Private
equit

on the rise locally
and into Africa

iy Vivierns Fouche

As an asset class, private
equity consists of equity
securities and debt in
operating companies that are
not publicly traded on a stock
exchange. Investors make
investments directly into private
companies and/or conduct
buyouts of public companies
that result in o delisting of
public equily.
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apital for private equity is raised
from retail and institutional investors

d con be used to fund new

capifal

technologies, expand workir

within on owned compony, make acquisitio

and strengthen a balonce sheet. More and

more capifalised players are raising funds

across
while o paliern also seems to be emerging of
privote equity investors entering info Adrican

os potentially good returns over the

opporiunshes

next three years are envy saged in this space
Doing well and breaking into Africa

The RisCuro-SAYCA South Africon Private E

L

ferforman

e Report, released in August, confirms

thot the private equity asset closs continues to

deliver a vibrant performance which alse compares

fovourably with listed equity , the report
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ot the growing role ©

n the private equity enviranment

Erika van der Merwe, SAYCA CEQ, says, “In our

view, the resilience of private equity returns s in

port owing to the |0'1; ferm the industry,

and s strotegic ond achive partnerships with the

companies in which fund monagers invest
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oreover, uth African private equity

ly seat thedr

fund managers mcreasing
on benefiting from growith across the African
continent, whether by way of cross-border deals

which odd o their partfolio of investments, or
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rough providing their investee componies
with the copital needed for operational
expansion into new terstories. Institutional
investors in various markets now recognise the
voluable exposure that private equity can give
them fo African growth, in a way that ensures
they have a positive, developmentaol impact
in the region.” Richard Pople, manoging

director of Xigo, a specialist in selling privately
owned companies, adds, “Africa is on exciting
investment destination at present. There is
considerable interest in the large consumer
market that the continent represents, and
investors are looking for ways to mine it. We
have on extensive databose of potential buyers
for businesses in Africa and we have noticed a

marked increase in local ond international
inierest over the past few monihs.”

Changing internationol offitudes towards
investing in Africo are succinctly summed
up in cover stories of The Economist.

The publication famously portrayed
Africa as 'The hopeless continent’ in its
13 May 2000 edition. A decade later,
The Economist had chonged mind-set
completely, with the positive 3 December
2011 cover ‘Africa rising’ ond even more
recently, its 2 March 2014 cover reading
‘Aspiring Africa’.

Africa as o continent has a substantial
demand for goods and services. South
Africa with its solid infrostruciure, highly
advanced financial system and well-
regulated economy, is often a springboard
for exponsion into the rest of Africa.

*This interest in Africa can provide o
tempting opportunity for private business
owners 1o sell their companies to
international acquirers,” notes Pople. Bul
he coutions that sellers should not be too
hasty in occepting offers.

*A business needs to be carefully and
strategically positioned o maximise its



selling price. We howe multiple clients
who opproach vs affer having received
an unsoliciied offer, and a speculafive
buyer - someone who mokes you an offer
without having understood the sirategic
benefits o the acquisition - is unlikely fo

be the best buyer.

“This is becauvse ocguirers should not buy
your business based an its history, but
rather on its future potentiol. A crifical
aspect of selling o besiness is cormect
valuation. 'We wark with prospective
sallers to produce a wnigue synergy
business plon which outlines whot the
business will look like in three years’
fime under new ocwnership. By doing
the proper ground work, and illusirating
the potentiol future of the business, it is
possikla to position the company for an
opfimal selling price.”

Facts and figures

The lotest RisCura-SANC0A South Afican
Frivate Equity Perormance Report shows
thai private aquity retums for the fen-pear
period to March 2014 were ot 21.2 per cani

|annualised infemal rofe of refemn, net of feas).

These retwrns compore with the 19,6 per cend
yialded by tha ISE's All Share Indax over

the same period, ond the 205 per cent
racked by tha J5E Shoreholder Waightad
Indea. Privote aquity trailed the FIMDI, which
retumed 23.0 par cent.

Wan der Merwe comments, *These lofest
numbers confirm the returns-boosting
role of privote equity in o diversified
institutional portfolio and espacially 5o
in o global context where institutional
inwastors are seeking sustoinable avenves
far shoring vp perdormonces. The
performance is also one of the reasons
why South Adrican-bosed private squity
funds howe reported svccess in their
recent fundraoising progrommes.

In oddition, the SAVCAKPMS Privote
Equity industry Survey 2014 shows that
South African funds roised E27.3 hillion
in 2013, helping to take funds under
manogemeni in the indusiry to o new high

of B162.2 billion.

“We are seeing o new wave of privaie
aquity funds being farmed and axpect
mara deal flow in the near lutere as capital
is deployed by these funds. This is in the
contest of o market that hos seen recavery
since the 2008 finoncial crisis,” says Bory
Ord, head of private equity of RisCura.
“This recavery - and indeed rasiliance - is
evidanced by the fact that that private
aquity returns are holding their grownd
against J5E . liskad equily returns, despite
ihe listed market hitiing recard highs,”
Ord says. The resilience of private equity
refurns is in pori owing fo the long-term
{ocus of the industry and its siratagic and
active pornerships with the companies in
which fund manogers invest.

In addition, as ouilined, Souvth Adrican

* The Southern Africon Venture

Copital and Private Equily Association
1SANCA) is the industry body and
pullic policy advocate for private

equity and veniure copifol in South
Africo, representing about B1 40 hillion
in osseis undar manogement. SAVCA
promotes Southern African private
equity by engaging with ragulaiors
and legislators on o range of matiers
affacting the industry, providing
relevant and insightful research

on aspacts of the indusiry, offering
troining on privote equity and creatfing
meaningful networking opportunities
for indusiry playars.

The RisCura. 580 CA South African
Privofe Equify Fedormance Repord,
relensed quorterly, fracks the
parformance of a represeniotive basket
ol South Africon private equity funds.
s purpose is to provide slokeholders
in South African privote equity with
maore fransparancy indo hislonc retuns
and a way o benchmark privake
equity funds” pedormonces. All private
equity returns shown in the report are
net of all feas and expanses, ond ore
computed in South Afbicon ronds as
wall as U5 dallors.

private aquity fund manogears
increasingly set their sights on
benefiting fram growth across the
Africon continent, whether by woy of
cross-bhorder deols that add fo stheir
portfalio of investments, or through
prowiding their invesiee compaonies
with the copital needed for operationaol
sxpansion inle new territorias.

*Institutional investors in voriows
maorkets now recognise the valuable
exposure thot privale equity can give
them to Alrican growih, in o way
thoi ensuras they howve a pasitive,
developmental impoct in the region,”
van der Merwa says.

“For thase nstilutional inwestars, whethear
pansion funds, development finoncs
instilutions, sowareign wealth funds or
family cHicas, this s on opportunily to do
good while reoping financial benefis.*

With o populafion of cwer one billion,
the continani is the world's sacond
maost populous afer Asia. |t is olso a
vary youthiul population: it hos baan
estimated thot by 2040, Alrica will have
the world's lorgest working populnfion.

More and maore Africans are moving
inta the ranks of the middle closs,
notably in the commaodiby-rich
countries, and this is reflected in rising
per capito GO figures os well os
mounting disposoble income levels. In
combination, these factors all speak
ta Africa’s growing appeal as an
investment destination.

The Southern African Venture
Caopital and Private Equity Association
(SAVCA) is the industry body and
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