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ANNUAL EAST AFRICA FINANCIAL REVIEW 2020
Editorial Note

The most important 
quality for an investor is 

temperament, not 
intellect.ô

~Warren Buffet

2020 in 

Numbers

Deal of the Year:

The number of 

disclosed deals 

in EA

c. 1.23 BN
The total value of all 

disclosed corporate 

deals in EA in USD

110

The median 

size of deals  

in EA
$12.5M

Helios Investment Partnersô 

USD 100 million investment 

into Acorn Holdings. 

In what was an unprecedented year, 2020 presented significant

challenges to the East African region with all economies suffering

varied effects of the global coronavirus pandemic. Kenyaôs

economy is expected to have slightly contracted by 1.5% (5.4%

FY19) whilst the economies of Uganda, Rwanda and Tanzania all

had significant deceleration in growth expanding by only 1.7%

(5.6% FY19), 2.0% (8.5% FY19) and 2.5% (6.5% FY19),

respectively.

Regional markets were not spared, with all the major indices losing

ground in 2020. The NSE 20 was the worst performing index in the

region closing the year down 29.6%. The NASI lost the least

amount closing the year down 8.6%. The East African marketôs

performance was in sharp contrast to most developed markets that

enjoyed a rally in tech stocks, quantitative easing and the

advantages of cheap money. Market performance is further detailed

on page 22.

In the East African private capital markets, the total disclosed deal

value decreased again from USD 1.74 billion in 2019 to USD 1.23

billion. The overall median deal value, however, was up 4.2% to

USD 12.5 milion from 2019ôsUSD 12.0 million. Continuing the trend

from 2018 and 2019, M&A activity declined in 2020. The positive

effects of the lifting of the interest rate cap and increasing liquidity

from government payments were wiped out by the pandemic, and

most businesses turned to cost optimisation to stay afloat. Private

equity activity, however, remained robust, with the number of deals

up 7.2% and deal values up 38.9%; an indication of the long term

view held by these investors as well as the prevalence of

developmental capital in the East African capital markets. The

increase in private equity deal values was mainly driven by DFI led

transactions. A further deepdive is presented from page 5.

We hold a positive outlook for 2021 across the region. This will be

highly dependent on the successful management of the pandemic

and a successful vaccine rollout. Fiscal management, particularly

relating to public debt, and the stability of the political environment

will be key themes for theregionôslargest economy.

The Edi tors

E D W A R D  B U R B I D G E  |  K E V I N  K U R I A
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PE AND M&A DEALS

Source: Thomson Reuters data, IMBC Research

2020 was a year of unprecedented challenges, chiefly from the coronavirus pandemic which wreaked
havoc across all global markets and a majority of the key sectors. The East African capital markets
were also significantly affected with travel restrictions and poor performance dampening transaction
prospects. However, as is detailed in our review, the pandemic has further segmented the market
which seems to have shifted in favour of private equity over M&A driven activity. This, we believe, is
due to the challenging business environment in the region, more so in Kenya, and the increased
availability of developmental capital from developed economies.

Private Equity and Venture Capital Activity in Brief

Private equity activity in 2020 kept pace and even outdid that in 2019. There were a total of 73 private
equity investment transactions, including VC and DFI led deals, with a disclosed value of USD 821
million (+38.9% from 2019), from 40 transactions which had a disclosed deal value, and a median deal
value of USD 6.7 million. This marks the second year running that PE investment values have
outpaced M&A inflows and is demonstrative of both the increasing liquidity from private equity parties,
particularly from developmental capital sources, and also of the challenging business environments in
the region that have dampened trade player investment. There were 3 private equity exits during the
year, a sharp drop from the 7 that were recorded in 2019. It is important to note, however, that
anecdotal evidence from our market participation reveals that some private equity funds exited their
holdings back to the original entrepreneurs without public disclosure. As such, exit figures may be
higher. We do expect that we will see an acceleration in exit numbers over the next couple of years as
investment horizons mature. It remains to be seen how investors will tackle valuation challenges
arising from likely lower profitability in 2020 vis a vis investment horizon and fund life pressures. Our
covid impact valuation publication from 2020 gives some insight as to how buyers and sellers can
navigate these questions.

Of the 73 PE investment deals recorded in 2020, 16 transactionsïwith a disclosed deal value of USD
423.7 million and a median deal value of USD 15 were led or had significant participation from
development finance institutions(DFIs). DFIs increased their direct market participation significantly
during the year with the value of these types of deals increasing by 84.9%.
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PE AND M&A DEALS

Source: Thomson Reuters data, IMBC Research

Sectoral Analysis

The highest volume of investment deals was
witnessed in the Financial Services and ICT
sectors, with 7 deals in each respectively. Among
the other sectors with significant deal activity were
the logistics and healthcare sectors with 5 and 4
deals each. Exits were spread between Energy,
Agriculture and ICT with 1 deal each respectively.

Outlook

We expect that PE activity will remain robust in
2021 driven by a demand for capital from local
businesses starved by the pandemic, which
matches well with the increased stock of
developmental capital available for investment.
Whilst we do expect to see more exits during the
year, it is likely that many investors will hold off
executing transaction documents awaiting
valuation uplifts from higher profitability expected
in 2021.

Key Statistics 

PEDeals 76

PE Deal Value USD 847 million 

Median PE Deal Value USD 4.9million 

Top Sectors by deal 

volume

FS & ICT

Number of M&A Deals 25

Total Exits 3

Total Exits Value USD 25 million

M&A Deal Value USD 746.5 million

Median M&A Deal Value USD 14.7 million

PE deal value against 

M&A deal value

1.3x

Overall
(Average)

Overall
(Median)

PE
(Average)

PE
(Median)

PE DFI
(Average)

PE DFI
(Median)

PE VC
(Average)

PE VC
(Median)

M&A
(Average)

M&A
(Median)

PE Exit
(Average)

PE Exit
(Median)

2018 23.69 5.77 16.23 5 0 0 0 0 38.47 13 0 0

2019 31.65 7.3 16.24 9.65 25.46 10 0.59 0.5 87.05 20.5 73.38 26

2020 21.15 12.5 17.95 4.875 30.26 15 6.51 2.28 25.1 14.7 25 25

21.15
12.5

17.95

4.875

30.26

15
6.51 2.28

25.1
14.7

25 25

Disclosed Average and Median Deal Values: 2018 - 2020 (USD Millions)
2018 2019 2020

Venture Capital (VC) activity was also robust with 16 transactions with a disclosed deal value of USD
39.07 million (USD 5.35 million FY 2019) and median deal value USD 2.28 million (USD 0.50 million FY
2019).

Notable transactions recorded during the year included Leapfrogôsacquisition of a 24% stake in ICEA
Lion, Heliosô$100 million investment into Acorn Holdings and Greenlight Planet securing $90 million of
investment from CDC and other investors.
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M&A Activity in Brief

M&A activity continued to decline in 2020 with 25 transactions (-16.6% compared to 2019) having been
recorded, with a total disclosed deal value of USD 326.31 million (-53.14% from 2019) and a median
deal value of USD 14.7 million (-28.29% from 2019). Whilst the coronavirus pandemic played a key role
in the diminished performance in M&A activity, we posit that the fundamentals of the business and
political environment in the region have also dampened M&A activity. In what can be described as a
perfect storm, particularly in Kenya, the interest rate cap, liquidity challenges, the collapse of 3 banks, the
Nakumatt bankruptcy and the heated political environment over the last 5 years have proved to be hugely
detrimental to business confidence. Political challenges plague Tanzanian businesses, whilst Ethiopian
businesses are also plagued by structural challenges including strict foreign exchange controls. Uganda
and Rwanda offer some hope though both economies are relatively small and thus may be unattractive to
some buyers. As a majority of M&A activity in the region is driven by foreign trade players, these
challenges, have made the region less appealing as a target for inorganic expansion. Following on from
2019, the financial services sector in 2020 had the highest number of M&A transactions with 12, followed
by energy with 3 deals. The rest of the sectors under M&A activity had only 1 transaction each in 2020.

Outlook

In the short term we expect that M&A will be muted as businesses recover from the effects of the covid-19
pandemic. This may well continue into the medium term, particularly for foreign trade player driven
transactions, if the structural challenges to doing business are not addressed. However, we expect to see
more local consolidation with some of this likely to be driven by bolt on acquisition transactions for PE
portfolio companies. This may well be the case in industries where long investment periods are required
to generate competitive returns and platform strategies are likely to counter this challenge profitably.

PE AND M&A DEALS
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Source: Thomson Reuters data

DEAL STATISTICS I

Overall PE PE-DFI PE-VC M&A PE ExitsFarmouts
Private

Placeme
nts

Bonds/C
P

Rights
issue

IPO JV
Restruct

uring

2018 1373.86 438.2 0 0 692.51 59 7.33 24.7 4.7 20.9 126.52 0 0

2019 1740.88 357.23 229.18 5.35 696.38 220.15 0 0 53.4 0 0 179.2 0

2020 1355.06 846.74 423.7 39.07 394.31 25 0 0 0 8 0 82.5 23.5

0
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1500

2000 Disclosed Deal Values: 2018 - 2020 (USD Millions)
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DEAL STATISTICS II

Source: IMBC Research & Refinitiv
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DEAL STATISTICS III

Uganda 2020 2019

No. of Deals 9 12

Disclosed Deal Values (USD 
Mn) 38.7 129

Most Active Sector Agriculture Agriculture

Kenya 2020 2019

No. of Deals 76 78

Disclosed Deal Values 
(USD Mn) 999.1 1,038

Most Active Sector FS FS

Rwanda 2020 2019

No. of Deals 10 3

Disclosed Deal Values 
(USD Mn) 26.01 3

Most Active Sector FS FS

Tanzania 2020 2019

No. of Deals 8 11

Disclosed Deal Values 
(USD Mn) 55.75 285

Most Active Sector Mining FS

FS = Financial Services

Ethiopia 2020 2019

No. of Deals 7 7

Disclosed Deal Values (USD 
Mn) 86 110

Most Active Sector 
Food and 
Beverages FMCG
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Industry Insight:

Interview with Tom Rostand 

Principal, Private Equity, 

East Africa, Proparco
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INDUSTRY INSIGHT - INTERVIEW WITH TOM 

ROSTAND

Tom joined ProparcoôsEast Africa office in October 2017 and heads the

equity and mezzanine verticals in the region. He is responsible for all areas

of investment in the region from deal sourcing through to execution. Tom has

been with Proparco for over 7 years having joined the fund in 2013 as an

investment officer in the Paris office.

Prior to Proparco, Tom worked in private equity with leading French

investment firm Groupe HLD and in investment banking with the French

bank Credit Agricole CIB.

Tom holds a Masterôsdegree in Applied Economics from Sciences Po and

has undertaken UCBerkeleyôsHaas School ofBusinessôCorporate Finance

program as well as Executive Education in Finance from the London

Business School.

2020 was an incredibly tumultuous year for

virtually all sectors of the global economy due to

the pandemic. How has Proparco managed its

investment portfolio to minimize risk and

strengthen its position as one of the leading

Development Finance Institutions in the market?

For the vast majority of the year 2020, Proparco

focused its efforts on supporting its investee

companies through liquidity support, tailor-made

grants and active involvement in the

governance. This strong support of our

investment portfolio was not detrimental to new

business, with debt & equity commitments

estimated to exceed EUR 2bn in 2020, which

would represent the second-best year ever of

Proparco.

Moreover, the pandemic led Proparco to design

and propose additional solutions & resources for

our partners with a new initiative to back up the

existing Choose Africa program, called Choose

Africa Resilience. An additional EUR 1 billion will

be dedicated to Africa for MSMEs, which

demonstrates the great confidence of our

stakeholders in PROPARCO as a player, in our

economic model and, especially, in our

effectiveness, our ability to deploy financing,

including at a difficult time.

Together with the existing EUR 2.5bn of Choose

Africa, it is more than EUR 3.5bn that will have

been mobilized and deployed by Proparco,

towards the African MSMEs, from early 2019 to

end 2022.

The technology sector looks to be one of the

biggest winners of the year as several

businesses have been forced to shift their

operations online and companies forced to adopt

a work from home policy. Do you plan to place

more focus on start-ups and disruptive

businesses in the tech sector to capitalize on this

shift in the market?

The digital transformation of Africa is fueled by

various factors that were present prior to the

pandemic, from smartphone high penetration to

telco infrastructure and higher mobile payment

than anywhere else in the world. That being said,

Africa still lacks VC funding even if some

countries, such as Kenya or Nigeria, are quickly

catching up with emerging peers in terms of VC

funding in % of GDP. The impacts of tech

companies in terms of job creation and access to

essential services are now fully demonstrated.
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Leveraging on these Proparco has developed an

ambitious VC strategy since 2018 with a

dedicated VC team in Paris, supported on the

ground by the regional offices of Proparco.

Proparco intends to play a catalytic role in private

investment by supporting African startups,

directly or through Fisea. The objective is

twofold:

1. to support venture capital funds active on the

continent, set up by quality teams capable of

developing the companies in which they

invest. Over the past few years, 5 VC funds

have been supported for more than $30m.

They could not have been created without

funding from DFIs, which contributed more

than 50% to the financing round.

2. Invest directly in high-impact startups, which

use technology to lower the cost of access to

goods and services for local populations and

thus promote their dissemination. 6 African

start-ups have been supported for the past

few years and many others ones are currently

under appraisal.

This VC strategy has been recently expanded by

new initiatives, which intend to address the

specific issues raised by the COVID-19 crisis.

Promoted by Digital Africa and deployed by

Proparco, the Bridge Fund by Digital Africa has

been designed to provide an appropriate

response to the challenges confronting young

innovative African companies, whose

development has been impacted by the

economic impacts of the Covid-19 pandemic.

This fund is similar to the French Tech Bridge,

with the aim of offering bridging loans, at

attractive terms, over a maximum period of 24

months, to companies whose fundraising process

has been cancelled or delayed due to the global

economic crisis and the contraction of the

investment market.

Do you see the majority of your East Africa

investments focused on Kenya in the medium

term, or does Proparco see an opportunity to

increase its portfolio in other Eastern African

countries significantly?

While Kenya will still represent the majority of our

equity investments in East Africa, in value, we

see Ethiopia as an attractive investment

destination where we should increase our

exposure over the next few years. We have

recently closed our first quasi equity transaction

in the country (Turaco) and are currently in active

due diligence on few others opportunities.

The Coronavirus pandemic may impact how

private equity investors assess investment

opportunities globally. What is the likely impact

on:

1. Valuations for equity transactions:

The crisis will widen the gap between valuation

expectations of the promoters and fair market

value perception of investors, as no one is in a

position to determine what will be the ñnew

normalòin terms of growth, profitability and cash

flow generation of local companies. To close this

gap we expect significantly more quase-equity,

convertible transactions or at least stronger price

adjustment mechanisms in the investment

documentations; and

2. Terms for debt transactions:

The pandemic is likely to increase the cost of

funds for banks and others financial institutions

that will, in turn, increase the interest rates

charged to the borrowers.

INDUSTRY INSIGHT - INTERVIEW WITH TOM 

ROSTAND
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2020 saw considerably fewer PE exits as

compared to previous years. Given the

pandemic's significant negative impact on

several economies across East Africa, how do

you anticipate the exit market will play out for

financial investors in 2021?

While it is likely that some exits that were

planned for 2020 will occur in 2021, wedonôtsee

2021 as being very active on the secondary

equity market as many potential buyers will not

be able to determine the normative EBITDA they

are paying and hence discount the values

expected by sellers. That being said the primary

equity market should be more active as liquidity

comes at a premium currently and many

companies could see positively to have an

additional equity buffer in these unprecedented

times.

What, in your opinion, are the biggest challenges

currently facing the East African market and what

measures do you think private investors should

take to ensure market confidence is restored in

2021?

Biggest challenges for the East African (private)

equity market remain the low USD returns and

lack of liquidity that diverted some international /

institutional investors from the region. We

observe an increasing exit trend of ñcommercial

investorsòfrom the region, and more generally,

Sub-Saharan Africa (ñSSAò),as USD returns are

sub-par compared to what they can achieve in

developed markets or some emerging countries,

owing to structural depreciation of African

currencies, absence / lack of acquisition debt,

longer holding periods in Africa, higher

recurrence of macro / external shocks. Thisñflight

to qualityòfrom international investors would

jeopardize the equity financing of the East

African market, especially on the lower mid cap /

mid cap space.

This risk and dependency of the East African

private equity market to USD based investors will

only be fully addressed when the regional PE

industry will be able to raise funds in local

currency, towards domestic institutional investors

that are still much less exposed to the PE asset

class versus others emerging peers.

Transactions in East Africa often take an

inordinate amount of time to close. What do you

believe are the main stumbling blocks to

shortening transaction times and what strategies

can be employed to solve them?

As far as Proparco is concerned, the extended

amount of time to close a transaction in SSA

versus our others markets is mainly derived from

long due diligence exercise to confirm the initial

investment thesis and/or time-consuming

documentation phase. While it is not very

developed in the SSA mid-cap space, to

encourage sellers to conduct Vendor Due

Diligences (ñVDDsò)prior to initiate the

transaction process would certainly greatly help

in shortening transaction times. When it comes to

the documentation phase, a higher involvement

of sell-side advisors would support alignment of

positions between sell-side and buy-side towards

market standards.

2021 will hopefully bring a breath of fresh air in

what is expected to be a post pandemic world.

What sectors are you most excited about and

why?

While Proparco intervention in SSA will remain

sector-agnostic, focusing on the tryptic risk-

reward-impact, we will certainly favor

opportunities in the most resilient, defensive

industries to the pandemic in the likes of telecom,

agribusiness or healthcare. The Proparco 2021

focus will clearly be in essential goods & services

as well as support to the SMEs space (through

the Choose Africa initiative).

INDUSTRY INSIGHT - INTERVIEW WITH TOM 

ROSTAND
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What is your favourite thing about living in Nairobi and what are you most looking forward to doing

more of once covid-19 is subdued?

When Europe is in the middle of the winter, the great weather of Nairobi clearly comes at the top.

Travelling in the region is probably what is missing the most at the moment, so we look forward to do

it more.

INDUSTRY INSIGHT - INTERVIEW WITH TOM 

ROSTAND



IMBC | 16

View From The Treasury

3



IMBC | 17

VIEW FROM THE TREASURY

Henry M. Kirimania

General Manager, Treasury, I&M Bank Limited

hkirimania@imbank.co.ke

Forex Commentary

USD/KES

Å The local market opened in January 2020 at a USD/KES exchange rate of $1 = KES 101.40.

Å In Mid-March, the Kenya shilling started weakening as the effects of Covid-19 became reality with

local curfew rules and a global shutdown across Europe and Asia.

Å The Covid-19 pandemic created global trade suppression as focus was more on the containment of

the virus resulting in reduced consumption ofKenyaôsmain exports.

Å Horticulture and floriculture sectors which are the main earners of foreign exchange were affected

by the pandemic with the largest Dutch flower auction closed in April amid grounding of flights.

ÅWith the trade imbalance and continued increase in imports, as exports earning reduced, the

shilling continued to depreciate to close the year at 109.24.

Å Despite the ravages of Covid-19 and the disconnection of markets and supply chains in H1 2020,

the Kenya shilling has demonstrated remarkable resilience during 2020 and the countryôsgross

reserves closed the year at a healthy US $7,750 Million.

The chart below shows USD/KES movement (JanïDec 2020).

GBP/KES

Å The pound was volatile against the majors within the year as the market was cautious of Brexit

negotiations and Covid 19 pandemic.

Å The pound opened at GBP1=KES 132.20 in Jan 2020 but dipped to 121.50 before recovering to

close at 149.10 after a trade deal agreement between the EU and the UK ensuring a seamless

Brexit.

Source: Bloomberg

mailto:hkirimania@imbank.co.ke
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EUR/KES

Å The EUR opened at EUR1=KES 113.10 before weakening to 109.50 levels after Covid-19 cases

ravaged Europe with Italy recording the highest number of deaths and infections outside Asia in

March, resulting in shut down across Europe.

Å The Euro gained to close at EUR1=134.20 as European economies opened up with Covid-19

containment and hope for a vaccine. The trade deal between EU and UK also contributed to a

stronger Euro in Q4 2020.

Å The chart below shows EUR/KES movement (JanïDec 2020).

Source: Bloomberg

Source: Bloomberg

The chart below shows GBP/KES movement (Jan ςDec 2020).

VIEW FROM THE TREASURY
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Monetary and Fiscal Policy adjustments

On the monetary policy side, The Monetary Policy Committee (MPC) of the Central Bank of Kenya

announced accommodative monetary policy adjustments to insulate the country from the ravages of

Covid19 in March 2020. The key measures were reduction of the CBK policy rate to 7%; reduction of

commercial bankôsCash Reserve Ratio (CRR) requirements to 4.25% plus a raft of emergency

measures to cushion the economy from adverse effects.

On the Fiscal policy side, In April 2020, The National Treasury of the Republic of Kenya provided relief

by lowering Value Added Tax (VAT) from 16% to 14% and also reduced corporate tax from 30% to

25%. Additionally, PAYE tax was waived for individuals earning less than Kes. 24,000/= per month.

These measures were announced by the Government of Kenya to cushion individuals and businesses

from the adverse effects of the Covid-19, and were to last until 31st December 2020.

Kenya Sovereign Euro Bonds performance during year 2020

VIEW FROM THE TREASURY
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The chart above shows the yield movement (Jan-Dec 2020) for the Kenya 2024 and 2028 Eurobond

issuances.

Following the Covid-19 pandemic outbreak, The Kenya sovereign bond yields spiked in Q1 2020

following a similar pattern to Sub Saharan Sovereign Issuances that experienced a high degree of risk

aversion, as global investors grew wary of the higher debt levels and wider fiscal deficits in Sub

Sahara credits, and the capacity to contain repayments as well as manage the financial cost of the

pandemic. This pushed the Kenya Eurobond yields beyond 10% at one point in April. As the year

progressed there was a gradual correction with yields closing the year below 6% by December 2020.

The correction pattern was replicated across most sub Saharan issuances except for the Republic of

Zambia which formally announced default in October. Generally emerging market risk sentiment

improved on the back of Covid-19 vaccination discoveries and growing prospects of economic

recovery.

VIEW FROM THE TREASURY
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Key Market Statistics

4
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EQUITIES MARKETS COMMENTARY

Source: Thomson Reuters data

Performance of the Nairobi Securities
Exchange

Å The NSE recorded poor performance in 2020 ï
largely due to the impact on the Covid-19
pandemic. The NSE 20, NSE 25 and NSE All-
share indices all recorded downward
performances of 29.6%, 16.7% and 8.6%
respectively during the year. Performance in Q1
was worst hit as the initial impact of the pandemic
seeped through institutions throughout the
country with the NASI, NSE 20 and NSE 25 all
down by 20.7%, 25.9% and 24.2% respectively.
However, market performance across the three
indices represented some signs of recovery
during Q2 and Q3, with Q4 embodying a turn
around as all three indices recorded a positive
performance for the first time in the year.
Turnover declined 10.5% during the year to close
at USD 1.3 billion from USD 1.5 billion in 2019.
Foreign investor flows recorded significant out
flows from the market of USD 261.63 million for
the year as compared to an inflow of USD 18.47
million the previous year.

Å At the individual stock level Nairobi Business
Ventures Ltd, Kenya Airways and Carbacid
Investments were the top gainers recording a
positive growth by 511.4%, 86.8% and 51.3%
respectively in 2020 from 2019. Scangroup,
Nation Media Group and Bamburi Cement were
the top losers recording 65.1%, 61.2% and 52.7%
in losses respectively.

Key Market Developments

Å Key market developments in 2020 included
the following:

Å Reduction in tax rates to combat the
impact of Covid-19 (Income Tax and
Corporation Tax reduced from 30% to
25%, VAT reduced from 16% to 14%);

Å Introduction of 1% turnover tax
beginning January 2021;

Å Only the 2nd ever Rights issue in
Rwanda by I&M Bank (Rwanda) Plc;
and

Å Increased listings on the IBUKA platform
on the NSE (Merican Limited).

Regional Markets Performance

Å Government policy and the global pandemic

continued to be a significant factor for capital

markets in the region. The DSE All Share

Index and the USE All share declined by

11.8% and 27.3% respectively.

Å Further afield, the all share indices for the

Nigerian bourse recorded a 50.0% growth

whilst the South African (JSE) recorded a

stable 4.1% growth over the year.

Å The performance in the regional bourses was

in sharp contrast to developed market indices

which rallied despite the pandemic on the

back of tech stock gains and crucially,

expansionary monetary policies from Central

Banks that significantly increased liquidity.
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KEY MARKET STATISTICS

Key Africa and Global Equity Indices Performance

Equity Index December 2019
2020 2020

Year Low Year High December 2020 % change

NSE 20 2,654.39 1,723.96 2,707.90 1,868.39 -29.6%

NSE 25 4,100.57 2,935.01 4,207.90 3,415.24 -16.7%

NSE ALL SHARE 166.41 124.30 171.36 152.11 -8.6%

DSEI(TZ) 2,059.21 1,739.63 2,112.77 1,816.88 -11.8%

ALSIUG 1,800.72 1,200.36 1,861.26 1,309.86 -27.3%

NGSEINDEX 26,842.07 20,651.59 40,279.29 40,270.72 50.0%

EGX 30 13,961.56 8,113.82 14,137.22 10,845.26 -22.3%

JALSH(SA) 57,084.1 37,177.92 60,591.92 59,408.68 4.07%

NYSE 13,913.03 8,664.94 14,533.21 14,524.21 4.5%

FTSE 100 7,542.44 4,898.79 7,689.67 6,471.90 -14.2%

S&P 500 3,230.78 2,191.86 3,760.20 3,756.07 16.3%

Source: Thomson Reuters data

Country/Region Dec 2020 Dec 2019
Ch. y/y 

(bps)

Central Bank of Kenya (Kenya) 7.00% 8.50% -17.6%

Bank of Uganda (Uganda) 7.00% 9.00% -22.2%

Bank of Tanzania (Tanzania) 7.00% 7.00% 0.0%

South African Reserve Bank (RSA) 3.50% 6.50% -46.2%

Central Bank of Nigeria (Nigeria) 11.50% 13.50% -14.8%

Central Bank of Egypt (Egypt) 8.25% 12.25% -32.7%

Bank of England (UK) 0.10% 0.75% -86.7%

Federal Reserve Bank (USA) 0.25% 1.75% -85.7%

European Central Bank (EU) 0.00% 0.00% 0.0%

Central Bank Rates

Source: Thomson Reuters data

Key Africa and Global Currency Performance

Currency Dec 2020 Dec 2019 % Ch. y/y

USD/KES 109.00 101.25 -7.7%

USD/TZS 2,318.54 2293.00 -1.1%

USD/UGX 3,655.25 3660.00 0.1%

USD/RWF 978.50 936.41 -4.5%

USD/ETB 38.05 31.84 -19.5%

USD/ZAR 14.65 13.99 -4.7%

USD/NGN 381.20 306.00 -24.6%

USD/EGP 15.73 16.00 1.7%

GBP/USD 1.37 1.32 -3.8%

EUR/USD 1.22 1.12 8.9%

Source: Thomson Reuters data Source: Thomson Reuters data
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PKFôs take on Post Covid

Fiscal Measures to Stimulate 

East African Economies
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When Covid-19 struck like an accomplished
night-runner in 2019, many hoped and wished it
would vanish in the same rapid fashion. The
World Health Organisation (WHO) and the
Community of Nations hoped that the virus
would not develop to a full-blown pandemic. It
was estimated that the pandemic would last a
couple of months only. To date, there is no
clear estimation as to when the world will return
to normalcy. However, there is some glimpse of
hope given the approval of the vaccine.

There is no doubt the pandemic has disrupted
the global economy in an unprecedented
manner. The economic loss caused by the
pandemic in the last one year has not been fully
measured in quantitative terms yet but there is
no doubt the loss is extensive and devastating.

The East African economies have definitely
been impacted by the pandemic significantly.
Tourist arrivals dropped significantly,
agricultural exports have declined, major
currencies have gained against local currencies
and generally trade has been disrupted due to
travel bans and shut down of industries in major
economies.

Significant amounts of resources have been
diverted to prevention and treatment of the
Covid-19 throughout the world. Governments
have provided tax cuts to support businesses
and workers hence depriving them money for
infrastructural maintenance and development.

PKFôs take on Post Covid Fiscal measures to 

stimulate the East African Economies

The East African economies are largely primary
economies. Agricultural exports account for a
significant percentage of their foreign income.
Agriculture employs a significant number of our
rural populations. Tourism is a key forex earner
for Kenya and Tanzania while the
manufacturing sector is more developed in
Kenya in comparison to the rest of East African
partners. Uganda and Rwanda remain primarily
agricultural based economies.

So what is required from to stimulate
economies in East Africa post-covid?

First, East African governments need to support
key agricultural activities to ensure self-
sufficiency and promote exports. For example,
East African economies spend huge sums of
money to import sugar and maize. There is thus
need to support these key sectors in order to
preserve forex loss on basic food stuffs.

Second, the government and stakeholders in
the tourism sector need to focus on local
tourism to keep the sector alive as it will take a
long time for international tourists to return due
to travel restrictions, vaccine politics and the
simple fact that many of the potential tourist
from the west have lost their incomes due to the
pandemic. In the long-term, the East African
countries will have to modernise their tourist
attractions to remain globally attractive and
competitive.

Third, a targeted stimulus tax package is
required to stimulate economic activity as well
as ensure governments remain functional.
Kenya recently implemented minimum revenue
tax. This has a negative impact on businesses
at a time when the pandemic has resulted to
losses in some businesses. It will directly
impact on employment as corporates are likely
to downsize in order to remain afloat.

Michael Mburugu
Partner
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Fourth, the East Africa Customs Union should take advantage of the opportunities presented by the
pandemic to enact laws and policies that promote investments within East Africa. Cross border
mobility of labour should be encouraged to stimulate cross border trade. It is also time to review the
common external tariffs to further protect the manufacturing sector from imports. Partner states
may consider temporary internal consumption of goods manufactured in export processing zones
as export markets have been depressed by the pandemic. This will enable companies operating in
export processing zones to remain afloat and protect the thousands of employees who face
imminent redundancies.

Fifth, Africa is home to the worldôsyoungest population. The pandemic has exposed risks of over-
relying on China as the worldôsdominant manufacturing hub. It is expected that countries across
the globe will be seeking to establish new manufacturing centres to mitigate this risk. Africa has
both the resources and young population which make it ripe for an industrial explosion. This will
however not happen unless deliberate policies are put in place to skill the youthful population. East
African countries should implement policies geared towards improving the skills of their youthful
populations to take advantage the likely global socioïeconomic and geo-political shift.

PKFôs take on Post Covid Fiscal measures to 

stimulate the East African Economies
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IKMôs Insight into Share Buy-

Backs as an Exit Option for 

Financial Investors
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Financial investors comprising, among others,

private equity funds, venture capital funds,

development finance institutions, pension funds

and other investors involved in regular private

equity investments, identify and make capital

investments in targeted portfolio entities with

the primary goal of making good financial

returns from such opportunities upon exit.

Private equity investors are, obviously, not

averse to an income return such as dividend

during the lifetime of an investment. However, it

is the prospect of substantial capital gain on

successful exit which principally motivates such

investors. That said, there are several cases

where exits have not been very successfulïthis

could be due to poor performance by a

business compared to projections for various

reasons or due to forced exits arising from

misalignment and disputes between the

financial investor and other shareholders,

among other reasons.

IKMôs take on share buy-back as an exit option 

for financial investors

Accordingly, exit is a key feature of any

negotiation involving financial investors. Exit

options and opportunities attract, as they must,

detailed attention from the very beginning of

assessment of an investment deal and in

deciding whether to invest or not.

Exits typically fall under two broad categories,

namely :

(i) an exit at an agreed or anticipated

investment horizon for the investor e.g., 4-5

years of investment or when market conditions
permit ("Structured Exit") or

(ii) an exit arising from breach by a portfolio

entity and/or its sponsor(s) of certain

fundamental terms of investment such as

breach of anti-corruption and/or anti-money

laundering covenants, engaging in restricted or

prohibited activities prescribed in the

investment documents, breach of

environmental and social governance matters,

etc. ("Forced Exit").

A Forced Exit is normally structured to provide a

withdrawal right to an investor. However, this

may be frustrated or otherwise made inefficient

by local laws which either prohibit redemption

by the portfolio entity or impose strenuous

requirements on redemption of shares.

Traditional exit options used by financial

investors or included in transaction documents

include trade sales, secondary sale, public

listing (IPOs), management buyouts, put

options, drag-along, tag along and, where
possible, redemption of shares.

David Lekerai
Partner

Deborah Sese
Associate
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In Kenya, in addition to the common exit options

and structures available for financial investors

mentioned above, the Companies Act, 2015

("Companies Act") presented a further exit

option in the form of share buybacks. Chapter
XVI of the Companies Act (titled, Acquisitionby
Limited Company of its Own Shares) allows

companies (both public and private companies)

to buy their own shares, subject to compliance

with certain requirements. This presents an

alternative exit opportunity for investors

particularly under a Forced Exit. In addition,

with respect to a Structured Exit, if at the end of

its investment horizon, an investor has no other

realistic exit option, it may also consider making

an exit through a share buyback.

The key question then becomes, how exactly

does a share buyback work and how can

investors take advantage of it?

In considering an exit through a share buyback,

the following parameters would need to be

keenly addressed:

i. Do the articles of association of the

portfolio company permit share buyback?

The company's articles of association must not

restrict or prohibit the company from purchasing

its own shares. If the articles prohibit or restrict

share buybacks, then the articles should be

amended accordingly. In addition, if the articles

contain pre-emption rights or similar restrictions

on transfer of shares which may require shares

to be offered to other shareholders before being

transferred to any other persons, including the

company, the buyback agreement or articles

should exclude such restrictions with respect to

share buybacks.

IKMôs take on share buy-back as an exit option 

for financial investors

ii. How does the company finance or pay for

share buyback?

A company may only purchase its own shares

out of: (i) distributable profits of the company; or

(ii) proceeds of a fresh issue of shares made for

the purpose of financing the purchase. This

means that a company cannot (i) take a loan to

finance share buybacks or (ii), except for a

private company (as mentioned below), finance

share buyback out of capital.

iii. Can a company finance a share buyback

out of capital?

A public company cannot finance acquisition of

its own shares out of capital. On its part, a

private company, may, subject to any restriction

or prohibition in its articles of association
finance a share buyback out of capital.

There are comprehensive requirements that

must be complied with by a private company to
finance share buybacks out of capital.

The applicable conditions include, among

others, the need for directorsôstatutory

statements and auditorôsreport confirming the

going concern status of the business and ability

to pay its debts upon completion of the

buyback, publication in the Kenya Gazette and

in a newspaper of nationwide circulation and

providing creditors an opportunity to challenge

the proposal in court.
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The applicable steps and formalities would be
as follows:

(a) Contract ïthere should be an agreement

between the company and the investor

whose sharesare to be repurchased. This

could be a provision bin the investment or

shareholdersôagreement pursuant to

which the company would be obliged to

purchase the shares in the future, upon

occurrence of applicable trigger events

such as breach of specified fundamental

covenants or effluxion of time ï the

investment horizon of an investor. The

agreement should set out the key terms of

the share buyback. In particular, it should

specify with clarity the trigger events and

the purchase price or mode of, or a

formula for, ascertaining the purchase

priceïthis may include setting a minimum

IRR based on agreed parameters, or

providing for the appointment of an

independent valuer to determine the price.

(b) Fully paid shares - the relevant shares

that are subject of a share buyback must

be fully paid. If not fully paid, for example,

where investment proceeds were

tranched, then, before completion of the

share buyback transaction, the investor

must first fully pay for the shares owned

by it.

IKMôs take on share buy-back as an exit option 

for financial investors

iv. Applicable requirements for Share

buyback

Å Financing share buybacks out of capital is an

onerous and complex process given the

applicable requirements. Further, with

respect to companies listed on the Nairobi

Securities Exchange (NSE), the Capital

Markets Authority (CMA) has not yet

facilitated the application of the share

buyback regime until it formally enacts

guidelines that would give the process an

appropriate governing framework particularly

with respect to disclosures to shareholders

and creditors in order to enhance investor

protection and ensure transparency in share

buybacks relating to listed entities. The CMA

has since published draft share buyback

guidelines (Guidelines on Share Buybacks
for Listed Companies) and invited

stakeholders and the general public to

submit comments on the proposed

guidelines.

Å Therefore, the share buyback exit option

discussed in this article is limited to (i) share

buybacks financed either out of distributable

dividends or proceeds of a new issue and (ii)

only with respect to private companies,

which in any event, are the vast majority of

investment candidates for financial investors.

This share-buy back option is an off- market

purchase, which is applicable where shares

(i) are not purchased on an approved

securities exchange or (ii) are purchased on

an approved securities exchange but under a

private arrangement approved by the CMA.
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IKMôs take on share buy-back as an exit option 

for financial investors

Unlike before where under the repealed

Companies Act, the sanction of the High Court

was required in order for a company to redeem

shares or reduce its share capital, share

buybacks do not require the approval of the

court. In summary therefore, an investor in a

private company may incorporate or consider

share buyback as a possible exit mechanism.

However, its actual implementation would

depend on whether the company is profitable at

the time of exercising the exit or is able to

attract additional equity capital from either the

sponsor(s) or other persons to finance the

acquisition.

David Lekerai is a Partner at DLA Piper Africa,

IKM Advocates while Deborah Sese is an

Associate in the same practice.

d) Special resolution ïthe share buyback must

be approved by special resolution ïi.e., a

resolution of not less than 75% of the votes

eligible to vote. The investor whose shares

are subject to a buyback is not eligible to

vote. It would be advisable for the special

resolution to be obtained prior to closing of

the investment transaction.

e) Inspection ïa share buyback agreement

must be made available for inspection by

other shareholders of the company prior to

the passing of the authorizing resolution.

f) For a private company, upon completion of

the share buyback, the relevant shares are

cancelled and the cŎƻƳǇŀƴȅΩǎissued share

capital is diminished by the nominal value of

the shares cancelled. For this purpose, the

company must, within fourteen days of

completion of the purchase, file with the

registrar of companies a return of purchase

of its own shares and a return of

cancellation of its own shares, (each in a

prescribed form) together with an updated

statement of capital.
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