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1. INTRODUCTION, METHODOLOGY & DEFINITIONS 
 
1.1 Introduction 
 
As Africa enters the new millennium, it faces the challenge to provide better economic 
opportunities to its citizens through sustained growth led by the private sector and to 
alleviate the poverty that has long plagued the region. The NEPAD (New Economic 
Platform for African Development) and the United Nations Millennium Goals for 2015, 
to which the EU-countries have all subscribed, have set out ambitious aims in this 
respect. The World Economic Forum in Davos and the G8, LSO made decisions earlier 
this year to stimulate private and public investments in developing countries with a 
special focus on Africa. 
  
A strong private entrepreneurial sector plays a vital role in this respect, in particular the 
small and medium-sized enterprises (SMEs) that provide many Africans employment, 
income and hope for a better future. SMEs contribute around two thirds of national 
income and provide the foundation for a stable middle class in many countries. They 
help form strong communities and are a powerful force for poverty reduction. Indeed, 
SMEs play a significant role in building economic stability and sustainability for the 
future. 
 
In order to promote the development of the private sector access to finance is crucial. 
This can take many different forms form bank loans to overdraft facilities. 
Complementary to existing lending facilities and micro-finance programs, there is a 
growing need for Private Equity and Venture Capital to fuel the development of the 
private sector in Africa. Equity investments can be instrumental in helping small 
enterprises grow into medium-sized enterprises and semi-formal into formal businesses, 
as is shown in the following diagram: 
 

 
Source: Introduction, Annual Development Impact Review, 2004, Aureos Capital. www.aureos.com 

http://www.aureos.com/
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1.2 The Survey: Why, what and how? 
  
Why this survey? 
 
At the fourth African Venture Capital (AVCA) Conference in Marrakech in April 2004, it 
became clear that making successful Venture Capital (VC) investments is not easy. The 
main conclusions of the conference were: 
 
a) There is low return on investment by VC Funds in Africa; 
b) There are difficulties to raise second-generation funds; 
c) There is a lack of access to credit for enterprises; 
d) Public support for Private Equity (PE) investors and a legal framework are non-
existent. 
 
To tackle these problems, substantial work has to be done in a number of areas, e.g. on 
the enabling environment, management capacity, financial institutions, entrepreneurship 
development, healthy corporate governance, anti-corruption policy, etc. 
 
This survey investigates how 25 different Venture Capital organisations, which all 
operate in Africa, contribute to sustainable development in 18 different African 
countries. This is done with a special focus on SMEs and from a CSR perspective. CSR 
has to do with integrating social, environmental and financial indicators in the company 
performance targets – as expressed by the three Ps: People, Planet & Profit – in other 
words it has to do with sustainable entrepreneurship. 
 
Since SMEs are seen as the engine for economic growth and productivity in Africa, we 
looked at how the Venture Capital industry serves the SME-sector. The survey also 
looks at how principles of sustainable entrepreneurship are integrated into the business 
strategies of the targeted companies and how these principles contribute to the 
effectiveness of VC funds and companies in accomplishing their mission and objectives.  
 
We believe that integrating Corporate Social Responsibility principles in the Venture 
Capital sector in Africa can have positive effects and can increase a stronger 
commitment from VC funds and other stakeholders in the South and the North to 
sustainable development of the local economies and contribute to poverty alleviation in 
Africa.  
 
What is the aim of the survey? 
 
In this survey we will try to answer four questions: 

 
1. What is the contribution of VC funds to sustainable development in Africa? 
2. What are the main bottlenecks faced by these funds and how can stakeholders 

(assist to) solve these bottlenecks? 
3. Is it possible to integrate CSR principles in doing business with VC firms in Africa 

and how can this be done?  
4. Is there a demand for a special Business Development Services (BDS) Fund and/or 

program for the Venture Capital sector in Africa, based on CSR principles?  
 
The survey is not the final word on the effect of venture capital on sustainable business 
in Africa, but a comprehensive initial assessment with some ideas for future action. The 
survey is aimed at VC fund stakeholders and policy makers focused on private sector 
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development in Africa. It also provides a framework for other organisations and 
stakeholders who wish to link Venture Capital funds in Africa to sustainability and 
technical expertise.  
 
Methodology: how was the survey carried out? 
 

1. Primary source information 
 
We selected a group of 25 Venture Capital firms. Ten of them are based in Europe: the 
Netherlands (4), the UK (2), Belgium (1), Luxembourg (1), Germany (1) and France (1). 
The other 15 are based in Africa: South Africa (9), Zimbabwe (2), Ghana (2), Cameroon 
(1) and Tunisia (1). Some of these are subsidiaries of VC firms in Europe, other are 
autonomous. Except for Aureos UK and Actis UK, all of the VC firms in Europe are 
second tier financial institutions, although some of them also place direct investments 
above a certain level. 
 
These VC firms are active in 18 different countries. Apart from the aforementioned 
countries these are: Morocco, Algeria, Senegal, Nigeria, Equatorial Guinea, Uganda, 
Kenya, Tanzania, Mozambique, Zambia, Botswana, Madagascar and Mauritius. In other 
words, the survey covers the whole continent, including firms in the three major regions 
as far as VC is concerned: Northern Africa, Sub-Sahara Africa and South Africa. 
 
Where relative we have tried to highlight particular regional or national variations in VC 
practices, but also common values, practices and challenges. In this respect, it is 
important to point out that South Africa is clearly the market leader in Africa, and not 
necessarily representative of VC practices in the rest of Africa. 
 
Interviews were held with staff members who were responsible for the investment 
policy and implementation in the African countries. These persons where in the first 
place: the managing director, senior investment officer or senior fund manager. The 
interviews were based on a set of 30 different questions, in four different categories.  
 
In appendix 1 you will find the list of the companies and persons, in appendix 2 the 
questions and appendix 3 the abbreviations. 
 

2. Secondary source information 
 
To broaden the view and complement our own information we have also carried out a 
desktop research of other secondary sources we found on the subject. These sources 
are mentioned in the text or in footnotes. Most of this information was obtained from 
the Internet and from some publications, which are mentioned in appendix 4. 
 
1.3 Definitions and Concepts 
 
Private Equity and Venture Capital 
 
To avoid confusion it is important to define the terminology. In the KPMG-SAVCA 
survey1 this is done in a clear way. We will use the same definitions. 
  

                                                 
1 KPMG-SAVCA Private Equity and Venture Capital – 2003. 
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Private Equity (PE) provides equity capital to enterprises that are usually not quoted on 
a public stock exchange. PE 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 solve ownership and management issues, succession in a 
family-owned business or the buy-out or the buy-in of a business by experienced 
managers. 
 
Private Equity can be broadly classified into three categories based on investment 
stages: Venture Capital, Development Capital and Buy-out funding. 
 
In the figure below definitions are presented of these three categories.  
 

Table 1.1 - Different Types of Private Equity 
Venture capital 
 
 

Seed capital 
 
Start-up and early 
Stage 

Funding for research, evaluation and development of a 
concept or business before the business starts trading. 
Funding for new companies being set up or for the 
development of those which have been in business for a 
short time (one to three years) 
 

Development 
capital 

Expansion and  
Development 

Funding for growth and expansion of a company which is 
breaking even or trading profitability 

Buy-out Leveraged buy-out 
or buy-in 
 
 
 
Replacement 
capital 
 

Funding to enable a management team or empowered 
partner, and their backers to acquire a business from the 
existing owners. Unlike venture and development capital, 
the proceeds of a buy-out generally go to the previous 
owners. Buy-outs are often leveraged 
Funding for the purchase of existing shares from other 
shareholders, whether individuals, others venture-backers 
or the public through the stock market (IPO). Unlike 
venture and development capital, the proceeds of 
replacement capital transactions are generally paid to the 
previous owners of the entity. 
 

Source: Private-equity and venture capital survey 2003, KPMG/SAVCA. 
 
 
In practice, the definitions of “venture capital” and “private equity” vary from country 
to country and expert to expert. In this survey we have tried to stick to the 
aforementioned definition, although we do not make a distinction between Venture 
Capital and Development Capital. Both are included when we refer to Venture Capital, 
but Buy-outs are not. 
 
Captive Funds and Independent Funds. 
 
The aforementioned survey of KPMG/SAVCA also distinguishes between captive funds 
and independent funds. Many Private Equity firms only manage their own funds or 
those of their parent company. These funds are referred to as captive funds (DFI’s, 
Government, Banks, Insurance Companies and Corporates). 
 
Independent funds are cash commitments from third party investors. The Private Equity 
firm draws down on the commitments as and when investments are to be made. 
Independent funds are the dominant type in Europe and the USA, where these funds 
are structured as limited partnerships. Private Equity firms typically act as the general 
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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, following which no further commitments 
are accepted from third parties. Typically third party commitments expire according to a 
time schedule based on the “use it or lose it” principle, once a maximum drawdown 
time period expires. 
 
Corporate Social Responsibility, Sustainable Entrepreneurship and Sustainability  
 
SMEs in Africa tend to depend on local suppliers of raw materials and the local 
community for their labour input. Hence, maintaining and promoting a healthy and 
productive social and natural environment is important for their future prosperity and 
growth. Large corporations also feel such a dependency, but understanding and 
working within the local limits of social and environmental sustainability is particularly 
important for SMEs.  
 
Corporate Social Responsibility (CSR): Taking into account the social and environmental 
impact of your activities when making business decisions.  
 
Instead of the commonly used concept of ‘Corporate Social Responsibility’, we 
sometimes use the expression ‘Sustainable Entrepreneurship’ by which we mean: 
“business strategies and activities that meet the needs of the enterprise and its 
stakeholders today, while protecting, sustaining and enhancing the human and natural 
resources that will be needed in the future”2. Thus, Sustainable Entrepreneurship has 
social, environmental and financial components, as expressed by the three Ps: People, 
Planet & Profit. 
 
People: Standards that match ILO standards, e.g. living wages, workers’ rights to 
organise, workers’ safety, workers’ training and education, and balanced child labour 
policies in compliance with UN child rights. 
Planet: Policies that match universal environmental standards, e.g. efficient use of 
natural resources, control of pollution and waste recycling. 
Profit: To generate a reasonable added value to all the company’s stakeholders, 
including shareholders, management, permanent staff and seasonal workers. 
 
Sustainable entrepreneurship is about promoting ethical business growth. It recognizes 
that business profitability and social responsibility are both important and requires 
educating and empowering business leaders to take responsibility for: 
 

• Producing quality goods and services in financially stable and profitable 
enterprises  

• Developing healthy and productive workplaces  
• Minimizing the environmental impact of operations  
• Maintaining good corporate citizenship and community involvement  
• Promoting ethical public policy on important business issues  

 
In relation to Venture Capital activities two other concepts are also often mentioned, 
i.e.: 

 

                                                 
2 International Institute for Sustainable Development. 
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Socially responsible investing (SRI): Investors take into account personal values and 
social concerns when making investment decisions. SRI considers both the 
investor's financial needs and the investee company's impact on society.    

 
Triple bottom-line reporting: Reporting not only traditional financial performance 
measures, but also environmental and social indicators in order to assess the full 
impact of a company's activities. 

 
Sustainability 
 
Sustainability is a complex concept. Three categories can be distinguished. The 
definitions are taken from the introduction of the Annual Development Impact Review 
2004 of Aureos. 
 
Commercial sustainability:  
Commercial sustainability is more than profitability, although this is one dimension of it. 
It means that the investee company remains commercially viable long after the 
investor’s exit. It also implies that its financial resources and management have been 
strengthened so that the company is well equipped to withstand exogenous shocks in 
the policy environment as well as sudden changes in the supply and demand chain. 
 
Social sustainability: 
Social sustainability refers to the effect of the investment from the perspective of 
employers, employees, their families, communities and society as a whole. For those in 
direct or indirect relationship with the investee company (employees and families, for 
example) it assesses how employment opportunities and changes in income improve (or 
worsen) people’s ability to meet their basic needs. Thus, social sustainability looks at 
how investment leads to improvements in the quality of people’s lives. 
 
Environmental sustainability: 
This examines how changes by an investment – growth, relocation and expansion – 
affect the ecosystem and how natural resources are managed throughout the 
investment process. An environmentally sustainable investment is one, which provides 
for progressively beneficial and equitable resource uses with minimal damage to the 
ecosystem. 
 
These concepts are very similar to the three P’s: People (social sustainability), Planet 
(environmental sustainability) and Profit (commercial sustainability). 
 
All three types of sustainability should be considered when investing in SMEs in Africa. 
Once again we quote from the Aureos Annual Development Impact Review: 
 
“From the standpoint of both the investor and the investee, the absence of commercial 
sustainability implies financial vulnerability and/or eventual insolvency. If the financial 
and economic benefits of the investment are transitory, the injection of risk capital 
becomes little more than a subsidy. From the social and environmental perspectives, 
sustainability denotes durability and replicability. It suggests that social capital is forged 
in a lasting way and that natural resources are not denigrated during and beyond the 
investment process.” 
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Business Development Services (BDS) 
 
In this survey we define BDS as the broad spectrum of services for entrepreneurs and 
SMEs to help them to develop and perform better in all their business activities. In 
practice, for VC firms and SMEs this means, among other things, deal-flow generation 
and selection, business plan development, training and mentoring of entrepreneurs, 
financial, legal and tax support, managerial coaching, access to information, network-
building, etc. In the world of international development support the term “technical 
assistance “is often used. We prefer to use BDS. This is a somewhat broader term and 
more widely applicable.  
 
Business Development Services (BDS) is about helping enterprises to modernise and 
upgrade their operations through the engagement of an external expert for an approved 
short-term assignment depending on the scope, depth and effectiveness of the 
assignment. An external expert is defined as a qualified and experienced person not on 
the payroll of the company. The external expert can be recruited internationally or 
locally. 
 
SMEs 
 
It is important to point out that the SME-sector includes a wide range of enterprises. 
There are major differences between medium-sized enterprises on the one hand, and 
very small or micro-enterprises on the other. The focus of this report is on small and 
medium-sized enterprises rather than micro-enterprises.  
 
There is no universal definition of Small and Medium-sized Enterprises (SMEs), it differs 
from country to country. Some small businesses in Europe may be considered medium-
sized companies in Africa. The European Commission has adopted a definition of SMEs, 
which provides a clear framework for classifying micro-, small and medium-sized 
enterprises. The definition is as follows: 
 

Table 1.2 - EC Classification of Enterprise Size 

  Medium-sized Small business Micro-
enterprise 

Max. Number of employees 250 50 10 

Max. Turnover (in million ECU) 40 7 - 

Max. Balance-sheet total (in million ECU) 27 5 - 

 
To be classified in one of these categories, an enterprise has to satisfy the criteria for 
the number of employees and one of the two financial criteria, i.e. either the turnover 
total or the balance sheet total. In addition, it must be independent, which means less 
than 25% owned by one enterprise or jointly by several enterprises3. 
 
For the sake of convenience, we will use the EC definition in this survey, though this 
may be more appropriate for South Africa. In general, South African SMEs are more 
developed and their sizes can be compared more easily with European standards.  
 
 

                                                 
3 96/280/EC Commission Recommendation of 3 April 1996). 
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1.4 Venture Capital in a Nutshell 
 

SMEs need finance at different stages in the development process: start-up, transition 
or expansion. New finance is arguably the most vital service the financial sector can 
deliver for SMEs. Depending upon their stage of growth, the most appropriate form of 
finance for SME development can be venture capital, angel funding, debt financing or 
even grants. It should be noted that different enterprises present different risk profiles 
to financiers, hence the need for different funding regimes, as indicated in the table 
below4.  
 

Table 1.3 - Types of Funding Available to SMEs 

 

The size of the enterprise and its stage of growth or development reflect upon its 
financial needs and most appropriate form of finance. The most common stages of 
company growth used by venture capitalists are: seed, start-up, expansion, mezzanine 
and IPO. Although their classification may differ slightly from one venture capitalist to 
another, the stages of company growth can be broadly classified into the categories 
shown in the following table.  
 

Table 1.4 – Stages of Company Growth for Venture Capitalists  
 Stage of growth Description 
Seed Individuals or companies that just have ideas or concepts and require funds 

for prototypes or proof of concept 
Start-up Companies that may be in the process of setting up or have been in 

business for a short period of time and require capital for commercialisation 
in the areas of production, marketing or sales. These companies may not be 
generating profits yet 

Growth/ 
Expansion 

Companies that may be breaking-even or trading profitably but require 
additional capital to increase production, expand market presence and/or 
further develop their products 

Mezzanine/  
Pre-IPO 

Companies that are seeking capital, advisors and partners to assist in a 
public floatation or corporate exercise 

IPO/Public  Companies that are publicly quoted on a stock exchange 
Source: www.technopreneurs.net.my 

                                                 
4 www.technopreneurs.net.my   

 Venture Capital Angel Funding Debt Financing Grants 
Objective Capital gains Capital gains Interest & principal Development
Holding Period Mid-to-long term Short-to-mid term Short-to-mid term - 
Collateral No No Yes - 
Criteria Potential returns on 

investment 
Potential returns 
on investment 

Interest spread 
and security 

- 

Impact on 
Balance Sheet 

Reduce leverage Reduce leverage Increase leverage - 

Impact on Cash 
Flow 

Dividend payout Dividend payout Interest/principal 
repayment 

- 

Monitoring Seat on Board of 
Directors, monthly/ 
quarterly reports 

Management 
control in day-to-
day operations & 
decision-making 

Loan servicing - 

Added Value Management 
assistance, strategic 
alliances  

Management 
assistance, 
strategic alliances  

None - 

Exit Mechanism IPO, trade sales, 
buy-back 

Trade sale, buy-
back 

Principal 
repayment 

- 

http://www.technopreneurs.net.my/
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In South Africa the market is more developed than in other African countries. This 
means that depending on the type and the phase of growth, South African SMEs will 
find it easier to find financing. This is shown in the table below. 
 

Table 1.5 - Financing Options for SMEs in South Africa 
Type/Phase of SME Start-up Phase Growth Phase Steady-State 

Professional 
Entrepreneur (small 
number) 

Own resources, Angel 
Finance, some 
Venture Capital 

Asset-backed finance, 
Venture Capital, 
Private Equity, Bank 
debt 

Bank debt, exit via 
capital market or via 
trade sale 

Emerging 
Entrepreneur 
(potentially huge 
number) 

Few recourses 
available – 
dependence on 
external funds 

- - 

“Self Employed” 
(small number) 

Family, Friend, Equity 
in residential property 

Asset-Backed finance, 
factoring, trade 
credit, bank debt 

Often not required, 
Bank debt. 

Source: Roy Ross, “Increasing Capital Flows to Africa, Financing SMEs – a Banker’s perspective”, Standard 
Bank of South Africa Limited, 2004. 
 
Venture Capital (VC) finance is external investment in SMEs that offers the prospect of 
above average earnings growth coupled with above average levels of investment risk. 
The investment process consists of raising funds, then screening, selecting, structuring 
and monitoring investments. Finally, the investments are sold and the capital repaid to 
investors. 
 
Over the years venture capital funds have been established in all OECD countries. The 
financial resources originate from financial institutions, large industrial companies as 
well as from the public directly. Some focus on specific sectors, others seek broader 
opportunities. Some specialize in new enterprises, others in expansions, again others in 
privatisations or buy-outs, with especially the high-tech sector enjoying high exposure 
to investors.  
 
Obviously different types of funds have different approaches to their investments. In 
general, venture capital funds have a negative cash flow in the early years as 
management fees and some failed investments eat into capital; cash flows turn positive 
as the fund sells profitable investments (i.e. ‘exits’). As a result, venture capital 
investment tends to be long term and relatively illiquid. The equity of a new enterprise 
in which venture capital is invested consists of a share contributed by the entrepreneur 
(also in the form of land buildings, cash and know-how), sometimes a third party 
partner, and venture capital. On this basis the enterprise can obtain long-term credit 
and working capital from the banking system.  
 

 
Source: Amitava Guharoy, Corporate Finance Services PWC Global, PwC Edge, Volume 4, 2001 
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The business cycle of a typical VC consists of four segments. The first stage is raising 
the required funds for investing. The next stages are to invest these funds in companies 
that show potential, assist in enhancing the value of these investments and finally 
harvesting its investment in these companies by selling them either through an IPO or a 
trade sale. Indeed, the objective of the venture capital investor is to invest in rapidly 
growing companies in order to sell out, typically after some five to eight years, either to 
the entrepreneur, other parties or the stock market, if possible.  
 
A well-diversified portfolio might well absorb a 20-30% failure rate, compensated for by 
rapid growth in rest of the portfolio. The high risk of this type of investments is 
sometimes said to be compensated by the high return on successful ventures. The idea 
is that the private equity or VC fund nurtures the company, adds value in terms of 
strategic management and financial structuring and then exits at a significant profit 
within five to seven years. Indeed for a healthy venture capital market, it is crucial that 
there is ample capital and know-how during every segment of the VC cycle, as well as 
exit opportunities. 
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2.  VENTURE CAPITAL IN AFRICA 
 
2.1 Introduction 
 
Africa is still seen as a risky and expensive place to do business. Indeed, transactions 
costs are often higher than elsewhere. Labour costs may be low but often not enough 
to offset the high costs of transport, raw materials, utilities, and other inputs. African 
businesses therefore find it difficult to compete in export markets, particularly in 
markets outside the region, and to compete against imports of a range of goods from 
other developing regions. Moreover, many African companies, especially SMEs, lack 
reliable financial data that allows financial organisations to scrutinise the health and 
prospects of the company. Most SMEs in Africa also lack assets that can act as 
collateral and mitigate the risk involved. 
 
The economic future of developing countries, and Africa in particular, is strongly linked 
to the development of local private enterprises. An important role in this respect can be 
played by Venture Capital (VC) Funds. They can support business opportunities through 
investment relations with private companies in the South and the North, and introduce 
new business concepts. Hence their impact on the business environment can be 
significant. There is an increasing interest in establishing new, innovative VC Funds in 
Africa.  
 
The question is how venture capital funds contribute to SME development in Africa. 
This chapter focuses on venture capital finance in Africa, the structuring of these 
funds, how they are managed to maximize investment value, and their success rate. 
The chapter documents what is happening in VC markets in Africa, a relatively new 
sector in most countries and one that is attracting increasing international investor 
interest. 
 
2.2 Key Characteristics of VC Firms in our survey 
 
In this paragraph we will focus on part one of the interview questions concerning the 
background and profile of the Venture Capital firms we have interviewed. In the annex 
number 5 you can find a summary of the main results of the interviews we carried out. 
 
Profile of the Venture Capital Firms   
 
The survey was carried out among 25 venture capital firms: 10 based in Europe and 15 
in Africa, 9 of which in South Africa. Three firms are still in the process of raising funds 
and have not yet actually started operations, two in the Netherlands and one in South 
Africa. 
 
Ten firms are primarily second-tier financial institutions that place funds with other 
(first-tier) institutions in Africa, to use for venture capital investments in private 
companies. Eight of these are based in Europe, two in South Africa (IDC and Khula). 
The three that have not yet started are all expected to operate as first-tier VC firms. 
 
Aureos and Actis (both former CDC) have separate branch-offices in West-, East- and 
South Africa. Interviews were carried out both with representatives at the head office 
in the UK and at branch offices in Ghana and South Africa. 
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Source of Funding 
 

If we look at the way the venture capital firms are funded and who has the financial 
control and responsibility over the companies, we see that 10 VC firms can be 
considered as Public Institutions (most of them Developmental Funding (or Financing) 
Institutions (DFI), 3 can be seen as Semi-Public Institutions because of the strong 
influence of public funds and 12 can be considered as commercial firms. 
 

Figure 2.1: Main Source of Funding 

10; 40%

3; 12%

12; 48%
Public

Semi Public

Commercial

 
Regional Spread of Activities  
 

Out of the 16 non South African firms 8 are active in North Africa, 8 in East Africa, 9 
in South Africa and 11 in West Africa. The South African VC firms mainly focus on 
South Africa, only a few (Actis SA, Aureos SA, Business Partners, Kingdom Zephyr) are 
active outside South Africa, with special attention for Southern Africa. 
 

Figure 2.2: Regional Spread of Investments (excluding South-Africa firms) 

22%

31%22%

25%
North Africa

West Africa

East Africa

Southern Africa

 
Period of Operation 
 

The Private Equity- and Venture capital sector is a relative young industry: 20 of the 25 
VC firms have been in operation for less then 15 years.  
 

Figure 2.3: Venture Capital Firms: number of years in operation 
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Concentration of Cumulative Investments 
 
Since the investigated Private Equity and Venture Capital firms started investing in 
Africa 25 years ago, they have committed a total amount of € 3,635 billion. Less than 
a third of the VC firms (7) were responsible for nearly 90% of this total amount. Except 
for Kingdom Zephyr and BP, all firms have a background of developmental financing. 
Not surprisingly they are also mainly second-tier institutions (all except Business 
Partners and Zephyr). 
 

Figure 2.4: Cumulative Investments by the 7 largest VC firms. 
 

 

Range of Investments 
 
The large majority (18 out of 25) of the VC firms have investments of € 500,000 and 
more. Only 7 firms focus on investments in the range of € 25,000 to 500,000, two of 
which have not yet started operations. 
 

Figure 2.5: The main point in the range of investments (in €). 

7; 28%

3; 12%
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1.0 - 5.0 million
> 5.0 million

 
Only 8 of the 25 firms claim to include start-ups in their operations, 2 of which have 
not yet started themselves and of the others 4 are in South Africa. This is especially 
the case when start-ups are related with High Tech activities (ICT, Bio-technology, etc). 
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Figure 2.6: Type of deal per investment stage 

8; 32%

14; 56%

3; 12%

Start-up etc.stage
Expansion
Buy-outs

 
 

The older and more experienced VC firms (like Aureos, Proparco, FMO, DEG, etc.) said 
to have learned their expensive lessons from the past. Evaluating their past experience 
convinced them to stay away from investing in start-up companies, unless an 
experienced entrepreneur with a good track record is involved.  
 
Main Investment Sectors 
 
Detailed information on the total amount of investment per sector is not available in this 
survey. In general terms most interviewees mentioned the Telecom and ICT, Mining, 
Infra and Manufacturing, Tourism, Entertainment and Media as their prime focus. These 
data refer to the final investments of the VC companies. The large DFIs as well as the 
large VC companies invested large amounts in the financial sector. So this conclusion is 
biased regarding the importance of the financial sector. 
 

Figure 2.7: Sectors of Investment (times mentioned) 
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Exits 
 
Because the Private Equity and Venture capital sector is so young in Africa only 8 of 
the 25 have executed exits. Those eight firms were responsible for a total of 560 exits. 
Business Partners (400) 400 and Aureos (105) account for 90% of the exits. If we 
exclude the second-tier and not yet operational VC firms, then only 4 out of 12 have 
registered exits. 
 

Figure 2.8: Number and Type of exits 

512; 91%

33; 6% 15; 3%

Buy Backs

Trade Sales
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Expected Internal Rate of Return (IRR) 
 
The expected IRR is the gross return after deduction of management fees, interest and 
any other costs, which is expected by the fund managers and investors in the Fund 
results, in hard currency, at the end of the investment cycle. The two VC funds in 
Zimbabwe could not give us their expectations because of the instable situation in the 
country. 
 

Figure 2.9: Expected gross IRR (Fund) in € or US$ 

3; 13%

4; 17%

7; 30%

9; 40% less then 15%
15-20%
20-25%
25-30%

 
The risk involved in the investments is reflected in the expected gross IRR. In Europe 
and especially in the Netherlands investing in African countries is considered as a high 
risk. Based on this one would expect European venture capitalists to go for higher gross 
IRR than African venture capitalists. But this is not the case. It is more the size and 
character of the investment fund, their target group and their specialisation, which 
determines this.   
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Realised Internal Rate of Return  
 
Because the industry is so young only a few funds could provide any information on 
realised net results from their portfolio based on realised exits. Only five of the twenty-
five firms were able to supply some information. These are all firms that have existed 
for at least 8 years. In the following table we summarize the results.  
 
Start-up investments are the most risky, which is illustrated by the results of Aureos 
SA. According to an internal evaluation only about one third of the start-ups will exit 
successfully, the rest is being liquidated or barely surviving. The older funds that with a 
lot of start-ups in their portfolio (like Proparco, FMO, DEG, EIB) all share the same 
experience. 
 

Table 2.1 - Realised IRR for Selected Venture Capital Firms 
Fund Established  Net IRR  Explanation 
Aureos African 
Investments (excl SA)   
   

1996 In €: 0 -15% Portfolio legacy funds 

Aureos Southern Africa 
(ex-CDC) 
 

1996 In €: -/- 7 -159 %  
average 31.0 

Portfolio legacy funds,  
11 investments, 

Business Partners 1981 In SAR: 10 -16 % Range during 24 years of 
investments of quasi-equity 
 

FMO 1970 In US$: 5 -93 %  
average 24.6 

Different Funds TFG, 
Maghreb Funds 
 

Horizon Equity 1980 In SAR: 40 % Technology Fund IPO 

Zephyr Management 1994 In US$: 9 -14 %  

 
Summary 
 
The survey was carried out among a representative group of Venture Capital firms that 
focus on Africa. The firms are active in 18 different countries across the whole 
continent. These 18 countries generate a large part of the total GNP of Africa as a 
whole. 
 
South Africa is by far the dominant payer on the African continent. Out of the total 
amount of almost € 3.7 billion invested during the last 25 years about 70% is invested 
in the Southern African region. The rest of the VC investments are spread out more or 
less evenly among the other regions in Africa, with a slight concentration in Northern 
Africa. 
 
The Private Equity and Venture Capital sector is a young industry in Africa. More than 
80% of the firms have only been in the business for less than 15 years. A second 
generation of investors, fund (manager)s and above all entrepreneurs is coming up. 
There is a growing interest and trust in the future of Africa and success in this sector. 
 
The VC industry is dominated by DFIs: 70% of the investments (including the former 
CDC legacy funds) are funded from public financial sources. This is logical because 
private equity (including quasi-equity financing models) and venture capital is regarded 
as an important instrument to reach developmental goals in Africa.  
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Large investors, including DFIs, prefer to invest in funds and not directly in SMEs. 
Because of the double focus of the DFIs – financial goals and developmental goals at 
the same time – they tend to invest in the banking and financial sector. A strong and 
healthy banking sector is the basis for a vital SME sector. In this way they can receive 
a good return on investment and stimulate the SME sector indirectly. 
 
Most of the VC firms tend to focus on larger investments. Only 5 firms have made 
direct investments in the range of € 25,000 to € 500,000. Only one large player is fully 
focused on direct investments in SME: Business Partners in South Africa. BP has 
invested about € 750 million in SMEs in South Africa, since it started in 1981. This is 
more than 20% of the total investments of private equity and venture capital 
investment in the last 25 years. 
 
About 70% of the firms have an expected gross internal rate of return IRR of more than 
20%. The realised net IRR shows a varied pattern, ranging from -/- 7% to 159% in hard 
currency. Average IRR seems to be between 10 and 30 %. However, these results are 
based on information from only 5 of the VC firms in our survey. 
 
2.3   SME development & Venture Capital in Africa 
 
Small and medium-sized enterprises (SMEs) form the backbone of private sector and 
general economic development in Africa. This is because SMEs provide employment to 
a large part of the population, but also in terms of their contribution to GDP and 
economic development in general. However, at present their full potential is not being 
exploited due to lack of access to finance, among other things. The exception to the 
rule seems to be South Africa, which may serve as an example to other countries. 
 
In South Africa, SMEs are the driving force behind the country’s development. The SME 
Survey 2004, which involved interviews with among almost 3000 SMEs in South 
Africa, provided some interesting results. Surprisingly, 86% of the SMEs see 
themselves as somewhat competitive or very competitive, 12% see themselves as 
neither competitive nor uncompetitive and only 2% believe they are not competitive5. 
Although these results may be coloured due to an optimistic self-perception of the 
SMEs in the survey, it does indicate that there is a sense of optimism in the sector. The 
fact that the access to finance – including venture capital – for SMEs is quite high in 
South Africa may be (part of) the reason. 
 
However, in most African countries the formal market offers few openings even for 
larger SMEs to access capital, whether equity or debt, so most rely on family sources 
or savings. Financial institutions often lack the means to assess the risk of lending to 
SMEs and as they can usually not bring in much in the form of collateral, banks prefer 
to focus on large firms. Consequently a high number of SMEs, particularly in the start-
up phase, cannot develop their potential due to lack capital. And those that do obtain 
bank finance are forced to pay very high interest rates, which increases the risk of 
default on loans.  
 
But in general, access to bank credit – let alone venture capital – appears to be 
insufficient in Africa, even for SMEs with acceptable “credit histories” and sufficient 
collateral. For long, equity financing was only available through IFC and international 
organisations like the Commonwealth Development Corporation in the UK (CDC, now 

                                                 
5http://www.smesurvey.co.za. 
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PROPARCO: Bad experience with SMEs 
 
Proparco´s aim is to support the development of 
SMEs in developing countries by providing funds 
to financial institutions (FIs) in the South. In the 
1990s, the funds available were actually quite 
small and the FIs usually only focused on one 
country. Today, the FIs tend to act on a regional 
level and dispose of much more funds. At the 
same time the average size of the investment 
has increased considerably. Formally their 
investment range goes from €400.000 up to €10 
million, but most of their investments are in the 
€4-5 million.  
 
They have only invested in SMEs as minority 
shareholders, if there was a foreign sponsor, 
which usually means a co-investment alongside 
French companies. There have been four 
investments and it has been the least profitable 
strategy in Proparco. They have had all sorts of 
problems. Most of these SMEs are not equipped 
to deal with minority shareholders. According to 
Proparco, the problem lies in the absence of a 
fully developed banking system and culture in 
most African countries. To some SMEs, equity is 
just free cash without private property as a 
guarantee, which would have been necessary 
for a bank loan. A lending culture and financial 
discipline are needed before you can promote 
venture capital. 
 

Actis and Aureos Capital), DEG in Germany, Proparco in France, Bio in Belgium, or FMO 
in the Netherlands. However, most of these funds are only interested in larger 
investments, as smaller ones are too expensive to manage.  
 
Most VC investors in Africa now are DFIs and Private Equity houses, which tend to 
focus on a later stage in the investment cycle. At this moment their funding decisions 
are still mainly based on strong cash flows servicing the required funding. Venture 
Capital Funds in Africa essentially cover larger investments. Potential returns on 
investments in SMEs that require professional management and considerable support 
are not high enough for most VC firms. Consequently, the vast majority of the VC 
Funds do not aim at the segment of investments between roughly  € 20,000 and  
€ 500,000.  
 
This investment segment is however of crucial importance for providing start-up and 
growth capital for SMEs in developing countries. Thus, there are clear opportunities for 
venture capital investments in local African SMEs, combined with active hands-on 
support in technical and managerial issues. However, the international trend is that of 
VC investment shifting towards later stages of business development and larger 
individual transactions. This is (among other thinks) related to risk avoiding behaviour 
and partly to the lack of “exit options” and weak IPO markets (see 2.4).   
The Commission for Africa Business Contact Group recently suggested that there is a 
need to change the way SMEs are viewed by financial institutions6. This can be done 
by: 
 
• improving contact between SMEs and 

capital providers;  
• enhancing the ability of SMEs to prove 

their commitment and business skills; 
• enhancing the ability of capital providers to 

assess the risk of proposed ventures;  
• increasing SME awareness of opportunities 

for growing and improving their business;  
• providing a means to help SMEs to become 

credible borrowers, even without the 
backing of 100% collateral. To achieve this 
last objective may require the judicious and 
limited use of development finance. 

 
Access to capital markets is still 
underdeveloped in African markets, both for 
SMEs and for retail lending entities that could 
lend to them. For most small/medium local 
investors (under $1mln) there are practically no 
sources of equity, certainly for the industry 
sector. Foreign direct investors fear the 
considerable political and economic risk of 
investing in developing countries and therefore 
require very high returns on investment. And 
also these potential investors are not 
interested in the small/medium investments, as 

                                                 
6 www.commissionforafrica.org.  
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the potential returns do not warrant the high cost in terms of management time, travel 
and other cost involved. Direct market access poses transaction cost and liquidity 
problems, whereby the potential for increasing access to capital and lowering the cost 
of capital need to be further developed. 
 
On the other hand, the demand for finance from SMEs is enormous and private VC 
firms are starting to tap into this market. For instance, at the end of 2003 a new fund 
was set up called Venture Capital for Africa. Founders Frans van Schaik, Toon den 
Heijer  – all with hands-on experience in VC – are currently raising €25 to 50 million to 
invest in SMEs in the East African region. The Fund aims to invest on a commercial 
basis in fast-growing SMEs, providing the entrepreneurs with on-the-job guidance 
through the VC Africa network of experienced venture capitalists and specific industry 
expertise through the investor base of international corporations.  
 
The Dutch SOVEC is also focusing on this market and aims to raise €15 million in the 
first round. The target group of SOVEC is more towards the segment of Corporate 
Socially Responsible investments. Wealthy individuals are financing an important part of 
the funds. They want to invest in SMEs in Morocco, Ghana and South Africa. Because 
both young initiatives lack a reliable network and local experience they will cooperate 
with existing funds in the regions they want to invest in. 
 
2.4 Fund Risks in Africa 
 
Venture Capital (VC) is inherently riskier than a loan, because VC investments in 
companies are usually not supported by collateral. Venture capitalists depend on the 
founders and/or management to make the company successful and the investment pay 
off. Although venture capitalists may have sizeable investments in companies, they 
have limited control over the company management and face the risk of losing their 
entire investment if the company fails. This is all the more so for Africa, where 
management is often weak. On the other hand, many investors see Africa as a high 
return investment, exceeding other emerging markets. Thus, high risk and high returns 
seem to go hand in hand for VC in Africa.  
 
Nevertheless, African countries consistently fail to attract the attention of international 
investors due to the perceived high costs of investment: According to a recent 
publication by Price Waterhouse Coopers, the main risks are the following7: 
 
! Endemic corruption, particularly manifest in securing licenses, in the tendering 

process, clearing of goods through customs, obtaining permits and clearing tax 
assessments;  

! Poor and costly infrastructure;  
! Undeveloped financial services sector;  
! Limited access to world-class telecommunication services;  
! Low productivity and level of skills in workforce;  
! High levels of endemic diseases, e.g. malaria and HIV/AIDS, resulting in early deaths 

and high levels of absenteeism  
 
Most interviewees in our survey indicated that the main risks are weak management, 
the regulatory environment, market risks, and financial control within the company. The 
Shell Foundation distinguishes risks related to the enabling environment (which are 

                                                 
7 Ibrahim Seushi Investing in Africa's future, PricewaterhouseCoopers www.pwcglobal.com 
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exogenous to the investee company) and micro-economic risks (which are endogenous 
to the company). These risks are summarised in the diagram below8. 
 
 

 
 
 
2.4.1 Mitigating and Spreading the Risk Factor 
 
Capital flows to Africa will remain insignificant if VC firms are not successful in 
mitigating, preventing or compensating for the inherent risks involved in investing in 
Africa, and thus ensuring investors reasonable returns that match their expectations. In 
a recent study, Paul Inbona presented an overview of the main risks that African 
venture capitalists are faced with, as well as possible ways of mitigating these risks. A 
summarised version of this overview is presented the table below. 
 

Table 2.2 - Main Risks for Venture Capitalists in Africa and Mitigating Factors9 
Risk Mitigating Factor 
Industry • Focus on industries that have global/regional markets with export 

potential (pharmaceutical, agriculture, mining, oil & gas) 
Country • Choose countries that are stable.  

• Take a regional approach in order to dilute the country risk 
Legal system / 
law enforcement 

Legal costs of transactions can be very high in many African countries, as 
much as 20 per cent of the amount invested. 

• Tightly review all legal aspects of a transaction and choose jurisdiction 
in Europe or the US with clear arbitration clauses.  

Currency The mismatch between the currency of a VC fund and of its portfolio can 
have a dramatic impact on the performance of the fund, when calculated in 
the investors’ currency, due to volatile exchange rates. 

• Focus on businesses that provide a natural hedge, e.g. export-related 
activities.  

                                                 
8 Shell Foundation Sustainable investment in Africa: pipedream or possibility? - Innovative 
financing mechanisms for small and medium sized enterprises in Africa, 2004 
 
9 Source: Modern Africa, Paul Inbona, 2002 & Adapppt Survey, 2005 
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Risk Mitigating Factor 
Exit • Perform a careful analysis of the sectors that are likely to attract 

attention from global players is key.  
• Include a strategic investor in the transaction from the start.  
• Build in the exit path right from the start. 

Management A trustworthy and good local partner with a good network, knowledge and 
sensitivity is needed for business expansion.  

• Develop a web of local contacts to identify talented individuals 
Access to debt 
or additional 
finance 

• Network, network, network!  
• Get to know donors who have many ways to finance feasibility 

studies, exports, infrastructure building. 
Regulation • Enlist the assistance of a local lobbyist otherwise called “helper” who 

can walk you through the administration.  
• Carefully study licenses to ensure they comply with the regulation.  
• Keep in touch with government officials. 

Property Rights / 
Ownership 

• Find out how the land registration works and what is the ultimate 
proof of ownership.  

• Draft tight long lease contracts. 
• Work with communities when required. 

Control PE and VC are new tools in Africa and this raises control questions. A 
different educational mind-set is needed. 

• Negotiate up-front ownership.  
• Build in the documentation tag along/drag along rights. 
• Ensure board representation commensurate to the shareholding. 
• Be very close to your investment. 

Growth/Market • Adopt a regional approach to access a regional market 
• Focus on export products 

Infrastructure 
risk 

• Focus on the large urban areas that are reasonably well serviced 
• Arrange alternative power generation (e.g. diesel generator) 
• Allow for more time 
• Expect the unexpected 

Tax • Try to understand the local context and tax administration, 
• Keep close contact with the tax authorities 
• Enlist the assistance of a local lobbyist otherwise called helper who 

can walk you through the administration.  
Transparency / 
Governance 

• Understand the local context and enlist the assistance of a helper. 
• Ensure all transactions are done in an irreproachable manner. 
• Adhere to the highest level of ethical standards at all times. 
• Be prepared to lose the business as a result 

Security of 
assets and 
people 

• Hire security company.  
• Perform a security audit 

Environmental 
impact 

• Environmental impact assessment plan and mitigating plan.  
• Negotiate relocation of tribes where relevant and offer financial 

compensation to affected parties. 
Human rights / 
workers rights 

• Select potential investment carefully and avoid industries where 
unacceptable practices are prevalent.   

• Lobby government and NGOs to improve and enforce legislation.  
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Business Partners and SMEs: The secret formula? 
 
Although banks dominate lending to SMEs in South
Africa, Business Partners (BP) services an important
niche by providing quasi-equity and unsecured lending.
Since its inception in 1981, BP has developed an
effective process to evaluate, structure and monitor
investments in SMEs. The process minimizes the
transaction cost of small investments and aligns the
interest of investment staff to maximize value from
these investments. The process also provides critical
support and mentoring to the investees, as well as
Business Development Services (BDS). 
 
Business Partners is a strong believer in the franchise
model for SME development. "Ultimately, the benefits
of franchising extend way beyond access to an
established brand, comprehensive training, operational
support and integrated marketing ”Franchising is not
only a vehicle for the creation of personal wealth, but
for skills development and job creation," says Jo
Schwenke, CEO of Business Partners. 
 
Currently, Business Partners has 2.800 live deals in
South Africa, with a record of doing some 500 deals
per year to the cumulative value of R500 million. This is
an average of R179,000 (about € 23,000) per deal.
Since the company’s inception 23 years ago, it has
made almost 30,000 deals for almost R6 billion. This is
an average of R200.000 (€ 26.000) per deal. Over
700.000 jobs were created during this period. 

Risk Mitigating Factor 
HIV-AIDS • Focus on industries that have a pro-active policy to deal with the 

problem or companies that are less labour intensive. 
• Focus on countries that are doing more to deal with the problem (such 

as Uganda, Senegal, Ghana),  
• Ensure that health-care is available to the work force.  

 

Good corporate governance is a mitigating factor that deserves a special mention. The 
London Business School defines corporate governance in Africa as “systems to prevent 
theft”. In this case, corporate governance should focus on how investors can ensure 
that they get a good return on their investment. Thus, good corporate governance 
makes sure that managers do not steal the capital or invest it badly. 
 

As we saw above, risks and returns are intrinsically linked. Perhaps the main reason for 
the lower level of VC involvement in sub-Saharan Africa is the perception, held by both 
domestic and foreign investors, that the risk-adjusted rate of return on capital is low. 
The question is how much return investors expect a fund to achieve when investing in 
high-risk markets, such as Africa, as opposed to relatively low risk markets in Europe or 
the United States. 
 

The general view among the interviewees who have experience with international funds 
(e.g. Actis and Aureos) is that it is difficult to bridge the risk gap that international 
investors see in investing in developed and developing countries. Part of the fund 
manager’s job is to communicate to international investors that the risk of investing in 
developing economies is not as high as they think it is and therefore risk and return can 
be balanced.  
 

Still, funds in Africa need to show better 
returns than funds can get investing in 
equities in European markets. Most funds 
expect return on investments of 15-20% per 
annum. Arguably, that is not different from 
what private equity and venture capital in 
developed countries seek to achieve. The key 
lies in dealing with these risks from 
evaluation, close monitoring to mitigation. 
 

Aureos Capital, for example, tends to go for 
investments that generate yields. Suppose 
they invest US$ 4 million. It is not likely that 
anybody is going to buy that investment for 
double the price in 4 years time. There may 
not even be enough money in the country to 
take over such an investment. Therefore, 
Aureos looks for investments that generate 
cash returns and high yields. Every year the 
fund takes its earnings from the investments, 
so that when they exit they have already 
recovered part of their investment and can 
take a lower price than they would have 
otherwise. Even in the US market, the total 
returns consist mainly of dividend yields, and 
to a lesser measure capital appreciation.  
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However, this strategy does not work with start-ups that do not generate enough yields 
from day one. Once a fund has a strong portfolio generating enough return, it can take 
the risk of start-up SME investments. Caution is required. Aureos will not have ten 
start-ups in its portfolio. It is all about diversification and spreading risk. 
 
Deal flow and investment policies are critical to venture fund investment performance10. 
Investment policies that limit size of shareholding in individual companies tend to 
improve investment performance because they serve to both manage risks and preserve 
the performance incentives for the company’s management. Moreover, investment 
policies are responsive to market constraints. Where low screening rates indicate that 
deal flow may constrain a fund's activity, looser investment policies prevail. 
 
Investment performance also depends on how the fund is managed by the fund 
managers. There are several factors that play a role:  
 

1. Funds that are structured to give the fund manager a share of the profit produce 
higher expected returns for investors.  

2. Fund managers that target investment sales by IPO rather than by corporate sale 
or merger also produce higher expected returns for investors.  

3. Fund manager time and effort spent on advising portfolio companies adds most 
value in industry funds where fund managers have superior market knowledge 
and expected returns are generally higher in these cases as a result.  

 
Board representation does not appear to be a critical factor for investment performance 
nor does frequency of reporting from portfolio companies. On the other hand, active 
fund management is important in distress situations to restructure and renegotiate 
investments so as to maximize value. 
 
VC firms know that the key to a successful business is the company’s management 
team. For most firms in the survey, the critical success factor for their investment 
performance is the choice of the right managers, who must have proven business and 
technical skills, as well as local knowledge, leadership qualities, strategic consulting 
experience, independent out-of the box thinking, high energy and commitment levels, 
and people skills. Unfortunately, these people are not that easy to find, which makes it 
crucial to have a good network. 
 
2.5 Exiting 
 
As we indicated in the previous chapter, the basic concept behind venture capital is 
quite straightforward. Instead of providing debt or bank finance, it provides equity 
capital for businesses. Venture capitalists typically look at exiting from their investment 
after the initial investment phase, usually through initial public offerings (IPO) or trade 
sales.  
 
Most interviewees agreed that African circumstances demand greater care, which 
means that the exit strategy should be well planned when making the initial investment, 
and closely monitored during the life of the investment. The question is how to 
structure your contracts with these companies. Normally with venture capital 
companies, you can do this on the basis of investment documentation. The bigger the 
investment, the less costly this would be. Exit strategies need to be addressed at the 
negotiation stage of any investment. 
                                                 
10 IFC Discussion Paper Number 36 “Trends in Venture Capital Finance in Developing Countries”. 
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Trade Sales and Put Arrangements 
 
Besides the option of exiting the investment through a public offering, VC firms in 
Africa also have the option to exit an investment through a trade sale. Exiting through 
the sale of the equity share to another company is probably the easiest alternative for 
investors. 
 
Most venture capital firms in Africa are active in the management of the company, take 
board seats, and can exercise control of the company if certain performance is not met. 
The venture capitalist may have put agreements to force repurchase of their investment 
if the exit strategy is not met within X years. In time, the fund sell shares back to the 
entrepreneur, but then he will have to have some cash in time to actually do this. The 
promoter behind the company has to have some capital to buy out the fund. Then, 
there is also the option of selling to other financial investors, to local investors who 
want to take over. 
 
Initial Public Offerings (IPO) 
 
Asked why he returned to Africa after winning an MBA from Harvard Business School, 
Karim Morsli, CEO of Rising Data Solutions, a company that launched the first English-
speaking call-centre in Ghana, indicated that the potential return on investment lured 
him to return to Africa. In effect, returns on the Accra stock exchange averaged over 
140% last year11.  
 
South Africa stands out where IPO exits are concerned. A successful IPO in South 
Africa is Gray Security Services, a small company providing security services in South 
Africa, and other countries in Africa and Europe. Gray was financially restructured with 
the help of Brait Capital Partners. They then had to decide what strategy to pursue to 
achieve continued growth. Should they go public? Doing so might allow them to pay 
back Brait and raise some additional capital. Or should they ride the wave of 
globalisation and sell out to a multinational corporation? Or should the firm remain 
privately owned and focus its growth in Africa? In the end, Gray's owners opted for an 
IPO in March 2000. Valued at 400 million Rand on the Johannesburg Stock Exchange, 
its shareholders included about 1,000 of the company's security guards. Later that 
year, Securicor acquired the company for £45 million12. 
 
However, the large majority of the interviewees in the survey agree that African stock 
exchanges are not yet a viable option for VC exits. Although this data refers to 2002, 
one look at the table of African stock exchanges makes it clear that, except maybe for 
South Africa, the IPO is not yet an interesting for exits in Africa for some time to come. 
 

                                                 
11 HBS Working Knowledge, http://hbswk.hbs.edu, 2004. 
12 Jullie Hanna Case Study: A Lesson in Private Venture Financing, HBS Working Knowledge, 
http://hbswk.hbs.edu, 2002. 
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Table 2.3 - Key Indicators for the Stock Exchanges in Africa13 

   
   
   

Number 
Listed 

Companies 

Market 
Capitalisation

(US$m) 

Annual 
Trading Value

(US$m) 

Annual 
Turnover 

(%) 

Average Daily 
Trading Value 
(US$ million) 

North Africa                
Egypt 1,075 28,500 11,795 41% 46.4
Morocco 53 10,900 3,600 33% 6.1
Tunisia 44 2,802 650 23% 0.7
   1,172 42,202 16,045 38% 53.2
Sub-Saharan Africa        
South Africa 616 205,000 71,018 35% 279.6
Nigeria 195 5,820 505 9% 2.0
Zimbabwe 71 2,190 224 10% 0.9
Botswana (*) 16 1,350 67 5% 0.3
Mauritius 48 1,340 74 6% 0.3
Kenya 53 1,290 47 4% 0.2
West Africa Bourse 40 1,200 68 6% 0.3
Ghana 22 530 8 2% 0.0
Zambia 12 236 6 3% 0.02
Namibia  (*) 13 155 18 12% 0.1
   1,086 219,111 72,036 33% 283.60
 
As in every market, the rule is to buy low and sell high. In order to enable such a 
scenario, it is essential that one address the exit issues upfront. The US model of VC 
investment is not likely to take off in Africa stock markets in the near future. In order to 
reduce the risk factor in reaching exits and profitable returns on the investment, venture 
capital funds should14: 
 
• Focus the investment approach on sectors that are more likely to generate an exit. 
• Structures a deal in such a way that all the relevant exit clauses are included (drag-

along, tag-along, put and call options). 
• Manage the relationship with the entrepreneur so that he is prepared long in 

advance to the reality of your exit. 
• Provide incentives for the entrepreneur to sell: structure the deal so that he can 

unlock extra value for himself only at the time of exit. 
• Study the exit opportunities carefully. In Africa, the most likely option is a trade 

sale.  
• Tie in, as early as possible, with a strategic partner who would provide a natural 

exit.  Such a partner may be identified by networking and sometimes research. 
Research is difficult due to the lack of data and the very private nature of many 
transactions.  

• Think about taking control, preferably from the outset, in order to get additional 
leverage to execute the exit process. 

• Promote good corporate governance principles from the outset. They will increase 
the potential value at exit, especially in a market where it is not the norm. 

• Get the exit process right: gather market intelligence, define sales approach, compile 
information memorandum (if necessary with the support of a local/international 
merchant bank), market the company (road show), and negotiate with buyers, close 
the sale. 

                                                 
13 Liquid Africa - www.liquidafrica.com  
14 Paul Inbona Modern Africa, 2002 
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• Be pro-active in generating competition for a deal. That can only come from deep 
market and industry research to identify all potential buyers. 

• Negotiate an MBO as the next best exit mechanism after a trade sale. However, 
these are more difficult to execute due to asymmetry of information and the shift 
from a cooperative relationship to an adversarial relationship with the entrepreneur. 

• Be creative: equity-to-debt conversion, royalties/management fees, aggressive 
dividend policy, accelerated interest payment, spin off parts of the business, 
licensing agreement. All these mechanisms speed up access to cash and therefore 
reduce the exit risk. 

 
Creative Packages 
 
In the 1990s, the problem was that most of the funds were in local currency. Now, 
funds have different tools to mitigate risks. They offer all types of transactions. 
Structuring a deal as self-liquidating debt financing is one option. Investors are 
increasingly taking an equity stake mixed with a loan, which may or may not have 
equity, kick-in, but has the advantage of a self-liquidating investment. Usually, they 
take investment in which there is a small part of equity involved with payments based 
on cash flow or even on the turnover. Venture Capital funds in Africa are increasingly 
looking at mixed products. 
 
The Business Partner Model 
 
The core business model of the highly successful Business Partners in South Africa is: 
Depending on the specific risk of the business case, the company provides a loan and 
takes a share in the business. The loan has to be paid back on a monthly basis against 
above-prime interest rate in a period between three to five years. After the loan is paid 
back the majority owner can buy back the BP partner share at a price to be negotiated. 
The Business Partners share varies between 26% and 49%. The company does not 
want a majority stake in the business, which would cause business owners to start to 
behave like employees. 
 
Business Partners in South Africa has done 300-400 exits. Five of these exits were 
trade sales; two were roll-ups (indirect IPO’s). The rest of the investments were sold 
back to the entrepreneurs. They already paid back the loans and the royalty (leaving BP 
with already a return of about 16%-17%). From the yearly dividend the entrepreneur 
receives, he buys back the shares from Business Partners, so that he gradually gets all 
the shares in the company. This is done over an average period of five years.  
 
The question is whether this is really still venture capital? In any case, IFC proposes to 
establish a fund management operation along these lines, provisionally known as 
Business Partners International (BPI or the company). The operation will form the basis 
for expanding the SME financing model of Business Partners Ltd, a specialized 
investment group, providing debt and equity financing, mentorship and property 
management services to SMEs in South Africa, to other Sub-Saharan African countries. 
 
2.6 Final Note 
 
Can the Western model for private equity work in developing markets? Stephen 
Sammut, a partner at Burrill & Co. and senior fellow at Wharton Business School, does 
not think so. In his view, the differences in the capital market structures, 
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entrepreneurial talent, the nature of the technology and the general context are simply 
too large15.  
 
Our survey and other secondary sources suggest that this conclusion is too simple and 
that there is definitely potential for profitable VC investments in Africa. However, with 
few opportunities for IPOs, poor infrastructure, a confusing regulatory environment and 
unstable currency markets, the environment for venture capital in Africa does not look 
promising, to say the least. It takes more than a good idea to make a private venture 
work anywhere. But to make it in Africa, an entrepreneur or fund manager must be 
armed with even more creativity, determination, and patience.  
 
In any case, as was pointed out by Troy Dyer of the South African Venture Capital 
Association, small funds and small investments are expensive to manage and it is 
difficult to achieve positive results. Hence, the lower side of the VC market, i.e. the 
SME entrepreneur, is not that interesting for commercial partners. If one wants to run a 
sound fund for the lower end of the market a different VC fund business model is 
necessary. 
 
VC firms should also look into investing the unutilised funds under their management 
without foregoing the basics, which means that they must approach their investments 
in a more creative manner through meticulous and thorough due diligence of the buyout 
targets. Indeed, another focus area for VC firms in Africa is to enhance the value of 
their investments through corporate and operational restructurings. VC firms are delving 
into the daily operations of the portfolio companies and become more "hands-on" so as 
to identify and realise operational efficiencies, which will result in higher profits and 
value. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
15 S. Sammut “Investing for Multiple Bottom-lines in the Developing World”, Public Policy 
Making and Investment, Wharton, http://knowledge.wharton.upenn.edu). 
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3.     SUSTAINABLE ENTREPRENEURSHIP AND VC IN AFRICA 
 
3.1 Introduction 
 
In the first chapter, we stated that sustainable entrepreneurship seeks to promote 
ethical business growth. It recognizes that business profitability and social responsibility 
are just as important and interrelated. This chapter looks at the interrelation between 
sustainable entrepreneurship and VC funds in Africa. Is it reasonable to expect African 
Venture Capital firms and their investee companies to adopt principles of social 
responsibility towards their stakeholders and to operate in an environmentally friendly 
manner, while achieving a reasonable return on their investment? 
 
Venture Capital can be characterised as long-term, risk equity finance in new firms 
where the primary reward is capital gain. Does this mean that if a company or a fund is 
generating profit for its investors, no one cares if the entrepreneur or the fund has any 
interest in the actual effect of the investment? Does anyone mind whether the 
entrepreneur or the fund takes into account social issues and the environment? Are 
investees and funds concerned about social and environmental responsibility when 
there is so much pressure just to reach financial targets and maximum return on the 
investments?  
 
3.2 Sustainable Entrepreneurship in Africa 
 
A powerful way to reduce poverty is to strengthen the economy thus creating durable 
jobs and tax revenues for the government. The problem with initiatives addressing 
education and health issues in Africa is – how can social improvements be made 
sustainable? Who will pay the bills to sustain education in rural areas or modernize 
health systems? The answer cannot be a continued dependency on donors. More 
sustainable ways should be found to address social issues, and the private sector is 
part of the answer. For instance, large industrial activities generate tax revenues that 
the government can utilize to develop human capital. The linkage between private 
sector development and meeting basic human and environmental needs in Africa is very 
direct16.  
 
SMEs are the backbone of most economies in Africa. Innovative and creative 
entrepreneurial approaches are needed to help African SMEs adapt to global standards. 
SMEs in Africa face different social, ethical and environmental challenges, opportunities 
and dilemmas than their European counterparts. Their problems are shaped by 
economic factors (e.g. poverty, debt, industrialisation, trade flows), political factors 
(e.g. level of democracy, corruption, legislation, institutional capacity), social factors 
(e.g. cultural context, urbanisation, ethnicity, basic services, public health, HIV/AIDS), 
and ecological factors (e.g. drought, desertification, deforestation, resource scarcity, 
pollution).  
 
Statistics show that only half of the European SMEs are involved in some sort of 
sustainable entrepreneurship. Most European SMEs have not yet incorporated social 
responsibility into their core activities. However, there is an increasing awareness of the 
importance of the environment. Besides the need to adapt to existing regulations, 

                                                 
16 “Enabling Entrepreneurship in Africa”, Interview with Mr. Luciano Borin, Director Private 
Sector Operations, African Development Bank, 2004, http://topics.developmentgateway.org).  
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supply chain pressures from subcontracting relationships are an important reason, as 
well as other more pro-active reasons such as the strategic choice to obtain certain 
competitive advantage17. 
 
There are several barriers for European SMEs to get involved in environmentally 
responsible activities. These include negative company culture towards the 
environment, unawareness of the environmental impacts of the business, scepticism 
towards the business benefits associated with positive environmental improvements 
and, finally, the recurrent shortages of time, financial and staff resources, together with 
a lack of technical expertise and skills18. It seems fair to say that these barriers exist 
even more for African SMEs. 
 
Sustainable entrepreneurship in Europe and the United States is pushed forward by 
consumer awareness, government pressure, competition, and increasing 
acknowledgment that social and environmental causes are also good for business. This 
is not the case or to a much lesser extent for most African countries, with the notable 
exception of South Africa. The main incentive for private companies in these countries 
is not so much domestic consumer pressure, as pressure from abroad in the case they 
wish to export.  
 
Nevertheless, whether in the North or in the South, sustainable entrepreneurship or CSR 
must be underpinned by a strong business case that links social and environmental 
responsibility with financial success. Business benefits may include operational cost 
savings through environmental efficiency measures, enhanced reputation through 
positive responses to stakeholder concerns, increased ability to recruit and retain staff, 
better risk management and improved capacity to learn and innovate. However, these 
business benefits will not necessarily be significant for all companies in every country. 
For each company the business case needs to be carefully developed according to the 
product, industry, and/or service in question19.  
 
In Africa, the biggest factor contributing to sustainable entrepreneurship is the presence 
of multinational companies, including some African ones that adopt the same CSR 
policies in Africa as elsewhere. For example, Unilever aims to increase its business in 
sub-Saharan Africa and seeks competitive advantage through the use of CSR. The 
company expects long-term success by making products available to even the poorest 
consumers. The strategy has already resulted in higher consumption of iodised salt in 
Ghana, up from 28% to 51% in 2 years, the creation of over 200 jobs, transfer of 
manufacturing know-how and quality standards, new Unilever fortified foods product, 
expanded sales to other countries in West Africa and test marketing of new products 
(e.g. iron fortified maize in Kenya)20. 
 
Thus, CSR in Africa is still mainly imposed or copied from the developed countries, but 
is also being adapted to the distinctive issues of the African continent. For example, 
due to the extent of the social problems (poverty, education, healthcare), environmental 
issues have been a much lower priority in Africa. While CSR in Europe and the USA 

                                                 
17 Observatory of European SMEs, 2002, No. 4. 
18 Observatory of European SMEs, 2002, No. 4. 
19 “Corporate Social Responsibility - Implications for Small and Medium Enterprises in Developing 
Countries”, UNIDO, 2002. 
20 “The Business Case for CSR – A Unilever Perspective”, Presentation by: Helen Lo, Unilever, 
UK. 
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emphasizes environmental issues and human rights, in Africa it addresses economic 
issues first21. 
 
Doubts can be raised about multinational companies implementing the same CSR 
policies in Africa they adopt elsewhere. For instance, the decision of the International 
Organisation for Standardization (ISO) to develop a standard for social responsibility is 
bound to have far-reaching implications for African companies, in particular in South 
Africa, considering the international prominence of the ISO 9000 and ISO 14000 
standards for quality and environmental management, respectively. How will an 
international CSR standard affect small businesses in Africa? An ISO standard could act 
as a new market barrier and cost burden to such companies, particularly if the lead 
firms are compelled to require the compliance with CSR standards all the way down 
their supply chain22.  
 

There is a danger that CSR standards may undermine SMEs in developing countries. Strict 
CSR standards tend to act as a protectionist mechanism for retaining jobs, trade and investment 
in developed countries. The focus of issues and standards often reflects the concerns and 
priorities of consumers in the North, as well as prevailing technologies and best practices in the 
countries where they were developed. The burden of monitoring and certification itself can be 
significant, effectively barring developing country SMEs from some markets. Lack of access to 
technology, environmentally friendly materials, credit, information and training, can make these 
barriers even higher. Even when they can make improvements, Southern SMEs lack the direct 
relationships with Northern consumers, which would enable them to reap benefits for their 
reputation. 
  
It is crucial to understand the basis for viable, appropriate ‘small business responsibility’. 
The lessons and approaches of CSR cannot be simply transferred to SMEs. Many of the 
concerns underlying calls for CSR do not apply to SMEs, which lack the power to influence 
governments, dictate standards, or move across national boundaries in search of lighter 
regulation. At the same time, many SMEs already practise some kind of ‘silent social 
responsibility’. SMEs generally have a greater understanding of local cultural and political 
contexts, more links with local civil society and a greater commitment to operating in a specific 
area. Family-owned companies in particular often exhibit strong ethical and philanthropic 
approaches. SMEs need to give a voice to their ‘silent’ social and environmental responsibility23. 
 

 
3.2.1 A Special Case: Black Economic Empowerment in South Africa 
 
In South Africa, socio-economic transformation and corporate governance has taken on 
a character of its own. The main policy is “Black Economic Empowerment” (BEE), 
which is South Africa's policy of redistributing wealth and jobs into black hands. BEE is 
part of South Africa's transformation process, aimed at redistributing wealth and 
opportunities to previously disadvantaged groups, including blacks, women and people 
with disabilities. The Black Economic Empowerment Commission was established in 
1998 and released a comprehensive BEE report in 2000. The Commission set out the 
following targets:  
 

• 30% of productive land should be in black hands; 
• Black equity participation should be at least 25% in each sector of the economy; 

                                                 
21 “Corporate and Social Responsibility in Africa, Tim Gruner, 2002, www.elpnet.org. 
22 “South African Challenges to the New ISO Standard for Social Responsibility”, Dr Ralph 
Hamann, African Institute of Corporate Citizenship. 
 
23 Corporate Social Responsibility - Implications for SMEs in Developing Countries, UNIDO, 
2002. 
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• Black people should hold at least 25% of the shares of companies listed on the 
Johannesburg Stock Exchange (JSE); 

• At least 40% of the directors of companies listed on the JSE should be black; 
• At least 50% of government procurement should go to black companies;  
• Black-owned companies should comprise at least 30% of the private sector;  
• At least 40% of senior and executive management in private sector companies 

(with more than 50 employees) should be black.  
 
Figures show that progress has been made. For instance, black equity in public 
companies was estimated at 9.4% in 2002 compared with 3.9% in 1997, from being 
virtually non-existent before 1994. According to the Census 2001, the proportion of 
black managers, senior officials and legislators in South Africa has increased relative to 
their white counterparts, although the rate of change is still very slow: it rose from 
42.5% in 1996 to 44.3% in 2001. Black South Africans accounted for 61.4% of the 
country's professionals, associated professionals and technicians in 2001, up from 
57.6% in 199624. 
BEE policy has not been without its critics. Some critics of BEE want to do away race-
based policies altogether. Instead of arguing over how to share wealth, they stress that 
business people of any colour, should be encouraged to create more wealth and jobs. 
Many small-scale black businessmen are emerging. In the past three years an extra 
300,000 black South Africans have become middle-income earners, making more than 
6,400 Rand (€ 820) a month. The proponents of non-discriminatory policies suggest 
white firms and the government should seek small black partners, not just a small group 
of tycoons25. 
 

BEE good for SMEs at the JSE? 
The capital-raising potential of black-owned small businesses is said to have been boosted by an 
agreement between the black business body NAFCOC and the Johannesburg Stock Exchange 
(JSE). The 2004 agreement intended to actively encourage black SMEs to list on the JSE's small 
business index, AltX, through an education and awareness-raising programme run by the 
National African Federated Chamber of Commerce (NAFCOC) and the JSE. The initiative will 
promote the JSE and particularly the AltX as a solution for raising capital for BEE initiatives.  
 
Advocates stress that this will be an opportunity for NAFCOC's members to raise capital, to list 
their companies, which will enable them to liquidate their debt and build cash reserves. Ninety 
percent of NAFCOC's members are SMEs, and the AltX, with its less stringent listing 
requirements, is tailor-made for them. Many black-owned SMEs may not be aware of the 
opportunities the exchange offers. 
 
While the market capitalisation of black-controlled companies listed on the JSE increased from 
R44-billion ($6.7-billion) at the start of 2003 to R58-billion ($8.9-billion) by the end of the year, 
black control of total market capitalisation on the exchange remained at 3%. The number of 
black-controlled companies listed on the JSE also dropped from 22 to 21 during 2003 - far below 
the peak of 38 in August 1999. In 2003, R42.2-billion (US$ 6.5-billion) worth of BEE deals were 
made, but the beneficiaries of these deals belonged largely to the politically well-connected 
elite26.  

 
BEE policy focuses on South Africa’s post-Apartheid challenges. However, the issue 
can be seen in a broader CSR-perspective. According to Dr. Hamann of the African 
Institute of Corporate Citizenship (AICC), BEE is a crucial to CSR in South Africa. There 
are clearly overlaps between BEE and other CSR issues, such as human resource 
development and affirmative procurement. But even occupational health and safety, 

                                                 
24 South Africa Business Guidebook 2002-2003, Towards a Ten-Year Review. 
25 The Economist, October 14, 2004). 
26 South Africa. Info Reporter, November 2004. 
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environmental issues and community engagement – though not explicitly part of South 
Africa’s empowerment policies – represent important concerns related to empowering 
the disadvantaged. Understanding the interrelationship between empowerment 
objectives and the CSR requirements would allow for more effective management 
systems in companies. Companies could formulate a strategic approach that sees 
empowerment as part of a broader CSR strategy27. 
 
3.3   Sustainability and VC in Africa 
 
The African Institute of Corporate Citizenship (2004)28 describes the process of 
developing a sustainability investment approach. They distinguish three stages: 
 
1 Financial institutions beginning to develop a sustainability investment approach 
should: 
! Ensure commitment from top-level management. 
! Examine key business drivers, including key areas of sustainability risk and 

opportunity. 
! Examine organisational values of company in the context of sustainability. 
! Define the roles and responsibilities of the management team, and choose specific 

limited sustainability interventions with clear objectives. 
! Monitor and evaluate performance against specific criteria and objectives. 
 
2 Financial institutions wishing to move beyond a basic commitment to sustainability 
should: 
! Ensure commitment of staff and board involvement. 
! Analyse sustainability risks and opportunities in detail, including the scope for 

innovation. 
! Incorporate sustainability principles into a code of practice. 
! Integrate a sustainability framework across the organisation including an overall 

strategy. 
! Train and build awareness of all staff. 
! Communicate the sustainability strategy internally and externally. 
! Undertake reporting of sustainability risk management and opportunities. 
! Develop a knowledge management and learning framework. 
 
3 Financial Institutions aiming to achieve competitive sustainability advantage should: 
! Move to inspire the whole organisational network including suppliers and key 

partners. 
! Use professional benchmarking and diagnostic tools to evaluate company 

performance on sustainability banking and link directly to core business 
competencies. 

! Apply external standards and consider external auditing to enhance credibility. 
! Undertake progressive stakeholder engagement process. 
! Integrate sustainability issues into key internal management systems. 
! Undertake externally audited sustainability reporting process. 
! Ongoing review and analysis of performance against measured targets. 
 
In our survey, the majority of the interviewees clearly indicated that their core focus 
was on financial returns, i.e. commercial sustainability. Social sustainability comes in 

                                                 
27 Dr. Hamann, ‘Corporate Social Responsibility’, Business Day, January 24, 2005. 
28 “Sustainable Banking in Africa”, African Institute of Corporate Citizenship, 2004 
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second place and environmental sustainability is last. However, financial returns cannot 
be reaped without doing good, sustainable business. And so, it is important to develop 
a business strategy for sustainable entrepreneurship that is relevant to SMEs and their 
financiers.  
 

 Figure 3.1: CSR policy and implementation at the Fund and Portfolio level 
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If we refer to the three levels of sustainable policy and practice, as described by the 
AICC, then we can state that almost all the PE/VC firms (about 90%) are beginning to 
develop some form of awareness and practical policy, at least internally and on a low 
profile. This can be considered as a first prudent stage towards integrating an explicit, 
pro-active policy of sustainable development in the investment strategy.  
 
For instance Mr Andrwe Pasipanodya, managing director of Batanal Capital Finance in 
Zimbabwe said: 
 “Considering the awareness of CSR issues, we believe that this is present, but is not a 
focus point. Although we believe that there are major issues that are relevant (planet 
considered as the least important), we do not have resources to monitor these. It is also 
not a policy issue. Issues we consider such as wage minimum or the use of toxic 
materials are considered out of legal compliance….” 
 
The large, international DFI’s are slightly different in their CSR policy and 
implementation, as they all have to comply strongly with the governmental and 
international rules regarding these matters and having the availability of financial 
resources. The same goes for the VC firms in South Africa, which all have to comply 
with the BEE policies. Three of the seven South African VC firms see the BEE process 
as an opportunity. These three firms are all owned by the state or have minority state 
ownership. 
 
Only one large VC firm is actually practicing a pro-active and explicit policy on the three 
levels of sustainability, and communicating this clearly in their reports and external 
contacts. This firm is Aureos Capital. A very good example of this policy is the Annual 
Development Impact Review (ADIR) 2004, which explores the contribution of the 
Acacia Fund to the economic development of Kenya. We quote from the introduction: 

“The ADIR responds to a growing demand from Aureos’ stakeholders for 
analysis of the development impact of private equity funds in emerging markets. 
This demand is partly attributable to the developmental orientation of Aureos’ 
shareholders and many of its investors. It also reflects Aureos’ recognition that a 
better understanding of the relationship between developmental dimensions of 
its investments and their commercial performance is critical. As the dynamics of 
this relationship unfold, Aureos will be better placed to maximise the 
contribution of its investments to realising three core objectives: 
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• Developing sustainable and profitable SMEs; 
• Promoting economic growth and development in the emerging markets; 
• Poverty alleviation” 

 
The ADIR presents in a clear way: “… the complexity of development impact and the 
broad tangible and intangible, quantifiable and unquantifiable effects that are generated 
by private-equity investment.“ And concludes: “It is the intimate relationship that 
develops between investor and investee, and the incorporation of sustainability criteria 
into the relationship which make private-equity investments part of a durable and self-
reinforcing developmental nexus. The Acacia experience shows that positive 
commercial and developmental outcomes are maximised when sustainability is treated 
not as an end in itself, but rather as a means to enduring financial, economic and social 
returns, or so-called sustainable outcomes.”  
 

In other words, by aiming for profitability of the investment (commercial sustainability), 
while at the same time ensuring that social capital formation is maximised in the 
process (social sustainability) and that environmental inputs are utilised in a way that 
does not preclude future availability and use of resources (environmental sustainability), 
the overall sustainability of the SME is enhanced.  
 

The flow chart depicting the sustainability nexuses of Mount Elgon Orchards and Athi 
River Mining illustrates this point.  
 

 
Source: ADIR, 2004, Aureos Capital. 
 
As far as we know this kind of thorough impact study - for external use and information 
for all the stakeholders - is unique and only carried out by Aureos Capital. As far as we 
could ascertain, other VC firms do not have such an explicit CSR-policy, let alone 
impact studies for external use. On the other hand, all the DFI’s – 8 of the 25 in the 
survey – have an implicit and low profile sustainable portfolio strategy. 
 
The other, more commercial funds have a practical and opportunistic attitude towards 
matters of (environmental) sustainability, on a case-by-case basis.  
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A few, total different, examples: 
 
For instance, Mr Augustine Nzuma, managing director of the Venture Capital Company of Zimbabwe 
said: 
“ There are examples of businesses we have not entered due to the negative effects these 
businesses have on the environment and the inherent bad image this could give the company, such 
as the granite business. Some businesses in this sector have received negative attention in the media 
as they have ruined cultural shrines….”  
 
Mr Nzuma continues about a case where the sustainability issue caused them to abandon a 
venture…” A timber company willing to export to the UK and Germany was confronted with questions 
concerning the sustainable use of resources, for example how the wood was going to be replenished. 
They were unable to respond to this or to meet the criteria. Another company was confronted with 
similar issues, when willing to export oranges to Japan. They were unable to justify aspects of the 
production, like how the oranges were grown, what kind of fertilizers were used etc.”.  
 
In his opinion the awareness of sustainability is caused by the requirements in the developed 
countries. 
 
Another example is Busy Internet, a Fidelity Capital Partners investment in Ghana, 
offers their facilities for training to schoolchildren (free of charge) and supports a World 
Bank initiative to promote the use of IT in Ghana. 
 
Returning to the question at the start: Is it possible to integrate CSR principles in doing 
business with VC Firms in Africa and how can this be done? The answer is yes; it is 
possible by applying the three levels of sustainability (commercial, social and 
environmental) both in the selection of investee companies and the subsequent 
involvement with these companies. The best example is the Aureos East Africa Acacia 
Fund as described in the 2004 Annual Development Impact Review.  
 
As indicated above, all VC firms in the survey are somehow involved in and aware of 
sustainable development. However they differ strongly in the intensity and explicitness 
with which they approach the issue, but they all recognize its importance. They realize 
that investing in sustainable entrepreneurship pays off in the long run, but resources are 
lacking the short run. The new Dutch VC funds for Africa and North African funds 
(partly funded with Dutch capital), believe it is easier to interest potential investors if 
the funds has the added value of a triple P sustainable portfolio strategy. This can be an 
important reason for embracing a sustainable investment strategy. 
 
It is difficult to determine what role external pressure from legislation, environmentalist 
or other outside groups or stakeholders play in this process. We have the impression 
that this external influence is strong, even stronger than most firms are willing to admit, 
in particular in South Africa, where the BEE policy obviously has a strong influence. 
 
 

According to Holger Rothenbusch, DEG invests in SME companies but not always with the same 
objectives as the entrepreneur, who wants to be successful and is mainly motivated by financial 
returns. That is only natural and the way it should be. However, the publicly funded DEG also looks at 
the sustainability of a project. This means that they look at how many jobs are created, what sort of 
positive effects are generated, is there capacity building, is there a health-care plan with child-care 
facilities, and such things.  
 

 
In the 1990s DEG invested in 3 VC funds in Africa: the Aureos Funds in Ghana, 
Tanzania and Zimbabwe. A lot of the early SME programs went wrong because they 
were overloading the entrepreneurs with too many requirements. The goal is to build a 
profitable business within the confines of the law and minimum standards with regards 
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to health and safety. Entrepreneurs will only apply higher standards, if they realise they 
are beneficial to them in financial terms. Financial sustainability will always prevail over 
social and other aspects.  
 
The key aspects of the business case for sustainable entrepreneurship from the 
perspective of the investee company are29: 
 
Better alignment with current and emerging consumer concerns and access to new 
markets – Sustainable entrepreneurship can help companies get contracts or establish 
trading relationships with companies in Northern markets and communicate directly 
with consumers through environmental and social labels (Fair Trade/Eco-Labels). Export-
oriented sustainable entrepreneurship can only succeed if it is matched by product 
quality and service, which meet international market standards.30 
 
Partnership opportunities – SMEs can establish closer links with TNCs and Northern 
companies with which they share values but also through business associations and the 
closer involvement of multilateral organisations. 
 
Operational cost savings – These derive from environmental efficiency measures such 
as waste reduction and energy efficiency, reductions in absenteeism and staff turnover. 
 
Improvements in productivity and quality - Greater efficiency and better management 
encouraged by sustainable entrepreneurship can help companies to improve the quality 
and productivity of their output. 
 
Enhanced relationships – Even when companies do not have nationally or internationally 
recognised brands, their reputation and relationships with the local stakeholders and 
with local government can be enhanced by better social and environmental 
performance. 
 
Better management of sustainability issues and financial performance both reflect the 
quality of management of the company. Companies that are well managed 
environmentally suggest better management throughout the company and good 
management is the single most important factor in corporate profitability, growth and 
future earnings. At present, social and environmental sustainability is not imperative for 
commercial sustainability. But it may be the key to long-term staying power. 
Consequently, there ultimately needs to be a parallel process of implementing greater 
social and environmental responsibility along with quality processes of management. 
This applies both to large companies and to SMEs. However, given the constraints 
faced by SMEs, it is of particular importance to them. 
 
The impact of the Funds on the investee companies. 
 
If the relationship between a Venture Capital firm and its investees were purely 
financial, little would distinguish the VC firm from a bank or other commercial lending 

                                                 
29 ‘Corporate Social Responsibility - Implications for SMEs in Developing Countries’, UNIDO, 2002. 
30 At the Food For Thought round-table in Dec 2004, guests agreed that SA business people often 
underestimate the complexity, risk and cost of moving into international markets. Local companies should 
never attempt this without specific skills or partners in the relevant markets (even if this means giving up 
equity) and investors should be prepared for the investment requirements - R5 million in SA may be US$5 
million in the USA. Local investors should have the ability to co-invest internationally where appropriate 
(source: Blue Catalyst). 
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institute. In reality this is not the case. The question is: how and where has the fund 
added value, besides providing venture capital. 
 
We will first look at this from the perspective of the Fund management in our survey. 
They distinguish four areas of added value, ranked in order of importance (times 
mentioned): 
 

Figure 3.2: Investor Perspective: Areas of added value, ranked in order of importance 
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As our survey was limited to VC firms we cannot check this perception with the 
investee companies. However, in the aforementioned Annual Review of the Acacia 
Fund investee companies were asked which supplementary benefits beyond the 
injection of risk capital they had experienced. The four areas, which stood out, in 
particular were: 
 

• Financial Management  (financial planning, financial analysis and gearing) 
• Corporate Governance (particularly in family-owned business) 
• Organisational Structure (including human resource development) 
• Access to Network (export opportunities, economies of scale, etc.) 

 
If we consider the investees of the Acacia Fund to be representative of other investee 
companies in Africa, the results seem to broadly confirm our own results. In general, 
financial management seems to be the important issue.  
 
Impact of the Funds on other Stakeholders. 
 
We asked the interviewees about the benefits they generate for other stakeholders. 
This simple question reveals a complex reality. The “sustainability nexus” presented 
above (see page 31) illustrates how in the case of these two companies in Kenya, the 
profitability achieved as a result of the VC investment leads to other spin-off effects. 
 
Most interviewees were hard pressed to specify the impact of their fund on all 
stakeholders. They know the impact can be strong and far-reaching, but they have 
never really estimated how strong. None of the VC funds, except Aureos, has 
investigated the impact on other stakeholders. Nevertheless, the 25 interviewees were 
unanimous about the main impact of their VC investments: Employment generation. 
This is the motor for income generation, training and education, better housing, 
empowerment, growth of the local economy (taxes) and, at the end of the day, poverty 
alleviation. This is illustrated in the diagram below. 
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 Source: Annual Development Impact Review 2004, Aureos Capital. 

 
 
Generating Jobs 
 
As the focus of this survey was not on presenting quantitative results, we have not 
investigated how many jobs were created as a result of the VC investments. However, 
based on the Annual Review of the Acacia Fund and information from Business Partners 
in South Africa, we can present some figures on the number of jobs created in relation 
to the cumulative investments over a certain period. These figures are presented below. 
 

Table 3.1 – Cumulative Investment vs. Job Creation 

Name of Fund Period 
Cumulative 
investments 
(x € 1,000) 

Number of 
jobs 

created 

Ratio 
Investment/ 
Job created 

Acacia Fund, Kenya 
(Aureos Capital) 
 

1997-2003 12,000 2,815 € 4,263 

Business Partners, 
South Africa 
 

1981-2004 754,000 700,000 € 1,077 

 
As the case of Business Partners is probably not representative for all the funds, the 
less optimistic estimate of the investment/job creation ratio of the Acacia Fund is 
probably more realistic on average. If we assume a job is created for each € 4,000 that 
is invested and relate this to the total amount of investments of all the funds in the 
survey, € 3,635 billion (see figure 2.4), this leads to nearly a million jobs over a period 
of roughly 25 years. One can imagine the huge multiplier effect of all these jobs for the 
local economic development and thus the related positive effect for poverty alleviation 
in these regions. 
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Of course this is only a very rough indication, but nevertheless it confirms the large 
potential for job creation of private equity investment as is always emphasised by the 
international development institutes, financial institutions and governments. 
 
3.4 Final Note 
 
The main results of the survey with regard to the policy and actual behaviour of the 
investigated venture capital firms on sustainable development are as follows. 
 
Only three of the 25 firms have a pro-active and explicit CSR policy and two of these 
have yet to start their operations. On the other hand 90% of the VC firms have some 
kind of an implicit or explicit CSR practice. The DFIs and 100% state-financed VC firms 
(10 of the 25) have an implicit, low profile strategy on sustainable entrepreneurship. 
 
Aureos East Africa has published an excellent Annual Development Impact Review 
2004 (on their Acacia legacy funds), which gives an idea of the huge impact of their 
Venture Capital activities in Kenya on a macro-economic, socio-economic and micro-
economic level. 
 
The role of external stakeholders (including funding institutions) on the policy of 
sustainable development is probably stronger then admitted by the VC firms. In South 
Africa BEE is an important driver that is deeply changing the strategies and daily 
operations of the venture capital firms and its investee companies. 
  
Most of the investee companies are just busy surviving in a difficult business 
environment. Thus, not surprisingly, their primary focus is on commercial sustainability. 
However, the more talented and capable entrepreneurs and fund managers are aware 
that a vital and sound business has to perform well both in the short and in the long 
run. So their business strategy must strike a balance and pay attention to social and 
environmental sustainability, because this is simply good business in the long run, even 
in Africa.  
 
High capacity, high quality entrepreneurs, but also fund managers that are committed, 
motivated with great drive to long term success are the key factors in this process. This 
is obvious, but not easy to realise in the African context. European and African 
investors know this well. So their main contribution is management support for the 
entrepreneur and the fund managers. In chapter four we will pursue this issue further. 
 
The Annual Review of Aureos presents some figures on the impact of their 
investments. The impact can be analysed on different levels, but in essence the Annual 
Review and the 25 interviewees in this survey agree that the main impact of the 
private-equity investments is employment generation and poverty alleviation.  
 
Generating employment seems to be the most significant and measurable impact. It is 
the motor for income generation, training and education, better housing, empowerment 
and growth for the local economy (taxes). In this way it pays a central role in poverty 
alleviation. This process is demonstrated by the flow chart of the Acacia Fund. 
 
Based on the data for Aureos East-Africa and Business Partners in South Africa, we can 
estimate the total number of jobs that were created by the investments of the 25 VC 
firms in our survey. If we assume that each € 4,000 that is invested creates on average 
one job, this would suggest that the total investments have generated nearly a million 
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jobs over a period of roughly 25 years. This in turns suggests a considerable impact on 
the local economic development as well as on poverty alleviation in those countries. 
 
None of the funds in our survey, except Aureos, has investigated the impact of their 
activities on other stakeholders, such as suppliers, consumers or the local community. 
Neither do they have a strategy to develop a pro-active policy vis-à-vis these 
stakeholders in the field of sustainable development. 
 
Consumer pressure, government, competition and increasing awareness that social and 
environmental causes are also good for business push sustainable entrepreneurship in 
Europe and the USA forward. With only half of the European SMEs involved in some 
sort of sustainable entrepreneurship, what can be expected of African SMEs?  
 
The African reality is in many ways different from Europe or the USA. Companies in 
Africa face different social, ethical and environmental challenges, as well as 
opportunities and dilemmas. Their reality is shaped by economic factors (e.g. poverty, 
debt, industrialisation, globalisation), political factors (e.g. level of democracy, 
corruption, legislation, institutional capacity), social factors (e.g. cultural context, 
urbanisation, ethnicity, access to basic services, public health, HIV/AIDS), and 
ecological factors (e.g. drought, desertification, deforestation, resource scarcity, 
pollution).  
 
Whether in the North or in the South, sustainable entrepreneurship must at all times be 
underpinned by a strong business case that links social and environmental responsibility 
with financial success. Business benefits may include operational cost savings through 
environmental efficiency measures, enhanced reputation through positive responses to 
stakeholder concerns, increased ability to recruit and retain staff, better management of 
risk and improved capacity to learn and innovate. However these business benefits will 
not necessarily apply to the same extent for all companies in every country. The 
business case needs to be carefully developed for each specific company. 
 
CSR in Africa is still strongly influenced by ideas from the North, but more and more 
distinctive African issues are being introduced. While in Europe and the USA 
environmental issues and human rights are key issues, in Africa economic issues are 
paramount. 
 
Too strict standards can act as non-tariff barriers and cost burdens to African 
companies, in particular when SMEs are involved directly or indirectly in the supply 
chain. CSR principles of large corporate companies in Europe cannot simply be 
transferred to SMEs in Africa. Many SMEs already practise some kind of “tacit social 
responsibility”. SMEs generally have a greater understanding of local cultural and 
political contexts, more links with local civil society and a greater commitment to 
operating in a specific area. Family owned companies in particular often exhibit strong 
ethical and philanthropic approaches. 
 
One of the questions in this survey is: Is it possible to integrate CSR principles in doing 
business with VC Firms in Africa and how can this be done? 
 
We conclude that it is possible and can even be profitable for all stakeholders. At the 
micro-economic level, the primary focus on profitability does not rule out social and 
environmental sustainability. On the contrary, application of sustainable 
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entrepreneurship can lead to more profit, but it is important to always balance the 
sustainable policy with the need for the business to survive in a difficult environment.  
 
CSR policy is at present not integrated in the business strategy and daily practice of 
most Venture Capital firms operating in Africa. The main reasons we see for this are:  
 

a) CSR is seen as coming from the USA and Europe and thus not so relevant for 
African business, unless their trade partners impose it on them. 

b) Large multinational companies, who have a reputation or brand name to keep up, 
mainly follow CSR policy. This is hardly the case for SMEs in Africa. 

c) CSR should be a natural part of business practise and fit in with the specific 
African business environment. But the awareness on these subjects is not very 
high.  
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4.  BUSINESS DEVELOPMENT SERVICES (BDS), VC AND CSR IN AFRICA          
 

4.1 Introduction 
 

Most issues that SMEs in Africa face are not so specific to Africa. Access to finance, 
lack of equity at start, shortage of skills, etc. are common constraints for SMEs all over 
the world. In Africa, however, some issues – such as the absence of an enabling 
environment – play a bigger role. While many African countries already have modern 
legislative codes, there is still a disparity between the rules and how they are applied. 
There is also a need for increased business skills at all levels. For instance, SMEs need 
to improve their capacity to assess market opportunities properly. Right now many 
African SMEs simply imitate others without making their own assessment about 
existing and prospective market opportunities. There is also a need for upgrading 
management skills. 
 

African entrepreneurs, who are successful at running a small business, may have 
difficulty applying that same business acumen to running a modern firm. Do they have 
the experience that is necessary for business success on a larger scale? Do they know 
how to tap external sources of finance for growth or how to plan for longer-term 
investments or develop professional marketing methods, distribution networks or 
internal controls? That kind of expertise may be difficult to acquire and may run counter 
to established business attitudes. In some parts of Africa it is still standard practice to 
hide assets from the tax collector, keep tight but informal controls over internal 
operations and external partners, and build wealth in assets that will survive political 
instability, inflation, currency depreciation, external shocks, and radical policy reversals. 
 

4.2 Venture Capital and Business Development Services (BDS) 
 

Business Development Services (BDS) is about helping enterprises modernise and 
upgrade their operations through the involvement of an external expert. In this survey 
we define BDS related to Venture capital as the broad spectrum of services for 
entrepreneurs and SMEs to help themselves and their companies to perform and 
develop better in all the different stages of their business activities. In daily practice for 
VC and SMEs this includes deal flow generation and selection, business plan 
development, training and mentoring, financial, legal and tax support, managerial 
coaching, access to information, network-building, etc. 
 

In our survey we investigated the use of BDS by the Venture Capital firms. We asked 
the 25 VC firms if they offered some kind of extra Business Development Service for 
the portfolio companies and or the entrepreneurs from these companies. 
 

Figure 4.1: Provision of Business Development Services 
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Thus, almost half of the VC firms already provide BDS and two-thirds consider that 
there is a large need. Only a third (9 out of 25) does not regard this as their 
responsibility, but this does not mean that there is no need at the level of the portfolio 
company.  
 
Many DFIs used to have special BDS funds or in-house consultancy services in the ‘80 
and ‘90 early for supporting start-ups. But due to the bad results of the start-ups in that 
time most of the assistance funds were abolished or reorganised to a minimum level. 
J. Marcelline and I. Owusu-Ansah, from Aureos Capital West Africa: …”CDC used to 
have in house consultancy services for TA, Aureos Capital does not…” 
 
The importance of BDS is demonstrated by the success of the Business Partners model. 
The main ingredients of this BDS model are simple and clear: 
 

• Comprehensive package: Intensive support is provided in all stages of the 
business development (pre-investment, investments, growth and buy-back or 
exit); 

• Mentor system: Business Partners has a pool of 350 mentors and consultants, 
contracted by BP against relative low costs (tariff from € 130,-- and € 640,-- a 
day); 

• Experience and motivation: The majority of this mentors and consultants are 
retired mentors that are highly motivated to do this kind of work; 

• Specific BDS budget: BP has an extra budget for this facility of 10% of the total 
fund. In special situations, when operating in an international context outside 
South Africa, this budget can be increased to 15-20% of the fund; 

• Cost sharing: BP is paying the costs of the BDS support but the entrepreneur 
has to pay this (partly) back (against soft conditions) when he is able to it or at 
the end of the investment period;  

• External funding: The financing of this BDS facility is done in cooperation with 
other partners that have their own strategy to support SMEs and (young) 
entrepreneurs, such as the IFC, Youth Funds, Public Institutes and partners etc.; 

• Specialised advice: Apart from the BDS the entrepreneur may receive support 
from highly specialised consultants such as Labour-Tax or Legal consultants. 

 
The main reason for BP to provide BDS is because this increases the success rate of 
their investment considerably. But structural transfer of know-how is not only good for 
the entrepreneur and the SMEs, but for society as a whole. Thus, intensive BDS 
support is one of the strongest tools for commercial, social and environmental 
sustainable development.  
 
Of the 8 VC firms that have a budget to provide BDS to their clients 5 are DFI’s. They 
can offer the support because they have public means to invest in developmental goals. 
At present, only one other VC firm applies a similar model of BDS in its VC operations. 
This is the state-financed Khula Enterprise Finance.  
 
But not disposing of external financial sources for BDS, the commercial VC firms are 
not able to support this financially. If there is a real need for this in the company they 
will have to acquire the BDS themselves and pay for it at a commercial rate. Problem is 
that the potential SME companies often cannot afford these costs and have other more 
pressing, short-term problems to solve. Their priorities are different.  
 
This problem is well known in the world of venture capitalists. Therefore the IFC in 
South Africa launched a special programme to support SMEs related to the private-
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equity and venture capital from private companies. This programme is part of the Africa 
Project Development Facility (APDF) that was already established in 1986 to support 
SMEs on the African continent. They launched a new One-Stop-Shop concept with the 
start of the SME Solutions Centres (SSCs). For this occasion the IFC set up a structural 
cooperation with Business Partners International to support this initiative (see box on 
next page).  
 
IFC’s SME Solutions Centre in Madagascar is an integrated delivery platform for 
servicing and financing small businesses. The centre includes a special facility, 
managed by a partnership with a local 
financial institution sponsored by IFC that 
will provide short- and long-term financing 
to small businesses. The Solutions Centre 
is also equipped with technology to provide 
these firms with access to business 
information, and has advisory capacity to 
help improve the business environment for 
small and medium enterprises. 
 
The SSC is a one-stop-shop, in which 
business advisors first screen the problems 
of SMEs requesting financial help. Financial 
help is not always the solution to the 
problem. Different options may be 
considered: 
! There is the possibility that no help is 

needed at all and that the SSC does not 
see sufficient reasons to provide 
assistance.  

! Secondly, there is the possibility that 
the SSC will act as a wholesaler and 
refer the SME to an external service 
provider with the required know-how. 
The IFC will then set up the agreement 
and finance the agreement with the 
external provider.  
 

! And finally, if the other two options do not apply, the SME will be given access to 
finance through funds (e.g. with Business Partners that is paid a management fee), 
and/or is given market information by the SSC, and/or will be assisted in capacity 
building with the SSC, and/or there will be BEE assistance from the SSC to the 
SME. 

 
The one-stop-shop concept of SME development is entirely new. Three 3 pilot projects 
will be set up over the next 3 years: in Madagascar, Kenya and a third country in West 
Africa. Each SSC will have three Business Development Officers, an ICT manager and a 
program manager. In Madagascar, the SSC is already fully operational with 21 SME 
clients, most of who receive assistance in capacity building, with the access to finance 
developing slowly and other issues still under review. In Kenya, the centre will start in 
March 2005 with a low-key opening and the screening of potential SMEs. The idea is 
that subsequently deal flow will grow. If everything works well, this project will be 
expanded from 3 to 12 countries. 

SME Solutions Centre: IFC’s ‘one-stop
shop’  
 
The SME Solutions Centre is designed to
support IFC's strategy to develop financing
vehicles capable of providing funding and
technical support to SMEs on commercial
terms and in a sustainable manner. The
financing vehicle aims to circumvent the
traditional commercial borrowing constraints
faced by SMEs in Sub-Saharan Africa through
the use of quasi-equity instruments and by
deploying efficient processing and monitoring
systems. The project is designed to support
IFC's development of SME Solutions Centres
(SSC) across Africa, the first of which was
inaugurated in Madagascar in June 2004. BPI
fund management companies in Africa will be
located within the SSCs to maximize synergies
in developing deal flow and providing technical
assistance services. It is expected that initially
BPI will establish 3 pilot-phase single-country
funds in Madagascar ($10 mln), Kenya ($15
mln) and a West African country ($10 mln).
The funds will provide local currency financing
for SMEs and manage a technical assistance
facility that will provide technical support and
advice to investee companies in each country.
Between 10-20% of the funds will be used for
technical assistance. 
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This is an example of cooperation between a commercial VC firm (although some may 
doubt whether Business Partners is a Venture Capital provider because they work with 
a quasi-equity business model) and the IFC for financing and technical assistance. 
Active support is a critical factor for success. The business model BPI and IFC are 
establishing offers a structural solution to this problem and can be an example for many 
others working in the difficult market segment of SMEs. 
 
The existing demand and need to support entrepreneurs is confirmed by existing BDS 
organisations like CDE and Endeavour in South Africa. They experience how important 
the added value of BDS for the entrepreneurs and the investors is. However, the 
resources are limited compared to the demand. These organisations can play an 
important role in supporting the development of SMEs. Apart from the financial 
resources, they can offer in kind support and access to relevant know-how to prevent 
potential problems.  
 
All the VC firms indicated that the whole range of Business Development Services is 
important, but in particular coaching of the entrepreneur on managerial skills and 
financial skills seem to be the most important. This is also what the entrepreneurs 
themselves expect to get from investors and related support organisations. The quality 
of the entrepreneur comes out of our survey as the most important success factor and 
main bottleneck. BDS is –not surprisingly – also one of the critical success factors in 
our survey. 
 

Figure 4.2: Critical Success Factors. 
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The fund managers consider the managerial quality of the entrepreneur to be the most 
important success factor. The entrepreneurs from the portfolio companies who have a 
large need for this support and expect to get this support from the venture capitalist 
confirm this. BDS, training and market information comes next. This is also an added 
value of Venture Capital that is offered to and expected by the entrepreneurs. 
 
In fact these two themes – managerial support and BDS – are very much interrelated 
and can be considered as one. This emphasizes the importance of BDS for the success 
of entrepreneurs. Mr Andrew N. Pasipanodya, managing director of Batanal Capital 
Finance in Zimbabwe said in this context: ”There is a lack of knowledge of the 
opportunities in, for example, the biological sector or “added value” products. This is 
also true for the relevant funding opportunities. There is an interest to explore these 
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“new ”opportunities. The company is involved in the floral business. Given the thought 
of entering the biological flower market, it did intrigue our interest, however market 
knowledge as well as technical knowledge about this sector is unknown to us. This 
information would need to be made accessible to the companies”. 
 
Finally this result is also confirmed by the main bottlenecks that venture capitalist have 
to overcome on the road to success. 
 

Figure 4.3: Main bottlenecks 
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4.3   BDS and Sustainable Development 
 
BDS in the broadest sense helps the entrepreneur and the enterprise to perform and 
develop according to the expectations of the investors and other stakeholders. Special 
attention can be given to sustainable development of the enterprise, not as a goal in 
itself but as a means to achieve optimal results both in the short and in the long run.  
 
The awareness to develop the investee company in a sustainable way can come from 
the investor and from the entrepreneur or from both. The question we asked in our 
survey was: Is it possible to integrate a special focus on sustainable development when 
providing BDS to investee companies and to what extent. 
 
The answer is: yes, it is possible and can have a positive effect.  
 
1. BDS is important an improves the enterprise’s results as Business Partners proves; 
2. When a sustainable development focus and practice is integrated within the BDS 

activities the results can improve even more. It is possible to add this approach 
without much extra effort. It can be integrated in all aspects of BDS. 

 
BDS has to do with the transfer of know-how, training skills, providing relevant 
information and raising awareness. This touches all the aspects of the business 
process. The new focus should focus on the commercial, social and environmental 
sustainability of the company. 
 
At present, the demand for BDS does not focus on sustainable development. Almost all 
the investors and investees focus on financial results and managerial issues and other 
practical commercial problems. At the same time they are aware of the necessity to 
have at least a commercial sustainable development for the investee company. This 
generates the best results at the end of the investment period. But this awareness does 
not yet result in a different approach to sustainable development.  
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Another question we asked in our survey is: Is it feasible to establish a special program 
or fund aimed at providing BDS based on principles of sustainable entrepreneurship to 
Venture Capital programs in Africa. 
 
First of all, we can we can conclude that there is a clear demand for accessible BDS.  
Almost two-thirds of the respondents say that they need BDS, half of which have no 
budget for BDS. Secondly, special attention for principles of sustainable development is 
not seen as a priority. The general opinion is that it is difficult enough to organise 
appropriate and affordable BDS, let alone add the difficult issues of sustainable 
development to this. 
 
4.4 Final Note 
 
First we give a short summary of the survey results. 
 

Almost half of the VC firms provide BDS at the moment, but the need is larger. The 
importance and success of BDS is demonstrated by the examples of Business Partners 
and the new IFC initiative, in cooperation with Business Partners International, to start a 
new pilot project by establishing SME Solution Centres, support organisations for low 
threshold financing and BDS for SMEs in emerging African markets. 
Many DFIs used to have special BDS funds or in-house consultancy services in the ‘80 
and ‘90 early for supporting start-ups. But due to the bad results of the start-ups in that 
time most of the assistance funds were abolished or reorganised to a minimum level. 
 

All the VC firms indicated that the whole range of Business Development Services is 
important to support the entrepreneur, but in particular coaching of the entrepreneur on 
managerial and financials skills is considered as the most important. This is also what 
the entrepreneurs themselves expect to get from investors and related support 
organisations. 
 

The main bottlenecks for successful VC investments are the management quality of the 
entrepreneur of the portfolio company, the macro- and socio-economic stability, the 
quality of fund management and the lack of affordable BDS. Investors should invest 
more in training and transfer of skills and know-how, in order to take away these 
bottlenecks. They should earmark (or raise extra) funds for this purpose and hire 
specialised BDS organisations to develop and implement special programs. 
 

Training, mentoring and coaching of entrepreneurs and fund managers is the key to 
solving the problem. But entrepreneurs and local fund managers should have a minimum 
level of know-how and skills for the BDS to be effective. Hence local authorities – with 
support of foreign (aid) agencies – need to invest in creating favourable conditions for 
capacity building of local entrepreneurs to reach the acquired minimum levels of know-
how and skills. 
 

The final question in this context was: Is it feasible to establish a special Business 
Development Services (BDS) Fund and/or program for the Venture Capital Sector in 
Africa, which will be based on CSR principles?  
 

BDS offers a crucial added value for investors and entrepreneurs in de process of 
establishing successful venture capital investments. Nobody has doubt about this. 
The need and demand is large. The large majority wants to offer BDS and the 
entrepreneurs expect and hope to get this BDS. 
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Key bottleneck is the budget to supply affordable BDS. The DFIs have relative small 
budgets for this and the commercial investors that want to aim at the SME market do 
not have extra budget for this at all. The supply of the BDS should be against 
affordable tariff but should not disturb market conditions.  
 

Given this situation we can conclude that it is feasible to establish special BDS Funds 
focused on the support of SME and the investing organisations. A Fund can offer cost 
efficient BDS in accordance with low market prices. It should be a self sustainable 
facility that can be funded by International Financing Institutes like the IFC, Public 
Development Aid funds, large International Banks and Pensions Funds, Local Banks, 
Large Foundations, NGOs, etc. 
 

When this BDS Fund and the BDS implementation are based on principles of 
CSR/Sustainable development, then   two goals are reached at the same time for the 
entrepreneurs, the investee company and the investors. When there is awareness and 
focus on implementing a pro-active triple P policy at all levels the extra attention for 
commercial- social and environmental sustainability generated not only better results in 
the long run at the micro level in the enterprises, bur also generates a dynamic 
sustainable growth at the Socio-economic and macroeconomic level. Thus 
developmental goals of Private Sector Development will be reached at the same time in 
a sustainable manner. This facility could be organised in the form of a Public Private 
Partnership. 
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5.    CONCLUSIONS AND RECOMMENDATIONS 
 
This study looks at the role of VC Funds in promoting economic development in Africa, 
with a special focus on SMEs and Corporate Social Responsibility CSR). The study was 
conducted in the period from November 2004 to February 2005, and consisted of a 
desk study and a field study, during which 25 VC firms operating In Africa were 
interviewed. On the basis of this information, we have tried to answer the following 
four questions: 
 

1. What is the contribution to sustainable development of VC funds in Africa? 
2. What are the main bottlenecks faced by these funds and how can stakeholders 

(assist to) solve these bottlenecks? 
3. Is it possible to integrate CSR principles in doing business with VC Firms in 

Africa and how can this be done?  
4. Is it feasible to establish a special Business Development Services (BDS) Program 

for the Venture Capital Sector in Africa, based on CSR principles?  
 
 
 

 
CONCLUSIONS 

 
 
 
The results of our research show that: 
 
1.  Venture Capital has a positive impact on economic development in Africa, in terms 

of sustained economic growth and employment.  
 
However, the impact of venture capital on sustainable development is not so easy to 
ascertain, as only one of the interviewed VC firms has actually measured its impact on 
sustainable development (the Acacia Fund in East Africa - Aureos Capital). It showed 
that the impact for all the stakeholders at all levels is strong and positive.  
 

• Only Aureos Capital East Africa and Business Partners (BP) have measured the 
number of new jobs that were created. Aureos East Africa created 2,815 jobs 
from 1997 to 2003 with a total investment of € 12 million. BP created 700.000 
jobs between 1981 and 2004 with a total investment of € 754 million. 

• The main focus is on financial indicators, the net IRR being the most important 
indicator. The realised net results differ strongly: DFIs achieve 0-31% in €, larger 
commercial investors in North and South Africa 5-25% in US$ and specialised 
investors in South Africa (including BP) between 10-40% in South African Rand. 

 
However, all stakeholders state that development and growth of SMEs is very 
important for the development of local and national economies in developing countries, 
especially in Africa. Experts and venture capitalists both state that Venture Capital can 
play an important role in this development. 
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2. There is a huge gap between the supply and demand of Venture Capital in the 
market segment between roughly € 20,000 and € 500,000. 

 
The access to Venture Capital for SMEs is very poor. Only a small minority of the VC 
firms aims at the market segment of € 20,000 to € 500,000 for early stage 
investments, because of the relative high costs and unfortunate risk return ratio. In fact 
only one big player, that is Business Partners in South Africa, is active in this market 
segment on a large scale. 
 
3.  Investors regard lack of quality of the entrepreneur, as well as macroeconomic 

instability and foreign currency risks as the main bottlenecks towards successful 
fund performance. 

 
The majority considered the financial management quality of the portfolio company as 
the most important bottleneck. The absence of macro-economic socio-economic 
stability and related to these an unstable currency in the country of investment are the 
second bottleneck. A lack of affordable BDS and training, insufficient transfer of know 
how, poor quality of information and problems with marketing and sales is regarded as 
the third bottleneck by a smaller number of the investors. 
 
Most interviewees mentioned BDS as the solution to the first bottleneck. But BDS is too 
expensive for the companies and funds that need it the most. The smaller the size of 
investments and the earlier the stage of the business development the larger the need 
for cheap BDS. Business Partners in South Africa is the best example of the impact of 
cost-efficient and intensive support (like mentoring and coaching) of the entrepreneurs 
and the committed support of fund managers on the performance of investments in the 
low end of the market. 
 
4.  There is a gap between the perceived risks and the real risks of investing in Africa, 

which tends to exaggerate the risks associated with Africa. 
 
Due to the bad image of Africa and poor information there is a gap between the 
perceived risks and the real risks for investing on the African continent. This makes 
funding sometimes extremely difficult. In general, the risks are higher in Africa than 
they are in Europe or the USA, but in reality not as high as one thinks. This creates 
opportunities for the well informed. Therefore being well informed and able to mitigate 
risks are important success factors, especially on the African continent. 
 
Most VC Funds expect a gross internal rate of return of more than 20% over 5-8 years. 
These expectations are not so different from the expectations when investing in Europe 
or the USA. This is remarkable. They perceive a higher risk but do not seem to expect a 
higher return on investment to compensate this higher risk. 
 
5. Most DFIs, Venture Capital and Private Equity firms do not measure the CSR-impact 

of their funds and investee companies in a systematic way. 
 
6. CSR strategies of DFIs, Venture Capital and Private Equity firms and their 

stakeholders in the North are not always implemented by their counterparts in the 
South.  
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The distance between the boardrooms in the North and the work floor of entrepreneurs 
in the South leads to a lack of mutual understanding concerning sustainable 
entrepreneurship. 
 
7. It is possible to integrate CSR principles without sacrificing profitability, when 

investing with Venture Capital in Africa. 
 
Successful investments in Funds and companies are possible and even profitable for all 
stakeholders, when the principles of sustainable entrepreneurship are integrated in the 
policy and implementation of the investment project. The impact study of Aureos 
Capital in East Africa and reports by the UNIDO, the AICC, and many other experts on 
this subject indicate that implementing a CSR by Venture Capital and Private Equity 
firms is a mutually reinforcing process between commercial success in the short run 
and better socially and environmentally sustainable results in the long run. 
 
However, only a few venture capital and private equity companies in our survey was 
aware of this or had an explicit strategy to this effect, let alone tools or indicators to 
measure the impact of doing business based on CSR principles. Two young Dutch 
Venture Capital companies are currently establishing funds based on CSR. But these 
funds are still in the start-up phase. 
 
DFIs and Venture Capital firms with 100% public funding (which represent the lion’s 
share of all the investment on the African continent) have to comply with the legal rules 
regarding governance and transparency. However, they usually do not have a pro-active 
and explicit strategy for investment selection based on CSR criteria and/or indicators.   
 
Most DFIs and the organisations funded with public sources invest in funds and not 
directly in private companies, let alone SMEs. Thus, there is often a large gap between 
these investors and the SMEs. Fund managers are mainly interested in financial 
performance criteria, instead of social and/or environmental criteria. 
 
The situation in South Africa is different because of the laws regarding Black Economic 
Empowerment (BEE). It goes without saying that all Venture Capital Funds have to 
comply with these BEE rules, when investing in South Africa. This has a large influence 
on the public and private business sector and is changing the strategic behaviour of 
both the Venture Capital firms and the investee companies.  
 
Most experts state that almost all attention for CSR comes from Europe and the USA 
and is often seen as something that is imposed on governments and entrepreneurs in 
developing countries. This causes some resistance. At the same time, many SMEs in 
Africa already practise some kind of ‘tacit social responsibility’. SMEs generally have a 
greater understanding of the local context, more links with civil society and a greater 
commitment to operating in a specific area. 
 
8. There is a demand for a Business Development Services (BDS) program for the 

Venture Capital Sector in Africa based on CSR principles, but most VC firms have 
no or only very limited budget for BDS. 

 
The quality and attitude of the entrepreneurs and fund managers is crucial for a 
successful performance of the investments at the portfolio company and at the fund 
level 
 



FACET BV 2005    VENTURE CAPITAL AFRICA       Page 52 

BDS offers crucial added value to investors and entrepreneurs in the process of 
establishing successful venture capital investment. The importance and success of BDS 
is demonstrated by the examples of Business Partners with its cost-efficient mentorship 
program and the new IFC initiative, in cooperation with Business Partners International. 
The latter involves a pilot project to establish SME Solution Centres, for low threshold 
finance and BDS for SMEs in emerging African markets. The pilot is being tried out in 
Madagascar, Kenya and a yet to be determined West-African country. 
 
Almost half of the VC Funds provide BDS at the moment, but there is still unsatisfied 
demand. This is mainly for the market segments of start-ups, early stage and growth 
investments between roughly € 25,000 and € 0.5 million. At the higher end of the 
market (later stage, buy-outs, refinancing etc.) a more distant strategic and tactical 
support of the board of directors is necessary.  
 
The need to support entrepreneurs in this area is confirmed by existing BDS 
organisations like CDE (from the European Union) and Endeavour in South Africa (not 
for profit organisation for supporting entrepreneurs). There was no explicit attention for 
CSR or sustainable entrepreneurship in their BDS programs.  
 
 
 

 
RECOMMENDATIONS 

 
 

• Make CSR more practical and applicable for all investors, investee companies 
and stakeholders (develop indicators and criteria) and stimulate simultaneously 
awareness about sustainable entrepreneurship in general among all stakeholders 
in the Private Equity and Venture Capital world. 

 
• Promote mutual understanding by bridging the communication- and information 

gap between the DFIs, VC & PE boardrooms in the North and the fund managers 
and (potential) investee companies in the South regarding matters of CSR. 

 
• Stimulate the development of a BDS program aimed at increasing the access of 

SMEs to Venture Capital from a CSR-perspective. 
 

• Create a special BDS Program. It should be a self-sustaining facility that offers 
BDS to entrepreneurs, through a system of matching grants, vouchers or other 
financial instruments, lowering the threshold of access to these services in the 
initial stages. Following the example of Business Partners, beneficiaries of the 
Fund may be required to repay the subsidies they received at a later stage, 
provided their cash flow is sufficient. 

 
• The special BDS program could be funded for example by international financing 

institutions like the IFC, public development assistance funds, large International 
banks and pension funds, local banks, large foundations and NGOs. 

 
• Multinational companies can play an important role in facilitating the access to 

venture capital for SMEs by co–funding VC funds in related business sectors and 
linking up with SMEs in supply chains set up from a CSR perspective. 
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• (Inter-) national banks and other financial institutions can put their CSR strategy 
in practice by investing a certain percentage of their profit in VC Funds that 
focus on CSR-related investment in SMEs. 

 
• Innovation (in products and procedures) and a different mind-set are necessary 

when investing according to CSR criteria and rules; this implies awareness 
raising, information supply and capacity building for all stakeholders. 

 
• Governments of developed countries and donor agencies can stimulate CSR-

related investments in SME through VC funds by providing capital to these funds 
in local currency, thus mitigating the risk of devaluation.   

 
• Macro-economic policies in developed countries can also play a role in reducing 

the risk involved in VC investments in Africa. For instance, access to markets in 
Europe, the USA and Asia, can be made easier by lowering trade barriers.  

 
• National Governments need to establish a healthy investment climate that is 

attractive to CSR investments by legal reforms and tax incentives, developing 
alternative financial sources and capital markets, apply CSR criteria in 
privatisation processes, stimulate Public Private Partnerships according to CSR 
rules;  

 
In principle CSR and sustainable entrepreneurship must come from within the African 
business partners themselves, especially the entrepreneurs. It should be a natural part 
of the business practise and fitted in the specific African business environment. 
However at present the awareness of these subjects is not very high. Awareness 
raising, enabling the environment and capacity building can help entrepreneurs to 
develop their own CSR strategy. 
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