
K P M G  A N D  S A V C A

P r i v a t e  E q u i t y  a n d  V e n t u r e  C a p i t a l
S u r v e y  –  2 0 0 2

K P M G  C O R P O R A T E  F I N A N C E



SAVCA – WBS
Foundation Programme for Practitioners

In Venture Capital and Private Equity
VCPE

7-9 May 2003

2 St David’s Place, PARKTOWN, Johannesburg 2193

Programme Booking and Administration:

Anne Badcock
Tel: (011) 717-3573 Fax (011) 643-2336
e-mail: badcock.a@wbs.wits.ac.za

WBS Website: www.wits.ac.za/wbs

University of the
Witwatersrand



KPMG and SAVCA

Private Equity and Venture Capital Survey – 2002

Highlights

■ South Africa’s private equity industry boasts R40,6 billion in
funds under management

■ R8,7 billion in undrawn commitments available for future
investments

■ Investment spending by private equity firms up 63% from
2001 to R3,9 billion in 2002

■ Fourth consecutive year of decreased fund raising with R800
million in new commitments raised during 2002
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Glossary
IRR – Internal Rate of Return.

BEE – Black Economic Empowerment.

BVCA – British Venture Capital Association.

EVCA – European Private Equity & Venture Capital Association.

Follow on investments – Investments into companies where first round funding has already been made.

Gross IRR – IRR before the deduction of management fees and carried interest.

Gross realised IRR – Gross IRR on the total realised portfolio of investments.

Draw down – A draw down or capital call occurs when third party investors (called limited partners in the US) provide
cash to a private equity fund for investment into a portfolio company. The draw down reduces the
outstanding commitment due from the investor.

Carried interest – This represents a fee enhancement for a private equity fund manager for achieving a benchmark return or
‘hurdle rate’. The fee is often set at 20% of the value of returns achieved in excess of the benchmark return.

Independent fund – Those private equity companies, managers or funds raising and disbursing capital which has been sourced
from third party investors.

Captive fund – Those funds making investments solely on behalf of a parent or group, typically an insurance company, bank
or institutional asset manager, often from an indeterminate pool of money.

IPO – Initial Public Offering. The first time that a company’s equity is sold on a stock exchange.

JSE – JSE Securities Exchange South Africa.

DFI – Developmental Funding Institution

SAVCA – The Southern African Venture Capital and Private Equity Association
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Foreword
The KPMG/SAVCA annual survey on private equity and venture
capital has established itself as an authoritative source of
information available in South Africa about our industry.  In this
context, it is pleasing to note that the depth and scope of information
and analysis increases and improves each year.

In the context of global and domestic financial market conditions, in
most respects, the survey results are in line with expectations - most
importantly, that funds under management at R40,6bn remains
consistent with the previous year.  This translates to 2,9% of GDP.
Whilst this percentage is respectable in international terms (and in
fact is higher than many European countries including the United
Kingdom) in my opinion it leaves much room for growth and
development.  Our thoughts should rather turn to the impact the
industry could make on the economy were this percentage to
increase on an annual basis and ultimately reach perhaps even 6% or
7% of GDP.  This would act as an incredible catalyst for economic
growth and the availability of risk capital for entrepreneurs that this
country so urgently requires.

To break out of the mould will require changes to the regulatory and
legislative environment as well as to the mindset of institutional fund
managers.  Indeed, SAVCA’s greatest challenge is to endeavour to be
instrumental in facilitating these challenges.

The survey reflects expanded and improved information about the
industry’s involvement in funding investment with a BEE focus. We trust
that this information will be helpful to policymakers in their endeavours
to stimulate the amount of finance available to BEE enterprises.

The investment in seed capital remains disappointingly small and
this, too, is food for thought , both within the industry and amongst
policymakers.

My congratulations to the KPMG team led by Nick Matthews and the
SAVCA team led by Walter Hirzebruch and Shaun Zagnoev for their
hard work in producing this excellent report.

Malcolm Segal
Chairman, SAVCA

10 April 2003

Following the great success of the past surveys, it gives me great
pleasure to present the 2002 KPMG and SAVCA private equity  and
venture capital survey.

The feedback from prior years’ surveys was greatly appreciated and,
where possible, we have included additional requested statistics.
This year we have included a more detailed analysis of fund raising
activities and investments, splitting our analysis between earlier
stage, later stage and hybrid funds.

This is the fourth annual survey and we trust that the expanded scope
will continue to be of interest to all industry players.

Richard G Carreira
Managing Partner : KPMG Corporate Finance

10 April 2003
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Sources of information
The principle source of information for this survey was the survey questionnaire. In addition we have utilised SAVCA’s directory of members,
interviews with and presentations by private equity industry leaders, as well as public information on listed private equity funds.

The survey questionnaire was developed jointly by KPMG and a SAVCA sub-committee constituted for this purpose, with a view to ensuring
that relevant information was extracted.

KPMG’s background research identified 60 entities that may potentially be classified as private equity firms or are involved in the management
of private equity funds. This included the 45 fund managers registered as members of SAVCA. Questionnaires were e-mailed to all 60 entities.
Thirty-one of them (representing 48 funds) completed the questionnaire. In addition, alternative sources were used to obtain information on a
further six private equity firms that did not complete the questionnaire. Although these alternative sources did not provide us with as much
information as our questionnaire, we nevertheless believe the information we present provides a fair reflection of the state of South Africa’s
private equity industry. We are confident that those participants for which no information was sourced are not significant players and we do
not believe that they would have had a material impact on our survey results.

In compiling the information for this survey KPMG has worked closely with a SAVCA sub-committee, constituted for the purpose of the survey,
to ensure meaningful interpretation and comment has been included in this report.

Although care has been taken in the compilation of the survey results, KPMG and the SAVCA do not guarantee the reliability of its sources or
of the results presented. Any liability is disclaimed, including incidental or consequential damage arising from errors or omissions in this report.

6 KPMG and SAVCA



Introduction to private equity
Private equity provides equity capital to enterprises that are generally not quoted on a public stock exchange.  Private equity can be used to
develop new products and technologies, to expand working capital, to make new acquisitions or to strengthen a company’s balance sheet.
It can also resolve ownership and management issues, succession in a family owned business or the buy-out or buy-in of a business by
experienced managers.

Investment stages
Private equity can be broadly classified into three sub-classes, namely: venture capital, development capital and buy-out funding.

Because the definitions of the terms ‘venture capital’ and ‘private equity’ vary from country to country, Figure 1 sets out the terminology used
in this survey to avoid confusion.

Figure 1: Private equity investment stages

History of private equity
South African companies have long invested in unlisted businesses. Why then has private equity become such a popular catch phrase?
The answer lies in the development, internationally, of a professional private equity management industry. The success in terms of growth
achieved by private equity funds in the US and, to a lesser extent in Europe, has resulted in the development of professional private equity
firms in other parts of the world, including South Africa.

In South Africa, the four major commercial banks and their predecessors pioneered leveraged buy-outs. This was largely driven by
disinvestments from South Africa in the early 1980’s. These buy-outs, encouraged by the international success of private equity, formed the
foundation for our private equity market.

Organised and professionally managed investments in the private equity market can be traced back to 1946 in the US, when the American
Research and Development Corporation (ARD) was formed to facilitate new business formation and development. ARD’s stock persistently traded
at a discount to its net asset value, and it had difficulty raising capital on the stock market. This was indicative of a negative view of private
equity as an asset class. During the 1950’s and 60’s, the US Congress introduced legislation to promote the development of small business, with
moderate success. An increase in the market for initial public offerings (IPOs) in 1968 – 1969 resulted in significant profitable realisations of
venture capital investments made in the 1960’s. During the 1970’s, many of these venture capital partnerships began leveraging buy-outs of
divisions of large conglomerates.
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Venture capital Seed capital Funding for research, evaluation and development of a concept or business
before the business starts trading.

Start-up and Funding for new companies being set up or for the development of 
early stage those which have been in business for a short time (one to three years).

Development capital Expansion and Funding for the growth and expansion of a company which is breaking even 
development or trading profitably.

Buy-out Management Funding to enable a management team, either existing or new, and their 
buy-out (MBO) or backers to acquire a business from the existing owners, whether a family, 
buy-in (MBI) conglomerate or other. Unlike venture and development capital, the proceeds

of a buy-out generally go to the previous owners of the entity. Buy-outs are
often leveraged.

Replacement Funding for the purchase of existing shares in a company from other 
capital shareholders, whether individuals, other venture-backers or the public through

the stock market. Unlike venture and development capital, the proceeds of
replacement capital transactions are generally paid to the previous owners of
the entity.



During the late 1970’s, regulatory and tax changes allowed US pension funds to invest in private equity for the first time. This, together with
the success of new leveraged buy-out (LBO) firms, resulted in a boom in fund raising1. In 1987, Kohlberg Kravis and Roberts raised a record
US$5,6 billion LBO fund, which was more than twice the total commitment to all other venture capital firms in that year. By 2000, North
American private equity firms had US$126 billion invested14.

The 1980’s and 1990’s therefore saw explosive growth in private equity commitments. In 2000, earlier stage and expansion stage financings
increased for the sixth consecutive year with a total of US$80 billion funds invested in this category, reflecting the strong growth in this sub-
class of private equity2. By 2000, a record number of firms (56) were each managing $1billion or more.

As Europe emerged from the recession of the early 1990’s, it too became a fertile environment for private equity. In 1997, a number of private
equity firms raised funds of more that $1 billion for the first time. In 2000, the total of European private equity investment portfolios was
estimated at 94 billion4.

In South Africa, the private equity industry was only formalised with the constituting of the Southern African Venture Capital and Private Equity
Association in 1999. The industry in South Africa is relatively sophisticated by emerging markets’ standards and its participants are active in
early stage investments through to large LBOs. Fund managers include independents who manage funds on behalf of third parties as well as
captive funds which manage off balance-sheet investments. Captives are for the purpose of this survey, further classified into the captive funds
of Government and Developmental Funding Institutions (DFI’s), banks and other captive funds (including corporates and insurance companies).

During 2001 global private equity and venture capital investment saw a substantial contraction with total global private equity investment at
$100 billion, some 50% less than the all time record of $199 billion set in 2000. Similarly funds raised were down 39% at $151 billion14.
Preliminary figures released for 2002 by EVCA4 , reflect that 2002 continued to be a difficult year with fund raising down on 2001. Whilst 2002
data is not available for North America, we expect that the overall level of activity would not have improved on 2001, when $62 billion was
invested (down 57% on 2000) and $102 billion was raised (down 42% on 2000).

Types of private equity firms
A distinction needs to be made between captive funds and independent funds5. Many private equity firms exclusively manage assets off their own
balance sheet or that of their parent company. These funds are referred to as captive funds.

Independent funds raise cash commitments from third party investors6. Generally, in terms of the agreement between the third party investors
and the private equity fund manager, the private equity firm draws down on the commitments as and when investments are made. The
independent funds are the dominant type of firm in the UK, Europe and in the US, where these funds are structured as limited partnerships.
Private equity firms typically act as the general partner of the limited partnership, whilst institutions and other investors become limited
partners.

Unlike captive funds, independent funds are usually closed ended. This means that once a fund has been raised, it is closed out, following which
no further commitments are accepted from third parties. Typically, third parties’ commitments expire, often according to a time schedule based
on a ‘use it or lose it’ principal, once a maximum draw-down time period expires. Professional private equity managers usually earn income from
a combination of a management fee based on total commitments plus an enhanced ‘carried interest’, which is based on the performance of the
fund relative to a benchmark. Captive fund managers usually do not charge any management fee.
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Funds under management and commitments
Our research shows that South Africa’s private equity industry now boasts total funds under management of R40,6 billion15 (inclusive of
undrawn commitments of R8,7 billion). This reflects a modest increase of only 1% from funds under management at 31 December 2001 of
R40,2 billion7 (inclusive of R9,7 billion undrawn commitments).

Determining the level of funds under management is not an easy task. Whilst certain parties lobby for a more inclusive approach to
measurement of funds under management others believe that overstating the level of funds under management is a disservice to the industry
as this could reduce the appetite of DFI’s to commit funds to South Africa in favour of other under-funded emerging markets.

In the purest form there is an argument that this survey should only measure the activity of the independent funds, as these form the core of the
professionally managed private equity industry. This however, would negate the significant role played by corporates, banks and DFI’s in private
equity in South Africa. Furthermore, the inclusion of these parties in our measurements is consistent with the treatment by the EVCA in their
research. For the purposes of presentation we have, however, analysed funds under management between the various types of fund managers.

In analysing the research it is important to note that a number of firms which participated in the 2001 survey did not participate in the 2002
survey. We have also, for the first time included the operations of Venfin in the survey. Although comparative 2001 information has been
restated, the 2000 funds under management have been extracted from our 2001 survey and are therefore not directly comparable.

Figure 2: Total funds under management at 31 December
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Although Figure 2 indicates strong growth between 2000 and 2001, this is to a large extent due to the inclusion of Venfin in our 2001 figures for
the first time. The fact is that in 2001 and 2002 the private equity industry’s funds under management have grown at levels lower than inflation.

A number of factors have contributed to this disappointing growth. A key issue has been the significant decrease in the level of new
commitments raised by independent private equity fund managers. This is partly due to the availability of undrawn commitments, but it is also
reflective of the tough fund raising environment during 2001 and 2002. This is discussed in further detail on page 13.

Whilst the immediate effect of exits by private equity investors is to reduce funds under management, the continued low level of exits,
particularly exits via IPOs, may also be hampering the ability of private equity players to raise further funds from third party investors. Private
equity exits are discussed further on page 21.

Although these trends are concerning, they are not inconsistent with developments in North America and Europe, where funds raised have
dropped over the two year period, with a slight recovery in the level of investments in 2002 in Europe. We expect that 2002 will once again be
a year of subdued levels for private equity investment and fund raising in North America.

Figure 3: Private equity funds raised and investments

Significant players in the private equity industry include the captive funds of South Africa’s larger banks as well as the captive funds and private
equity investment portfolios of government and aid agencies. Examples of private equity portfolios of government and aid agencies include the
Industrial Development Corporation (IDC), CDC Capital Partners (previously the Commonwealth Development Corporation), the Southern African
Enterprise Development Fund (which is funded by the US Agency for International Development) and the International Finance Corporation
(a division of the World Bank). Significant captive funds include corporate private equity players such as Venfin (R9 billion in funds under
management) and HCI (R2,5 billion funds under management) as well as Business Partners (all classified as “Captives – Other”). The IDC has
R4,6 billion in unlisted investments which make up a significant proportion of the ”Captives – Government” sector. Captive funds account for
71% of the total funds under management.

Independent funds make up 29% of funds under management. These funds, which generally manage third party funds, reduced funds under
management from R13,2 billion in 2001 to R12,0 billion in 2002. We estimate that approximately R1,0 billion of the decrease in the value of
funds under management is a direct result of the appreciation of the rand which has decreased the value of foreign currency denominated
commitments.

Although this sector is dominated by the larger buy-out focussed funds of Brait Private Equity and Ethos Private Equity, we continue to see a prevalence
of second tier private equity fund managers including earlier stage venture capital funds.

In the US, independent funds dominate the market and manage approximately 80% of total funds. Captive funds of banks are a distant second
with an estimated 8% of the funds under management and the remainder is evenly distributed among the remaining private equity participants.
European independent funds account for more than half of the total funds under management with government captives contributing less than 5%. 

The international trend is not entirely consistent with that of the South African private equity market owing to the more active role that the
South African government and international development agencies have taken in funding investment in the country. Whilst DFI’s are not
significant players in private equity in North America and Western Europe, they do have a focus on other developing economies including those
of Eastern Europe and Africa.
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Although our industry is small in comparison with that of the US, it is significant in relation to many European countries, including Sweden
and the Netherlands. In terms of size relative to GDP, South Africa’s private equity industry is more significant than most of Europe’s, but is
still some way off Israel’s (9,4% of GDP) and that of the US (4,0% of GDP)8. Included as part of South Africa’s investments are the captive
funds of government agencies and DFI’s (Approx. R7 billion) as well as some significant corporate private equity players including Venfin
(R7 billion of investments) and HCI (R2,5 billion of investments). There is a school of thought that these parties overstate the relative size of
the South African private equity industry and that they should be excluded from the statistics altogether.

Figure 4: Relative size of international private equity markets8 (measured by investments)

Note: for the purpose of the above analysis, undrawn commitments have been removed to ensure comparability.

The PricewaterhouseCoopers/3i survey ranks national private equity industries in terms of funds raised as well as amounts invested in the year
of measurement. Because of the depreciation of the rand during 2001, South Africa slipped off the ‘top 20’ rankings. On a comparative basis,
using 2002 figures, the strengthening of the rand places South Africa at 19 on the global rankings.

Figure 5: PwC/3i country ranking 2001

Source PwC/3i Global Private Equity 2002

*2002 figures for SA (2001 for others)

Although total undrawn commitments are R8,7 billion, R5,0 billion reflect the undrawn commitments of independent fund managers.
These undrawn commitments to independent fund managers have contracted by R1,0 billion. Investments made exceeded capital raised during
2002, and the foreign exchange movements arising on foreign currency denominated undrawn commitments reduced the undrawn
commitments in rand terms. Although fund raising has increased marginally over 2001, the subdued fund raising environment is largely as a
consequence of large fund raising activities undertaken by the larger buy-out funds in 1998 and 1999 and a more depressed local and global
economy during 2001 and 2002.

$400,0bn

US

$34,8bn
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$10,4bn

Israel

Private equity investments as a percentage of GDP

Value of private equity investments (US$)

4,0%

2,5%

9,4%

$3,7bn

SA

2,9%
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Netherlands

$5,0bn

Sweden

1,6%
2,2%

Amount invested Funds raised
$ Billion $ Billion

1 USA 59,7 99,6
2 United Kingdom 6,2 18,4
3 Germany 4,0 3,3
4 Canada 3,2 3,0
5 France 3,0 4,9
8 Sweden 1,8 1,6
12 Netherlands 1,7 0,6
19 South Africa 0,5* 0,1*



Figure 6: Racial and gender constitution of private equity fund management

As the above table illustrates, the industry remains dominated by white males who constitute approximately 60% of professional fund
managers. The industry showed a slight contraction from 293 professionals in 2001 to 279 professionals in 2002.

Figure 7: Undrawn commitments from third parties to independent fund managers13

There still appears to be a considerable amount of undrawn commitments. This bodes well for seekers of capital, as these funds often work
on a ‘use it or lose it’ principal, meaning that, there will be an incentive for fund managers to invest their funds as soon as possible. The timing,
however, is also dependent on prevailing economic factors. Of the R5,0 billion available for independent fund managers at 31 December 2002,
R3,4 billion was for later stage/buy-out funds (2001 – R4,5 billion), with R1,1 billion for hybrid funds (2001 – R1,0 billion) with the balance of
commitments available for early stage funds. 

Figure 8 highlights the reduction in the amount of third party funds raised, from a total of R1,7 billion in 2000 to R1,1 billion in 2001 and
R0,8 billion in 2002. 2000 was, in turn, a reduction on the record year of 1999 when R3,2 billion third party funds were raised. Despite this
overall drop-off, it is interesting to note that the early stage venture capital funds were able to raise an equal amount of funds to the buy-out
focussed funds in 2001. This contrasts with the 2000 results, reflecting funds raised by buy-outs capturing 59% of the total third party funds
raised. For the first time in 2002 we have recorded hybrid funds as a separate category. The 2002 numbers are therefore not directly comparable
with the other years.
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31 Dec
2002

Investments
made during

the year

Estimated decrease
in value

of undrawn
commitments
due to foreign

exchange
movements

Capital
raised

1 Jan
2002

R6,0bn

R0,7bn (R1,0bn)

(R0,7bn)

R5,0bn

2001 2002

White Indian Coloured Black Not specified Total White Indian Coloured Black Not specified Total

Male 168 9 6 23 206 160 10 5 18 193

Female 16 7 2 2 27 17 6 1 2 26

Not specified 60 60 60 60

Total 184 16 8 25 60 293 177 16 6 20 60 279



The depressed level of fund raising is consistent with global trends. In Europe, for example, although investment activity rebounded 13% from
2001 lows, fund raising fell for the third consecutive year from a 2001 high of 48 billion to 19,4 billion in 2002.

Figure 8: Funds raised analysed by fund stage

The recent slowing of funds raised has also been evidenced in the US where new commitments raised dropped to an eight year low of $30 billion,
15% of the record high of $200 billion achieved in 2000. Fund raising for earlier stage venture capital was particularly hard hit.

Half of the funds raised in South Africa in 2001 were for funds with a focus on earlier stage investments. Evident from our research was the raising
of funds from government agencies, which amounted to approximately 60% of total funds raised in 2001. In excess of one-third of funds raised
from government or DFIs were sourced offshore. The majority of the remaining government funds were committed by the IDC. The trend in 2001
is vastly different from prior years, when insurance companies and pension funds tended to contribute the majority of the third party funds.
The overhang of prior years’ uncommitted funds raised from 1999, may have resulted in limited new funds from institutions. The R0,8 billion
raised in 2002 is reflective of the poor fund raising conditions which existed during the year. We have excluded loan finance sourced by the IDC
to fund investments from funds raised, as much of this is earmarked for public transactions.

Figure 9: Funds returned to investors
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Funds returned to investors (being the proceeds on exit of investments, repayments of loans and dividend receipts) increased from R1,0 billion
to R1,5 billion from 2001 to 2002. It is also significant that in both periods funds returned exceeded new funds raised, albeit marginally.

The cumulative trend of funds raised indicates that the majority of third party funds raised to date have been sourced from pension funds with
insurance companies a close second. Almost one-third of all third party funds raised to date were sourced offshore, the majority of these being
pension funds. The 2002 trend has had little impact on the cumulative trend owing to the relatively small size of the funds raised during the year.

In the US, the retirement funding industry has proved to be the single largest contributor to the private equity market with US domestic pension
funds and endowment funds contributing 61% of all funds raised in 2000.

Historically, in Europe, institutional investors had generally been reluctant to invest in private equity. A major reason for this had been, as in
South Africa, the reluctance of insurance companies and the pension fund trustees to allow much investment of this type because returns are
hard to measure and investments may be unsaleable for several years. US pension funds have consequently been significant investors into
non-US private equity funds and significant amounts of European funds raised have been sourced from the US. However, 2001 saw this trend
being broken with pension funds overtaking banks as the largest source of funding in Europe. This indicates that private equity is becoming a
more attractive asset class for institutional investors.

Figure 10: Sources of third party funding12
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An interesting observation is that, in the US, a significant amount of commitments (21% of 2000 total) are received from institutional
endowments (eg university endowment funds) and charitable foundations. In South Africa and Europe, however, funding from these sources
has not been separately measured, but it is believed to be negligible. For charitable foundations and endowments, whose liability maturity
profile is long and often indefinite, private equity represents an appropriate asset class by matching the maturity profile of assets to liabilities.

The fact that the majority of the offshore funds are derived from pension funds indicates that the continuing challenge facing the private equity
industry in South Africa, is not the lobbying of institutional investors but rather the convincing of pension fund trustees that private equity
represents a suitable asset class for long-term sustainable growth. Ultimately, the responsibility for the preparation of investment policy
statements lies with the pension plan sponsors and not the professional money manager.

No doubt the recent flight of capital out of emerging markets has not helped the South African private equity market in receiving funding from
the US. The European funding received by South African funds was predominantly from DFIs in 2001 and corporates in 2002. The fairly small
value of funds raised in 2001 and 2002 has resulted in little movement in the composition of the geographic source of cumulative funds raised
to 31 December 2002.

Figure 11: Geographic Source of third party funding 
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Historically, a number of funds have raised capital through listing. This was considered an easier and quicker alternative to raise local funding
during the listings boom of 1998 and 1999. Although funds were successfully raised, they often trade at a significant discount to net asset
value. This adds credence to the view that the listed private equity vehicle may not be appropriate, given the long-term nature of private equity
investing, especially under current market conditions9. Interestingly, whilst cumulatively the US was a source of 29% of funding, no new funding
was raised from the US in 2001 or 2002.

2001 and 2002 saw no further listings of private equity funds and some private equity funds have bought their own shares because of the
discounts to underlying net asset value at which these funds trade.

16 KPMG and SAVCA



Investments
Figure 12a: Value and number of investments made Figure 12b: Value and number of investments made during 2002 – 

analysed by fund type

Private equity investments in portfolio companies increased from R2,4 billion in 795 companies in 2001 to R3,9 billion in 670 companies in 2002.
The number of new investments made decreased from 534 in 2001 to 433 in 2002. The average new deal size has increased from R3,8 million
to R5,2 million reflecting an increase in the number and value of larger transactions.

In analysing the data returned, it is interesting to note that the private equity firms that focus on larger later stage / buy-out transactions
concluded 47 new investments at an average deal size of R37,3 million in 2002.

In the US, venture capital investment in 2001 was significantly less than in previous periods. However, one could argue that the years 2000
and 1999 were an anomaly due to the unprecedented level of activity in those years14. It would appear that, in the US, there has been a trend
towards more follow-on investments, in an attempt to see existing investments with sound growth criteria survive the downturn2. 2002 figures
for the US were not available at the time of going to press. Like South Africa, Europe also saw an increase in investments from $21 billion to
$27 billion (refer to figure 3).

In terms of the number of reported investments, Business Partners is the most dominant player in the South African Private Equity market.
Business Partners are included in the Hybrid Fund category.
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2000 2001

R0,4bn
(44)

R3,1bn
(207)

2002

R2,0bn
(534)

R0,4bn
(261)

R1,7bn
(237)

R2,2bn
(433)

R3,5bn

R2,4bn

R3,9bn

Early
stage funds

Hybrid
funds

R35m
(6)

R12m
(10)

New Investments

Follow-on investments

Later
stage/buy-out

funds

R1752m
(47)

R622m
(43)

R1036m
(184)

R47m

R1,5bn

R2,4bn

R440m
(380)

(Number of investment in brackets)



Figure 13a: Investments made during the year – Seed Capital, start up, early stage and early stage expansion

Figure 13b: Investments made during the year – replacement, buy out capital and later stage expansion
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The services sector remains a dominant recipient of private equity funding, receiving the majority (55%) of independent funds and later stage
and buy-out investments, but also significant funds in terms of earlier stage investments (27%). An interesting observation is that earlier stage
investment is not dominated by information technology which accounted for only 15% of the value of earlier stage investments.

There seems to be differing strategies between independent and captive fund managers with captives dominating in areas such as telecoms
and media where firms such as Venifin and HCI have significant investments, and the independent fund managers having significantly higher
exposure to the services sector.

In the US, information technology investments still lead all sectors in 2001 with 25% of total value invested in this sector. The consumer
services sector trailed in second place with 17% of total investment16. Although sectoral annual data on US investments for 2002 is not yet
finalised, it appears that the dominance of technology continues, albeit subdued, with 35% of investment into this sector up to October 2002. 

Whilst the value of funds invested in start up, early stage and seed capital investments remains small, there was a significant increase in the
proportional value of investments into the seed capital stages. The largest value of funds is still deployed into replacement and buy-out
transactions, although by number of transactions the sector only accounts for 11%.  This is indicative of the proportionally larger transaction
values for these types of deals.

Figure 14a: Investments during the year by stage

(based on value of investments made)
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2000

25%

59%

4%

12%

2000

15%

20%
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55%

2001

27%
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2002

8%
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2001

11%

17%

1%

71%
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24%

2%

51%
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Figure 14b: Investments during the year by stage

(based on number of investments)



In 2002 Merrill Lynch reports that buy-out activity and later stage investing in the US increased significantly over 2001, with earlier stage
investments dropping off19. Over the same period, South Africa’s early stage investments increased. 

Although the percentage of funds deployed into replacement and buy-out transactions fell to 51% of total reported investments, this stage still
dominates the value of private equity transactions in South Africa. With 66% of reported transactions being expansion and development
investments, this stage represents the largest in terms of activity although average deal sizes are significantly less than the larger buy-out
transactions. In terms of value of transactions, start up, early stage and seed capital investments remain insignificant although by numbers
these sectors do account for a significant amount of transactions. Figure 15 below provides an analysis of the largest reported private equity
transactions in 2002. The table below it, Figure 16, provides a comparative analysis of transactions during 2001.

Figure 15: Table of larger private equity deals – 2002 (Total funding arranged)

Figure 16: Table of larger private equity deals – 2001 (Total funding arranged)
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Rm

Logical Options Public to private LBO 617

Ucingo/Telkom Replacement capital 600

Prochem Buy-out 162

Master Plastics Replacement capital 155

Mobile Cellular Expansion capital 120

Name of Equity Debt Total funding Type of Fund’s equity Part of
Investment provider/s provider/s raised Rm investment interest syndication

Dunlop Africa Holdings Ethos Fund III Citibank 795 Buy-out 58% No

Vodacom VenFin N/A 450 Replacement capital 15% Yes

Servest Pty AMB Partners ABSA, Standard Bank 297 Buy-out 68% No

MB Technologies ACMB ACMB 250 Buy-out 40% No

Kulingile Metals ACMB ACMB 228 Buy-out 40% No

Dorbyl Engineering ACMB ACMB 215 Buy-out 45% No

Unihold ACMB N/A 206 Buy-out 80% No

Midas ACMB ACMB 125 Buy-out 40% No

NCS Resins Brait BOE 70 Replacement capital 33% No

Candy Tops Brait BOE 35 Replacement capital 36% No



Exits
Figure 17: Disposals proceeds during the year

The value of disposals increased to R797 million in 2002 from R690 million reported in the 2001 survey. The average value per disposal has
dropped to R12 million in 2002 from R15 million in 2001.

Although a positive increase in disposals has been noted, the overall level of disposals remains a concern. Whilst investments increased to
R3,9 billion in 2002 disposals amounted to only one fifth of this amount. Whilst in the past the lower level of exits has been explained as being
the result of a younger industry, we have not seen any significant growth in the value of disposals over the last three years. Part of the reason
for the low level of exits has been the depressed environment for new listings as well as a generally subdued M & A Market. One can only hope
that the recent Telkom IPO will once again induce institutional investors to enter the market as serious buyers for Private Equity sellers at IPO.

The number of write offs reported increased from 19 in 2001 to 37 in 2002, reflecting the fall out in early stage technology investments.
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12%
R80 m

Sale of listed shares
(3 disposals)

21%
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Sale to another PE firm
(2 disposals)

61%
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6%
R44 m
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22%
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Sale of listed shares
(2 disposals) 2%
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Sale to another PE firm
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9%
R61 m
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34%
R229 m
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33%
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Repayment of prefs / loan
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2000
R674 mil

5%
R36 m

Sale of listed shares
(6 disposals)

10%
R83 m

Sale to another PE firm
(3 disposals)

50%
R397 m
Trade sale
(28 disposals)

2002
R797 m

35%
R281 m

Resale to management
(35 disposals)



Research in Europe and in the US has indicated that one of the strongest growth factors in private equity is a healthy institutional appetite for
new listings. The growth and technology focussed Neur Markt in Germany and NASDAQ in the US, have historically been a favourite form of
exit for many venture capitalists. In the UK, during the late 1990’s, some 40% of all London Stock Exchange floatations were represented by
private equity exits. These companies have generally performed better than their peers who have not come to market via private equity11.
This clearly demonstrates the importance of a healthy IPO environment for the private equity industry. In the long term, sustained growth in the
South African private equity market will be difficult to achieve unless there is an uptick in the appetite for new listings.

The US has also experienced a depressed market for IPOs. In 1999 the value of exits via IPOs almost equalled trade sale disposals. Since then
the IPO market has dried up with virtually no disposals by IPO in 2001 and 2002.

Performance
Measuring the performance of private equity funds is always difficult. Private equity valuations are, by their very nature, highly subjective.
In an attempt to overcome this weakness, SAVCA has developed a set of guidelines that is intended to provide a framework for the valuation
and disclosure of private equity portfolios. The overriding principle of the SAVCA guidelines is to show a fair valuation of investments to the
investor. Nine funds claimed compliance with SAVCA’s valuation guidelines. A further 11 funds claimed compliance with the British Venture
Capital Association (BVCA) valuation guidelines on which SAVCA’s guidelines are based.

In reviewing the IRR’s reported in this survey, a number of issues need to be considered:

■ The IRR’s reported reflect the returns achieved from the inception of the funds. As the funds are all at different maturities, the IRR’s are not
directly comparable;

■ The IRR’s reported are gross IRR’s and therefore reflect returns prior to the payment of expenses such as management fees and carried
interest. Although net IRR’s are the most relevant performance measure to a third party investor, we believe that only some of the
independent fund managers would have calculated their returns on this basis;

■ The IRR’s of independent funds are based on drawn down funds. As such, there is no cash drag element. Third party investors have to
maintain sufficient liquidity to meet the capital calls made by fund managers. Consequently, they experience an element of flow drag on
their investment portfolios. The IRR’s calculated by fund managers would exclude this effect;

■ When assessing the performance of private equity it is important to focus on long-term returns. Initial results over the first two or three
years of a fund can be misleading if viewed in isolation. A high short term IRR can be achieved through a few attractive divestitures, while
low rates may result from new funds only just beginning their investment activity. Any consideration of returns over the short term must
be done in combination with scrutiny of the general level of investment and divestiture activity;

■ Funds with a history of less than one year were excluded from the survey in respect of IRR’s; and

■ Captive funds generally do not calculate or report IRR’s. Their fee structures are not usually linked to the achievement of prescribed IRR’s.
In short, most of the funds that reported IRR’s were independent private equity funds.

In view of the factors discussed above, it was decided that the most appropriate way to present the results is in tabular form allowing readers
to draw their own conclusions regarding the performance of the South African private equity industry. 

Figure 18 presents both total and realised IRR’s. Whilst the total IRR presents the total return of the fund since inception including unrealised
investments, the realised IRR only presents the returns of funds deployed and subsequently realised and returned to investors. This, therefore,
presents a less subjective picture of fund returns (although it would exclude the negative effect of investments that are difficult to exit which
appears to be of particular relevance in the current economic environment).
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Figure 18: Rand IRR’s reported by respondents to survey questionnaire

Internationally, the net returns achieved by private equity investments have outperformed the public equity markets over the medium and long term.

One year returns reported on the US at 30 September 2002 reflects returns of -12,3% for all private equity and -28,6% for early stage Venture
Capital. Although over 10 years, private equity returns are healthy (15,1%), the current low valuation multiples are starting to impact on 3 year
and 5 year returns (1% and 8% respectively). Comparable one year European returns are -8,2% although over the long term European returns
are 11,5%.

Foreign denominated funds
An issue which will no doubt impact on South Africa’s private equity industry is the significant appreciation of the rand during the 2002 year.
This presents risks and opportunities in respect of new investments and it will positively affect those funds with foreign denominated
commitments. Many of these funds have investment hurdle rates set in $ returns. This will require significantly lower rand returns to meet these
benchmarks. The converse can, however, be said for 2001 when there was a substantial depreciation of the rand.
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2001 2002

Total Gross IRR Realised Gross IRR Total Gross IRR Realised Gross IRR
since fund since fund since fund since fund
inception inception inception inception

Number of 8 9 12 10
funds reporting

IRR below 15% 1 3 4 4

IRR between 4 2 7 2
15% and 40%

IRR in excess of 40% 3 4 1 4



Black Economic Empowerment
Our survey reflects that the private equity industry is making advances in empowering previously disadvantaged individuals (PDI’s) through
investing in entities with a BEE focus and raising and managing funds from BEE investors.

Investing in entities with a BEE focus

Fund mandates and funds under management
Of the 39 fund managers included in our survey, 9% have a mandate that specifically includes investment in BEE. The funds managed by these
ventures amount to R11,2 billion or 27% of the total funds under management. R1 206 million in undrawn commitments are available by funds,
whose mandates include investment in BEE ventures, for future investment.

Figure 19: Funds under management that invest in, amongst others, BEE ventures

In addition to the above, it should be noted that many funds invest in BEE entities even though their mandates may not specifically focus on BEE. 

Analysis of BEE investments 
It is encouraging to note that of those funds completing our questionnaire, the value of investment into BEE entities in 2002 showed strong growth
relative to the amount of BEE investment in 2001. This reflects the private equity market’s realisation that BEE investments are an increasingly
important element of the South African economy and it holds good prospects for growth. 

Of those reported BEE deals, the average BEE deal size in 2002 was R3 million compared to R0,8 million in 2001. This movement is in line with
the decrease in average deal sizes noted overall within the industry for the 2001 year. One should note that the sector is dominated by
organisations such as Business Partners which focus on smaller transactions.

During 2002 the IT, Services, Retail and Manufacturing sectors were allocated the bulk of BEE private equity funding. The mining sector has
not historically been an attractive sector for private equity players, but the advent of the mining charter may make this sector an attractive
investment for BEE private equity funds.
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R m

On balance sheet 9 217

Third party – invested 836

Third party – undrawn 1 206

Total 11 259



Figure 20 BEE investments reported – by industry 

Replacement and buy-outs are the most dominant stages for investment in BEE entities. This trend is constant with the broad transformation
trend of the SA economy which is seeing established businesses gradually transferred to previously disadvantaged groups. This is similar to
the trend observed for overall investments in 2002 and 2001. It is interesting to note that the amount invested in seed, start up and early stage
comprises only 4% of the total investment which is significantly less than the 25% invested in this sub-sector in terms of overall investments
made in 2002. It is important to note that the BEE Private Equity statistics exclude the IDC which is obviously a significant BEE investor. Because
the IDC does not report private and public actively separately we have not included any data for the IDC. This obviously understates private
equity BEE investments.

Figure 21: BEE investments at 31 December 2002 – by stage (based on value invested)

BEE prospects 
The push to transform the South African economy is creating significant opportunities for the private equity industry in South Africa. Significant
amounts of funding will be required to back black management teams to buy out established businesses. A significant development announced in
the recent budget was a commitment from Government to provide R10 billion, via the National Empowerment Fund, to back BEE transactions.
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For the year 2001 For the year 2002 Cumulative as at
31 Dec 2002

Number R m % of total Rand Number R m % of total Rand Number R m
Banks, fin serv, insurance 1 1 1% 3 6 1% 18 131
Telecoms 0 0 0% 2 1 – 7 218
Media 1 4 2% 2 1 – 7 78
Entertainment 26 13 7% 18 14 3% 128 51
Information Technology 0 0 0% 3 67 12% 10 123
Retail 81 34 20% 78 100 18% 487 175
Manufacturing 24 10 6% 26 182 32% 137 284
Services 22 13 7% 30 98 18% 148 433
Healthcare 6 83 47% 1 1 – 19 84
Infrastructure 4 1 1% 5 1 – 185 6
Other 18 15 9% 16 88 16% 89 573
Total 183 174 100% 184 559 100% 1 235 2 156

33%
Expansion &
Development

1%
Start up &

early stage

63%
Replacement & Buy-out

3%
Seed Capital
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