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WHY THE RESEARCH?

4

Business Financial Solutions
(BFS) is a Namibian Financial
Advisory and Asset Management
firm with a special focus on the
SME sector. BFS product offering
comprises Venture Capital Finance,
Public and Private Corporate
Advisory Services, Investment
Facilitation and SME Enabling
Services. In servicing the SME
market, BFS aims to roll out
various financial solutions that
meet the needs of high-potential
but under-developed SMEs and in
so doing becomes the investment
partner of choice for investors
in alternative asset classes and
investees seeking to maximise their
growth potential. In its quest to
deliver relevant financial solutions,
Business Financial Solutions has
commissioned the study to assess
market demand for Private Equity
and Venture Capital finance and
establish the market conditions in
Namibia.

and Development undertook to
co-finance the study through its
Public Private Partnership (PPP)
initiative with Namibian Employers
Federation (NEF) and the Global
Compact Network Namibia.

True to its catalytic role for
supporting Private Sector
development, Deutsche Gesellschaft
für Internationale Zusammenarbeit
(GIZ) on behalf of the Federal
Ministry for Economic Cooperation

Secondly, a survey in which 100
businesses throughout the country
were interviewed was conducted
to assess the demand for Private
Equity and Venture Capital for
SMEs in Namibia.

Bank Windhoek as a key local
financial player committed to
contributing to the deepening of
financial markets also co-funded
the initiative to make this study a
reality.

RESEARCH APPROACH
The study used both secondary and
primary research methods.
First, a desk review and expert
interviews were conducted
to investigate the policy and
regulatory environment, the current
market offering and existing
Private Equity and Venture Capital
models in Namibia.

WHY THE
FOCUS ON
THE SME
SECTOR?
Opinion across the
political spectrum in
both developed and
developing countries,
places special emphasis
on SMEs as “job
creators” and “engines
of the economy”.
While it might look as if
there is a huge potential
for SME growth in
Namibia, the actual
growth potential may, in
fact, only be limited to
a very small number of
innovative enterprises.
It is therefore important
for the country to
identify appropriate
financing models for
SMEs to broaden our
economic activity base.

Size is not
the key.
GROWTH
POTENTIAL
is.

1. PROLOGUE
Whether it is to start a new business or to
expand business activities, business owners have
to weigh the optional funding avenues available
to finance their business needs. Depending on the
sophistication of the financial market, the range
of funding options available can be fairly wide or
very limiting. Typically, the key original sources
of funding,‘friends, fools and family’ (FFF), are
an obvious port of call.
In well-developed markets, the options of
conventional debt instruments, quasi debt,
supplier finance, leasing, private equity, venture
capital, development capital, business angels,
bonds, commercial paper, grant funding for
innovative and high risk initiatives fall within
the bouquet of offerings available. However, in
markets such as Namibia, apart from FFF and
conventional debt, other forms of finance are
either not available or in the infant stage and
therefore not optimally used.
Opinion in both developed and developing
countries places special significance on the SME
sector, considering SMEs pivotal to economies,
driving innovation, creating jobs and contributing
to the socio-economic well-being of economies.

With the 2008 global financial crisis and the
subsequent challenge of the European economies
to recover, the role of the SME sector in both the
developed and the developing world is even better
highlighted. In Namibia, the SME sector is still to
take up a more relevant stake towards economic
contribution to improve its current contribution of
12% of GDP.
For SMEs to generate the required growth, the
question of access to finance needs to be addressed
as a crucial factor (among others) to their growth.
Recognising that enterprises require different kinds
of funding at different stages of their development,
the appropriateness of conventional debt finance
for young enterprises prompted the study to
investigate the need for private equity/venture
capital for young enterprises.
It is, however, important to recognise that it is not
small businesses per se that are key to generating
such growth, but rather a smaller subgroup of
innovative startups which have high growth
potential. The challenge for any private equity fund
is to seek out these “SME needles in the SME
haystack”, and for policy makers it is to come up
with ways that allow entrepreneurs with ideas to
easily start companies.
The research findings documented below suggest
that there are good grounds for assuming that a
demand for such finance exists.
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2. KEY FINDINGS
Most SMEs are optimistic about their growth prospects.
A significant number of businesses achieved average annual returns in excess of 20%.
Private Equity / Venture Capital is likely to bring the greatest results during the first
3 years of an enterprise’s existence.
Access to and the cost of finance are significant challenges for small- and mediumsized businesses, hence the existence of an openness towards new shareholders who
bring funding and skills.
There is potential for and interest in private equity finance and venture capital.
The amounts of capital required by medium-sized businesses are relatively small
with the majority of businesses requiring N$10 million or less to finance their growth
strategies.

ACRONYMS
6

BFS

Business Financial Solutions

BEE

Black Economic
Empowerment

DFI

Development Finance
Institutions

EFFCO Enterprise Fedha Finance
Company
GDP

Gross Domestic Product

GIZ

Deutsche Gesellschaft
für Internationale
Zusammenarbeit

IDC

Industrial Development
Cooperation of South Africa

IFRS

International Financial
Reporting Standards

PPP

Public Private
Partnership

IPO

Initial Public Offering

PTY

Proprietary

JSE

Johannesburg Stock
Exchange

VC

Venture Capital

SMEs

KCPIF

Königstein Capital Property
Investment Fund

Small and Medium
Enterprises

NSX

Namibia Stock Exchange

NEF

Namibian Employment
Federation

SOE

State Owned Enterprise

NFSS

Namibia Financial Sector
Strategy

SPV

Special Purpose Vehicle

VPB

Venture Partners
Botswana

NSX

Namibian Stock Exchange

PE

Private Equity

3. FUNDAMENTAL CHARACTERISTICS OF PRIVATE EQUITY 		
(PE) AND VENTURE CAPITAL (VC) FUNDS
Private equity and venture capital have achieved maturity as industries in only a small number of countries
and have the following fundamental principles:

•
•
•
•
•
•

investing for long-term capital gains, not for short-term returns
back growth-oriented entrepreneurs
active investors
taking significant risk, investing on a “risk-adjusted” basis
depending for its success on “exits”, and
not a wholesale financial activity.

4. IMPACT OF PE / VC ON THE ECONOMY
There is immeasurable value in the demonstration effect which private equity- and venture capital-backed
companies can provide in an economy, such as employment creation and promoting innovation. Indeed,
almost by definition, successful venture capital-backed companies have the following attributes:
They -

•
•
•
•

operate with a high degree of transparency

•
•

occupy prominent places in their industries, and

demonstrate the financial benefits of operating formally and transparently
operate according to high international standards of business practice
raise the standards of other businesses with which they deal by exhibiting high standards of
business practice
encourage other potential entrepreneurs to undertake business creation or expansion.

In addition to the powerful, positive demonstration effect produced by the behaviour of individual private
equity- and venture capital-backed enterprises, a functioning private equity and venture capital industry
produces other systemic benefits within the economy.
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5. HISTORY OF
PRIVATE EQUITY
FINANCE IN NAMIBIA
Bank finance has traditionally been the
primary source of finance for business
growth in Namibia while private equity
finance has remained in its infancy. There
are, however, a limited but flexible range
of initiatives and venture capital finance
providers in what remains a relatively small
market.
Some of the earlier providers of venture
capital:
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•
•
•
•

Namibian Harvest
GIPF and the Development Capital
Portfolio
Stimulus Investments, and
Development Bank of Namibia.

6. LOCAL PROVIDERS OF PE FINANCE
Stimulus Investments Limited is the largest Namibian private

equity fund with a primary focus on equity transactions. Stimulus
is 51% black-owned with Pointbreak Equity being the remaining
shareholder. Stimulus evaluates all equity proposals, but gives
particular focus to established Namibian businesses with strong
management and high growth prospects. Stimulus is currently
invested in businesses which focus on media, retail, manufacturing
and services and continues to seek further investments.

The Namibia Procurement Fund (NamPro Fund) was established

as a joint venture between Business Financial Solutions (BFS) (a
wholly Namibian company), Trans African Capital Partners, and
EFFCO. The main focus of the NamPro Fund is to provide short-term
working capital in the form of bridging finance to Namibian SMEs
that are awarded supply contracts by reputable larger corporates,
government ministries, State-Owned Enterprises (SOEs) and viable
local government authorities. In addition, the NamPro Fund provides
asset-based financing (lease finance) to these SMEs to help them
meet their plant and equipment requirements. The NamPro Fund
also offers complementary business support under its Enterprise
Development Programme to SMEs.

The Desert Stone Fund was established in 2010 by IJG Securities,

one of four NSX-linked stockbroking houses, and African Alliance.
The Fund has a broad private equity and venture capital mandate
not restricted to any particular sector, and includes investments into
startups.

The VPB Namibia Growth Fund was established in May 2010 as

a 10-year closed-end fund by Venture Partners Botswana. The Fund
provides capital for the purpose of investing by way of equity risk
capital into private sector companies in Namibia. The Fund has a
broad private equity mandate not restricted to any particular size or
sector and includes startups.
Assessing market demand for Private Equity and Venture Capital for emerging Small- and Medium-Sized Enterprises in Namibia
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Preferred Investment Property Fund Trust is a revolving fund

managed by Preferred Management Services on behalf of the
investor participants. The PIPF invests in short-term propertyrelated developments (for a period of no more than 36 months)
spanning across all sectors (housing, commercial and industrial)
and includes related infrastructure development, within the borders
of Namibia only. The Fund requires all developments to have an
element of BEE and a regional impact. The Fund Manager is
required to provide mentorship in cases where the promoters lack the
necessary expertise.

Königstein Capital Property Investment Fund (KCPIF) is a

revolving property investment fund managed by Königstein Capital
on behalf of the investor participants. The Fund invests in property
developments including infrastructure, commercial, industrial, lowcost-housing and sectional title developments in Namibia. The Fund
mandate requires all investments to have an element of BEE and
a regional impact. The Fund Manager has strong deal-structuring
skills and provides mentorship in cases where the promoters lack the
necessary expertise.

Frontier Property Trust Fund (FPT) is a buy and hold fund which is
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managed by Safland. The Fund invests in long-term property-related
developments in Namibia that are dominant in nature to ensure that
the Fund generates adequate rental income, e.g. retail, commercial,
industrial and office.

7. PRIVATE EQUITY FUND MODELS APPLIED IN NAMIBIA
The research identified key models applied in Namibia. The findings are presented in the brief below with
the focus on -

•

the source of investment capital

•

the decision-making process

•

investment managers’ incentive schemes, and

•

potential benefit from empowerment credentials.

Model 1:
CAPITAL RAISED THROUGH
PREFERENCE SHARES

This model is currently used by Stimulus whereby
a privately held private equity fund manager raises
money for investment from preference shares listed
on the NSX. Because the public company owns the
underlying investments, the investee companies can
enjoy empowerment credentials if the shareholders of
the public company are empowerment shareholders.
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InvestorsPreference
Shareholders

Public
Company

Unlisted
Private
Equity Fund
Manager
(Pty) Ltd

Investee Investee Investee
Business Business Business
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Model 2:
InvestorsShareholders

FUND RAISING THROUGH IPO

Namibian Harvest used this model where a private
equity fund raises funds through an IPO on the NSX.
The long-term nature of private equity funding,
however, especially at the beginning, and the lack
of regular “news” and low liquidity would probably
make this an unattractive proposition for asset
managers until such a time as the fund can show
an established track record and a larger ongoing
portfolio of investee companies.
Pension Fund

BEWIND
TRUST

Investee Investee Investee
Business Business Business

Model 3:
R29 compliant
Private Equity
Fund Manager

Investee Investee Investee
Business Business Business
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Public
Company

INVESTMENT CAPITAL RAISED
THROUGH PENSION FUNDS

The Desert Stone/VPB utilises this model where
pension funds provide the investment capital through
a BEWIND TRUST, but the funds are managed by
specialised private equity fund managers under an
incentivised contract with the trustees who remain the
owners of the underlying investments.

Model 4:
STATE-OWNED VENTURE CAPITAL FUNDS

This completely state-owned and -operated model is along the lines
of the one proposed in the 1997 White Paper which suggested that
Namibia Development Corporation establishes a venture capital
fund. South Africa’s IDC shows that state-owned models need not
be a recipe for losing vast amounts of taxpayers’ money. However,
without the requisite skills, the right incentives and good corporate
governance, this model should be treated with caution, especially
in the light of past experiences with state-owned and -operated
business finance.

State-owned
Entity

Investee Investee Investee
Business Business Business

Model 5:

Model 6:

DIRECT EQUITY INVESTMENTS BY
GOVERNMENT

PRIVATE WEALTH AND BUSINESS
ANGELS

This model was put forward by the USAID-funded
report in 2001 where Government (or an agency of
Government), through a direct equity investment,
a loan or a guarantee, supports a fund which is
managed by an independent fund manager who
also has to provide a small portion of capital but is
incentivised to perform through management fees
and participation in profits.

In contrast to the models which directly or
indirectly rely on pension funds or taxpayers’
money, this model has the possibility of tapping
into the private wealth of individuals and
business angels, possibly in cooperation with a
DFI, either through a company or a trust.
					

Investors
Government
licensing of
fund manager

Fund
Manager

loans,
loan guarantees
or
direct investment
investment
expertise
and small portion
of capital

management fees
and participation in
profits

returns on
investment

investment
capital

Venture
Fund
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investment capital,
management and technical
assistance
Investee
Business

Investee
Business

dividends, interest,
fees, and
capital gains

Investee
Business
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8. NAMIBIAN POLICY ENVIRONMENT FOR PRIVATE EQUITY
Policy environment
Recent policy initiatives relevant
to the issue of private equity
finance are Vision 2030, the
Fourth National Development Plan
(NDP4), the Industrial Policy and
the Financial Sector Strategy of
which the last is the most relevant.

Tax environment
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Namibia operates a modern
and relatively simple system of
corporate taxation, which includes
no special consideration for private
equity finance. One significant
advantage of the tax regime is
that there is no capital gains tax,
which means that private equity
companies pay no tax on capital
gains realised once investments
have been exited.

It is important to caution that
various pieces of legislation have
been proposed in an effort to
improve the Government tax base.
The years 2011/2 were particulary
active on the legislative front. The
unproductive trend could influence
the attractive tax environment.

Forms of ownership
Namibian company law poses no
significant obstacles to private
equity finance.
Corporate entities can be
incorporated as:
1. Public companies
2. Private companies
3. Branches of foreign companies
4. Close corporations

An equally attractive characteristic
of Namibia’s tax system is that
losses may be carried forward and
set against profits indefinitely.

5. Partnerships

A commonly used form of
incorporation for a PE/VC vehicle
is the BEWIND TRUST, which, on
application, is granted income tax
exemption status.

Regulations 28 and 29

6. Sole proprietors
7. Business trusts

Proposed legislative amendments to
Reg. 28 of the Pension Funds Act of
1956 (Act No. 24 of 1956), which

NAMIBIAN
FINANCIAL SECTOR
STRATEGY
The objective of the NFSS
is to develop a more
resilient, competitive and
dynamic financial system.
The document stresses the
need to improve access
to finance for SMEs and
proposes consideration of
a “national venture capital
fund (risk facility)” which
will “help increase the
financing options for startup projects in the economy,
including feasibility
studies”.

www.bon.com.na

provides for pension fund investments in unlisted
securities. The draft Regulation 28 reads as follows:

(4) …. a fund must invest in unlisted investments in
Namibia a minimum of 1.75 per cent of the market
value of its investments not exceeding 3.5 per cent
of the market value of the investments of a fund.
In addition a new regulation, Regulation 29
(“Regulations for Investment of Pension Fund
Pension assets in Namibia
were approximately N$80
billion in 2012.
This implies that pension
funds will have to invest a
minimum of N$2.2 billion and
a maximum of ±N$4.3 billion
in unlisted investments.

Assets in Unlisted Investments”), will cover
unlisted investments. As it currently stands,
Regulation 29 stipulates that pension funds must
invest in unlisted investments through a Special
Purpose Vehicle (SPV). A SPV must be either a
public or private company (under the Companies
Act 2004) or a Trust and meet a number of
further conditions, including having its investment
plan and directors approved by NAMFISA.

Given the above, the best way of structuring a private equity fund
will depend largely on how it is financed. A less formal business
angel financed fund may seek to reduce costs to a minimum and
may dispense with formal arrangements in the form of a trust or
SPV altogether. A fund that seeks to tap into Namibian pension
funds, however, will be obliged to be Regulation 29 compliant
once gazetted and create an SPV or a trust, a BEWIND TRUST
being the optimal structure if the aim is to ensure the pension fund
remains the ultimate owner of the underlying investments.

9. EXIT OPTIONS
There are three distinct exit options for private equity investors in Namibia:
1.

Listing on the Namibian Stock Exchange

2.

Selling the shares to another company with a strategic interest in acquiring the investee
or in acquiring an interest in the investee (a merger, acquisition or “trade sale”), and

3.

Selling the shares back to the principal owners and/or managers of the company
(a management buy-out or MBO).

Assessing market demand for Private Equity and Venture Capital for emerging Small- and Medium-Sized Enterprises in Namibia
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9.1 INTERVIEW QUESTIONS FOR NSX
LISTING AS EXIT OPTION:
Both Boards further require
• No qualified auditor’s report for the preceding
three (3) years. The committee may make
exceptions
• Acceptable record in its field of business and
adequate management to maintain business,
and
• Applicant appoints an independent sponsor
to bring it to market in terms of Namibian
Companies Act and NSX listing requirements
(modelled after the JSE listing requirements),
which are • IJG Securities
• Namibia Equity Brokers
• PSG Konsult
• Simonis Storm Securities
• PointBreak
• Old Mutual Investment Services

Tiaan Bazuin, CEO

Q: What are the listing requirements on 		
		 the NSX?
A:
•
•
•
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•
•

•
•

•
•

Main Board listing criteria
Share capital amounting to N$1 000 000
A profitable trading record for three (3)
years
A currently audited profit level of at least
N$500 000 before taxation and interest
A minimum of 20% of the issued shares to be
held by the public, and
A minimum of 150 shareholders.

Q: What are your observation on SMEs’
readiness to list on the NSX?
A:

We are seeing more and more interest from
medium-sized organisations to raise capital, increase
Development Capital Board listing criteria
awareness, diversify their shareholding and utilise
Share capital amounting to N$1 000 000
the NSX for this purpose. Listing is not something
(In case of mining) A competent person’s
a business can do overnight, which is why we have
report – an independent report explaining
mainly seen only the bigger corporates list on the
what is being explored for, what the prospects NSX. However, that is not to say that medium-sized
are, etc
enterprises cannot take the step. SME definitions
A minimum of 10% of the issued shares to be based on numbers of employees make no difference
held by the public, and
to the NSX. Even a company with very few
A minimum of 25 shareholders.
employees that meet the criteria could list.

Q. What do you think has deterred
Namibian companies from listing?
A:

Many companies are in a comfort zone and
have sufficient access to capital and loans from
banking institutions. There is also a misconception
that it is very difficult to list and that the governance
is a burden. The process of listing is not hard, but
meeting some of the requirements could be, such as
applying IFRS accounting and having an unqualified
audit report. These are not systems the average
small businesses have in place. However, research
has shown that better governance and transparency
leads to better productivity and higher returns.

Q: What is your comment on the following
observation?
A:

‘The following factors might discourage listing:
first, the lack of liquidity on the NSX (especially
since regulations encourage “buy and hold”) and
the second, that asset managers tend to prefer
companies above a certain size.‘
The buy side of the market is bigger in Namibia than
people realise. However, the pension funds through
the asset managers tend to buy Namibian assets
and not sell them again. For this exact reason, it
is key for the NSX to bring more Namibian assets
to market. The lack of diversity increases the buy
and hold mentality. Different asset managers have
different criteria, so any company could be attractive
to any asset manager. We are actively trying to
stimulate the market to move away from the
perception that you have to be massive to list and
find buyers.

If we get to a position where empowerment is a
clear requirement, we could also see a BEE market
develop, which the NSX is ready to accommodate.
Until principles such as “once empowered always
empowered “ and levels of BEE participation are not
only clear, but confirmed, many businesses would be
hesitant to change their shareholding for fear of the
field of play changing after they committed to the
game.

Q: How does the Namibia Financial Sector
Strategy influence the agenda of the
NSX?
A:		 The NFSS places a target of 75% of GDP as
local market capitalisation for the NSX. The first
goal is to have the Financial Institutions & Market
Bill promulgated and the prudential and market
conduct regulations approved; with appropriate
industry-wide consultations. Then as a bond
exchange and with Bank of Namibia support to
launch a centralised securities depository, we
can encourage companies to list to meet this
goal, keeping in mind that the current local
market capitalisation is approximately 10% of
GDP.

Q: Will PE/VC funding to Namibian
SMEs facilitate the NSX
objectives?
A:		 PE and VC investments tend to be
for limited periods, so at the time of their
exit, the NSX is an ideal way to exit the
investment and make it available for
Namibian and other investors.

Assessing market demand for Private Equity and Venture Capital for emerging Small- and Medium-Sized Enterprises in Namibia
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10. PROFILES OF SURVEYED COMPANIES
The survey comprised a wide range of enterprises of different ages across a range of sectors from small
unsophisticated businesses to larger sophisticated businesses.
Most enterprises surveyed have the appropriate legal status (Pty / Ltd / cc) and a certain amount of
corporate infrastructure, while the majority are located in Windhoek or in Namibia’s major towns.
The majority of enterprises are owned by a small number of individual shareholders who take all the
strategic business decisions.
Many enterprises depend to a large extent on the public sector as a market, while relatively few are
export-oriented.
The majority of businesses were established with owners’ savings as startup capital.

Data and research on Namibia’s Medium-Sized Business Sector
In an attempt to gauge the size distribution of Namibia’s private business sector and its possible financing
needs, a comprehensive assessment was made of all available data and research in Namibia. The categories
of businesses identified by the terms of reference are summarised in the table below.
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ACTIVITY
SERVICES AND OTHER

SMALL

MEDIUM

Capital deployed

N$250 000 – N$3 million

N$3 million – N$10 million

Turnover

N$1 million – N$20 million

N$20 million – N$150 million

Number of employees

1–10

10–50

Capital deployed

N$3 million – N$10 million

N$10 million – N$50 million

Turnover

N$5 million – N$30 million

N$30 million – N$300 million

Number of employees

5–20

20–100

Manufacturing

Business location		
Of the 100 businesses interviewed, 70% were from the Khomas Region, understandably the most active
region in business activities.

Forms of incorporation		
The majority of the companies were formerly incorporated with a third being PTY and about 50% being
Close Corporations.

Number of shareholders		
A total of 40 respondents had just a single shareholder, 30 had two shareholders and 12 had three
shareholders. No respondent had more than 9 shareholders. This suggests any private equity finance
provider is likely to have to deal with only a very small number of shareholders, which should make deals
easier to negotiate and bring to a successful conclusion.

Business activity		
Respondent businesses were from four dominant sectors, i.e. manufacturing, business services, trade and
tourism.
0

Agriculture

5

15

10

20

25

1

Food Processing

4

Other Manufacturing

24

Construction

5

Trade

15

Tourism

11

Transport

5

Communication

5

Finance
Real Estate

2
1

Business Services
Personal Services

30

21
6

Assessing market demand for Private Equity and Venture Capital for emerging Small- and Medium-Sized Enterprises in Namibia

19

Age of business		
Research findings confirm a strong trend of enterprise formation since 1990.
12

10

6

4

2

YEAR OF ESTABLISHMENT

Source of starting capital		
5%

20
27%

Own savings
Family and friends

58%

Bank loan
Other

10%

2012

2010

2008

2006

2004

2002

1999

1997

1995

1992

1990

1986

1981

1979

1976

1970

1968

1962

1958

1952

1927

0

1905

SectorNO OF BUSINESSESES

8

11. SURVEY FINDINGS
Amount of starting capital		
Of the 41 businesses that responded to the question, 29 employed N$5 million or less, 9 employed between
N$5 million and N$10 million and only 3 employed more than N$10 million.
6

4

3

2

1

85

33

15

10

8

7

6

5

4

3

2.5

2

1.8

1.2

1

0.2

0.085

0.05

0.014

0.01

0.006

0

0.005

NUMBER OF BUSINESS

5

N$ (MILLIONS)
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Current assets		
Of the 96 responses obtained, 21 had assets of less than N$1 million, 25 had assets of between N$1
million and N$5 million, and 21 had assets of between N$5 million and N$10 million. Only 16 had assets of
between N$10 million and N$30 million. Although 13 had assets of above N$30 million, clearly the asset
base of the sample is weighted towards the lower end of the spectrum, with relatively small values.
BUSINESS
0

5

10

15

Less than N$1 million

20

25

21

Between N$1 million and N$5 million

25

TOTAL ASSETS

Between N$5 million and N$10 million
Between N$10 million and N$15 million

9

Between N$15 million and N$20 million

3

Between N$20 million and N$25 million

3

Between N$25 million and N$30 million

22

21

More than N$30 million

1
13

30

Value of business		
Of 100 respondents, 76 made rough estimates of values ranging from N$50 000 to N$180 million. Thirty
percent of the respondents’ businesses are valued up to N$5 million, 80% at up to N$25 million and 20%
at above N$25 million, all of which broadly confirms the size structure of Namibia’s SME sector. An SME
private equity fund can then expect to focus either on the upper size segment of the SME sector or, in
exceptional cases, invest in small SMEs with a promising growth potential.
In any event, the business value estimates, even though rough, appear suitable to the targeted average
investment of the envisaged SME private equity fund of around N$10 million.
8
7

5
4
3
2
1

180

100

80

54

50

44

35

28

24

20

15

12

9

7

5

3

2.4

1.8

1

0

0.05

NUMBER OF BUSINESSES

6
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Revenue		
Of 94 responses, 22 businesses reported a turnover of less than N$1 million, 24 of between N$1 million
and N$5 million, 14 of between N$5 million and N$10 million, 12 of between N$10 million and N$15
million, 7 of between N$15 million and N$20 million, 1 of between N$25 million and N$30 million and 14
of above N$30 million. This is consistent with reporting on employment and the value of assets in that the
sample appears weighted towards the lower end of the spectrum.
NUMBER OF BUSINESSES
0

5

10

15

Less than N$1 million

REVENUE (N$)

24

30

24

Between N$5 million and N$10 million

14

Between N$10 million and N$15 million

12

Between N$15 million and N$20 million

More than N$30 million

25

22

Between N$1 million and N$5 million

Between N$25 million and N$30 million

20

7
1
14

Sale of business		
When asked whether they had ever tried to sell their businesses, an overwhelming majority of 83 responded
that they had not. This suggests that a large majority of business owners have a long-term commitment to
their businesses or that their businesses are unattractive to potential buyers.

Years to profitability		
Of 67 responses, 19 reported that their businesses were profitable from the first year of operation while
in 40 cases it took three years or less. Only one business (a large manufacturing business) reported it took
longer than 10 years to become profitable. It appears that the majority of startups which survive become
profitable relatively quickly.
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Return to initial investment		
Of the 71 companies which provided complete information, 14 achieved an average annual return of 10% or
less, 27 achieved a return of 20% or less, and 33 achieved a return of 25% or less. Expressed differently,
57 of 71 achieved a return of over 10% a year, 44 of 71 achieved a return of over 20% a year, and 35 of
71 – nearly half the sample – achieved a return of over 30% a year. A proportion of businesses – 14 of 71 –
achieved spectacular compound returns in excess of 100% a year. This suggests that returns to investment
in medium-sized enterprises in Namibia are relatively high.

Significant losses		
Of the 99 respondents, 42 reported that they had experienced some losses.

Potential for growth		
92 respondents believed that their businesses had “significant potential for growth”. The small number of
businesses which responded negatively to the question were predominantly older businesses.

GROWTH STRATEGY
26

Although 92 respondents stated their belief that their businesses
had “significant potential for growth”, a smaller number – 80 –
reported that they had a long-term growth plan or strategy for
their businesses. However, only 12 stated clearly that they had a
formal business plan while 34 simply stated that their plans were
documented. Most responding businesses did not have very detailed
growth strategies, a characteristic which presents a good opportunity
to add value for private equity finance. Most (32) involved an
investment period of three years or less. Only four respondents had
long-term investment horizons of ten years or more.

Finance for growth
When asked how much finance they required to implement their growth strategies, 35
responded that they required N$5 million or less, 10 required between N$5 million and
N$10 million, a further 8 required between N$10 million and N$20 million, while only 9
required more than N$20 million. Only one respondent required N$50 million, one N$200
million and one N$270 million. Demand for capital by Namibian medium-sized enterprises
therefore appears to be weighted towards the lower end of the spectrum below N$10
million. The average amount required across all respondents was N$16 million.
Of the 62 businesses which reported a need for capital to grow, 55 recognised that
they required additional expertise to implement their growth strategies. A wide range
of required expertise, often very specific to the field of business, was reported. These
were mostly the kinds of skills that a private equity partner would not be able to provide
himself, but could possibly help finance the acquisition of such. It is likely that many
of these skills would have to be imported, something which would run up against the
stringent labour market regulations currently in place in Namibia.
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Obstacles to growth		
On internal obstacles to growth, the most frequent response was the unskilled workforce with 33 followed
by the weak capital base with 28. Debt obligations did not appear to be a significant obstacle.
On external obstacles to growth, the most frequent response was access to finance with 37, followed by cost
pressures with 34, labour regulations with 32 and cost of finance with 32. Overall the issue of finance is
clearly significant for Namibian medium-sized businesses but perhaps not as crucial as often perceived.
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Raising finance		
Although 92 of the 100 respondents stated they believed their businesses had significant potential for
growth and had a growth plan or strategy, a much smaller number of only 50 businesses reported that they
had actually tried to raise the capital they said they needed. This suggests there is a significant divergence
between ambition and action.
Local commercial banks were the most important port of call for businesses seeking capital to grow with
47 businesses reporting that they had approached a local bank compared to just 16 which had approached
the Development Bank of Namibia, 4 which had approached other local institutions, and 2 which had
approached foreign institutions. A total of 28 respondents reported they had been successful in their
application for capital. Almost all successful applicants had business plans.

Preference for finance		
Most businesses replied that they preferred loans. However, 25 businesses responded that they preferred
equity to loans. When asked whether they would consider bringing on board new shareholders who
could help finance their growth strategies, 56 businesses said they would prefer bringing on board new
shareholders to help, while 36 responded with a definite no. These results suggest there is a certain degree
of openness towards private equity finance among medium-sized Namibian businesses.
Additional conditions entailed 1. new shareholders 2. there must be a clear exit, and 3. there must be active shareholders.
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Where to from here?
With a vision to roll out financial solutions geared at
meeting market demand, BFS intends to develop a
product that addresses the particular gap: An equity fund
for SMEs.
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We believe the research confirms demand and with the
appropriate structures we can put out a product that enables
high growth enterprises to maximise their growth potential
while delivering attractive returns to investors.
We invite equity investors with an appetite for this market to
contact us for further deliberations.
For more information on this initiative, please contact:
Kauna Ndilula at kauna@bfs.com.na
Anna Kangombe at akangombe@bfs.com.na
Tel: +264 61 388 600

Business Financial Solutions
(Pty) Ltd
7 Newton Street
P O Box 5064, Ausspannplatz
Windhoek, Namibia
Tel: +264 61 388 600
Fax: +264 61 239 772
			

www.bfs.com.na
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