Ethiopia r—\
E-mail: info@enterprisepartners.org @EP_Ethiopia u
Web www.enterprisepartners.org
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