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Foreword by Africa Foresight Group

As Africa’s largest and most populous country, Nigeria attracts considerable global investor interest. Think Ahead: Investing in
Nigeria’s New Economy seeks to demystify the investment process in Nigeria by highlighting key trends and best practices to
enable investors to successfully invest in Nigeria.

Historically a commodity-driven market with challenging economic risks for investors, the Nigerian investment landscape has
shifted over the past decade, with investor success stories increasing in new sectors. Our team has identified five such attractive
‘new economy’ sectors and embarked on a thorough process to analyse and deconstruct them. In the course of this work, we
were particularly impressed by the creativity of successful investors in identifying specific opportunities and harnessing their value.
And while certain investors adopt a high-risk approach to achieve outstanding returns, other financiers manage to achieve
satisfactory performance based on more conservative strategies.

Think Ahead: Investing in Nigeria’s New Economy draws on key investor insights to derive best practices for those seeking
successful deal-making in Nigeria. Having worked in this exciting country for several years, Africa Foresight Group (AFG) has
witnessed the breadth of unmet market demand the private sector has to satisfy across industries, many of which have potential
that reaches beyond the national borders. Our most important learn from completing the work on this report is that Nigeria has
suitable investment opportunities for most types of investors, if the strategy employed is right. We do hope that this report will
encourage more institutional and private financiers to look at Nigeria from this angle to unlock the hidden potential of the country.

Foreword by David Law (MD, Standard Chartered Bank)

With a population of just over 190 million people and GDP of over USD 375bn, Nigeria is an unparalleled economic livewire within
Africa. We have partnered with AFG on this report to explore the investment landscape and opportunities in the Nigerian economy,
highlighting the key trends, and best practices to enable investors to successfully invest in Nigeria.

Standard Chartered Bank has been operating in Nigeria since 1965. Encouraged by the significant interest of international
emerging markets investors and corporate clients in the Nigerian economy, we were delighted to support the creation of this report
by AFG to help with the demystification and unveiling of the opportunities at hand.

Through its research AFG has identified five attractive ‘new economy’ sectors and embarked on a thorough process to analyse
and deconstruct these opportunities. The objective of Think Ahead: Investing in Nigeria’s New Economy is to take an investor-
informed approach to determine the recipe of successful investment returns in Nigeria. The report provides detailed historical
transaction information, direct investor experience and legal and corporate best practice. Together these can be followed step-
by-step to arrive at investments best matched to experience and risk appetite.

It is my hope that through this report, we have enabled you to learn more about the dynamics and different elements at play within
Africa’s largest economy.
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Executive summary

Nigeria has started to recover from the 2016 recession, and its GDP is currently
estimated at USD 375.77bn?. It is crucial that investors consider this in terms of
increasing economic diversification, stable anticipated GDP growth over the next 10
years and new regional opportunities evolving across the country. Nigeria’s historic
growth, size and expected trajectory mean that it plays a critical regional and pan-
African role.
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Prior to the 2016 recession, Nigeria's investment traction had recovered to 2007 pre-
global financial crisis (GFC) levels, with transaction volume at USD 11bnin 2015. While
investment as a proportion of GDP has yet to recover fully to pre-GFC levels, the
investment recovery profile is different since the GFC. Investors have diversified away
from oil & gas and financial services, with investment in the latter dropping by c.40%
versus other sectors. M&A has become the most attractive transaction type over the
past decade, accounting for 83% of Nigeria’s investment value in 2015. More than 60%
of all deals in Nigeria are minority share acquisitions, mainly by foreign investors.

Sector stories begin to emerge when analysing investment value and the number of
deals over the past decade. Local and foreign investment trends have improved for
consumer goods, oil & gas, and power. Healthcare and TMT saw the strongest uplift
in ticket sizes between 2007-11 and 2012-16; consumer goods and power saw the
strongest increase in average number of deals per year.

Investors view FMCG, non-banking financial services, basic services (healthcare,
education, off-grid power), business services and real estate as the top five ‘new
economy’ sectors in Nigeria, based on demographic opportunity, regulatory
environment and market entry opportunity. These new economy sectors are the focus
of this report, due to the size of their domestic target markets, the low level of
associated sector red tape, and manageable barriers to entry in the sector. For each
of these new economy sectors, investors identified between three and eight particularly
promising opportunities that are ‘hot’, if their value drivers are well understood.

According to investors interviewed and surveyed for this report, returns in Nigeria can
be attractive, at 20-30% internal rate of return (IRR). However, the ability to achieve
this level of investment success is driven by the type of investment strategy chosen
and the risk appetite of respective investors. Investment strategies can either be
sector-driven top-down approaches starting with the identification of industries with
attractive sector dynamics, or target-driven bottom-up approaches based on a
company’s growth potential, management capability and operational strengths. The
strategies have different risk-return profiles and their level of attractiveness depends
on the type of individual investor.

The deal process in Nigeria is the same as anywhere else in the world: deal sourcing,
due diligence, bidding, value generation, and exit. However, specific best-practices for
each step provide investors with the highest likelihood of success in Nigeria. Most
emphasise on-the-ground verification of potential and assumptions, focusing strongly
on the people behind a business and on being a patient investor.

1 Nigeria was worth USD 375.77bn in 2017 - https://tradingeconomics.com/nigeria/gdp

Africa”
Foresight
13 September 2019 5 Group


https://tradingeconomics.com/nigeria/gdp

Think Ahead: Investing in Nigeria’s New Economy

Standard
Chartered

-
=
o

=
(&S]
=]

o
o
Pt

=

=

Methodology

2 Nigeria National Bureau of Statistics
3 The World Bank and IFC: Doing Business
4 Healthcare, education, off-grid power
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Introduction: Objectives and methodology of

this report

Objectives

With a mega population approaching 200mn, Nigeria is a key focus for global
businesses and investors. Back in 2015, investment transactions amounted to USD
11bn. Total FDI in Nigeria amounted to USD 5.12bn in 2016, and the country remained
the #2 destination for FDI across Africa?. Most investment comes from the United
States, Canada, UK, China, France and India. While Nigeria is among the top
destinations for private equity investment in Africa, the contribution of FDI to total GDP
is still below 5% due to perceived difficulties in sourcing targets and understanding exit
time frames.

The effects of the 2008 GFC were exacerbated by an economy predominantly reliant
on the oil & gas sector. The devaluation of the Naira in 2016 and the ensuing recession,
the opaqueness and lack of data on current and past transactions, plus regulatory
barriers paint a picture of a very challenging and potentially unattractive place to do
business. Indeed, Nigeria ranks 145 out of 190 countries (2017) for ease of doing
business.® Despite this, investors have closed transactions amounting to ¢.USD 64bn
over the past decade, indicating that Nigeria remains a very attractive destination for
investors in Africa. Tenable investment in Nigeria requires accurate information and a
pragmatic approach to investment decisions, while accepting recommendations and
adopting best practice from experienced Nigeria investors.

The objective of Think Ahead: Investing in Nigeria’s New Economy is to take an
investor-informed and focused approach to determine the requirements for the
greatest probability of successful investment returns in Nigeria. It provides detailed
historical information, plus investor, legal and corporate best practice. Investors will be
able to follow a step-by-step process to arrive at the investment best matched to their
experience and risk appetite. In addition, this report seeks to provide an informed
understanding of both the composition of Nigeria’s dynamic investment market, and of
the investment strategies that have proven successful.

The report begins with an analysis of the investment landscape, and considers overall
investment transactions, analysed by sector type, transaction type (i.e., public offering
vs private placement vs M&A), and shareholder acquisition type. Chapter 2 explores
Nigeria's five new economy sectors — FMCG, non-bank financial services, basic
services?, business services and real estate — focusing on understanding the dynamics
within each. Chapter 3 outlines the risk-return profiles of investment strategies to suit
given investor profiles in an effort to source successful opportunities in Nigeria.
Chapter 4 follows the deal-making process from sourcing targets to exiting
investments, providing best-practice for investors at each stage.

Methodology

The three main collection methodologies used were deal-flow analysis, an investor
monitor survey, and in-depth expert interviews.
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First, a careful triangulation of Capital-IQ transaction data (in addition to publicly
available sources) was performed to arrive at reliable estimates for 10-year investment
activity. Sector-specific investment trends and league tables informed our selection of

case studies for further analysis.

We used a multiple-choice investor survey to identify current perspectives and key
success factors for investing in Nigeria; 29 Nigeria- and non-Nigeria-based investors
responded in 2017. Those who responded had considered at least one investment
transaction in Nigeria since 2010. Additionally, 1:1 interviews were conducted with 27
investment professionals, legal firms and subject experts who agreed to contribute
detailed information on their experience of investing and doing business in Nigeria.

Figure 1: Summary of research methodology

1:1interviews with 27 investment
professionals, legal firms and subject
experts who agreed to contribute
detailed information on their experience
of investing and doing business in
Nigeria.

Deal-flow
analysis

Research
methodology

Investor
monitor

In-depth
interviews

Diligent triangulation of Capital-1Q
transaction data (in addition to publicly
available sources) to arrive at reliable
estimates for 10-year investment activity,
sector-specific investment trends, and
league tables that informed our selection of
case studies for further analysis.

Multiple choice survey of 29 investors to
provide a contemporary picture of current
perspectives and key success factors for
investment in Nigeria.
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1.1. Doing business in Nigeria

Nigeria has become a more challenging place to do business, dropping from 108 in
2007 to 169 in 2016 out of a total of 190 countries, according to the World Bank and
IFC ease of doing business rankings (Figure 3). Over the same period, average value
per investment transaction decreased by a CAGR of 8%. Even though Nigeria has
recovered slightly in the more recent ‘Doing Business’ publication (now ranked 145),
key contributing factors to its low ranking certainly include: very limited access to
electricity (only available to 45% of the population); the FX risks associated with
investing in the country and trading across borders; and the amount of red tape around
company registration and tax compliance.

Even though only 4% of investors in the survey monitor believe it is an easy place to
do business, 88% of the same respondents would be willing to invest in Nigeria (Figure
2). These numbers illustrate the conundrum of doing business in Nigeria, namely that
a majority of investors would invest there if they could envisage a profitable way of
doing so.

The remainder of this chapter provides insight into deal-flow over the past decade,
highlighting where investors have previously concentrated, and where they are
currently focusing.
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Figure 2: Ease of doing business in Nigeria, survey results

Nigeria is an easy place to do business Would you currently invest in Nigeria?
% of respondents % of respondents
Agree No
4% 12%

Disagree Yes
96% 88%
Source: Investor monitor survey conducted for this report (2017) Source: Investor monitor survey conducted for this report (2017)
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Figure 3: Doing business ranking and ticket sizes in Nigeria
Evolution of doing business ranking and investment ticket sizes in Nigeria

Ease of doing More challenging to do business
business
global rank v

(total: 190
countries)
-8% CAGR
250 -

Avg value 200 -
per

investment 2158
transacton 150 | T T T T T T T T T T T TS TS T oSS oo sssss-oms-e-
USD mn
232 205 232
100 -
187 - »
128
50 - 105 114

62

0 T T T T T T T T T Y
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Source: The World Bank, Economy Rankings; The World Bank and IFC: Doing Business; S&P Global Market Intelligence -
Capital 1Q

Figure 4: Access to power, Nigeria versus South Africa
Daily power generation, in MW

Access to power is a @ *
barrier to doing

business in Nigeria 140,000 - 130,909
120,000 -
Hours of power outage 196 100,000 -
experienced by
companies 80,000 -
per month
60,000 -
40,000
40,000 -
20,000 -
3,600
0 4
Nigeria South Africa Required in Nigeria using SA as a

benchmark*

* Extrapolated value based on population sizes; Source: Power Africa; The World Bank and IFC: Doing Business
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As of 2015, investment activity had
recovered to pre-GFC levels

The 2016 recession saw a slump in
both the number and value of
investment transactions in Nigeria

After the recession and related FX
crisis, the recorded average value
of investment transactions dropped

13 September 2019

by over 50%

1.2. 10-year review of investment activity

Private equity and M&A-type deals accelerated in the early 2000s on the back of the global
commodities boom, liberalisation and privatisation of key sectors of the Nigerian economy
such as telecommunications, and increased political stability following the adoption of
democracy. In 2007, 42 deals totalling USD 10bn were completed across all sectors.
However, contraction in the global economy due to the GFC saw deal-flow decline
significantly and almost cease in 2009, with only 18 deals totalling USD 1bn completed.
Average deal size fell to USD 62mn in 2009 from USD 232mn in 2007 (Figure 5).
Government U-turns such as the reversal of important deals — notably the USD 750mn oil
refinery investment by Dangote — and the vacuum created by the prolonged absence of
President Umaru Yar'Adua forced investors to adopt a ‘wait and see’ approach.

Figure 5: 10-year investment activity in Nigeria
Total value of all investment transactions (USD bn)

12

L bl Qaiaal bl

II-IIIII i |

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Number of investment transactions

60 -
50 -

40 - T T
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20 -

. l

0 - T T T T T T T T :

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Average value per investment transaction
USD mn

250 ~

200 -

150 -

100 -

Al '
0 - T - - - - - - - .

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Source: S&P Global Market Intelligence - Capital I1Q
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After the death of President YarAdua, Goodluck Jonathan took office in May 2010;
investment activity rebounded, with renewed investor interest buoyed by strengthening
market confidence and fiscal stability. Following the rebasing of the country’'s GDP in
2014, Nigeria emerged as the largest economy in Sub-Saharan Africa. In the same year,
the country held a hotly contested election that saw the first peaceful transfer of power
from the People’s Democratic Party to the APC under President Muhammadu Buhari.
The peaceful transition of power further boosted investor confidence and deal volume
began to grow, exceeding 2007 levels to peak at USD 11bn in 2015. However, delays in
forming a cabinet as well as the decline in crude oil prices created a situation of strained
FX revenues and inconsistent regulation to control FX flows.

The 2016 devaluation of the Naira and subsequent volatility created a challenging
situation for import-dependent industries and an environment where investors were
hesitant to bring money into Nigeria. This led to a steep decline in total transaction
value to USD 3bn in 2016. The number of transactions declined from 49 in 2015 —
which exceeded the 42 transactions in 2007 — to 27 in 2016. Average value per
transaction value declined by 51% from 2015 to 2016 (Figure 5).

Prior to the 2016 recession, investment activity in Nigeria had recovered to pre-GFC
levels; however, investment as a proportion of GDP has not. In 2009, total transaction
value accounted for only 0.3% of GDP, down from 3.2% of GDP in 2007. While the
value of transactions as percentage of GDP continued to rise through 2015, it has not
recovered to pre-GFC levels (Figure 6).

landscape

=
=
[}
=
5
17}
[}
>
=
o
=
'_

Figure 6: Value of investment transactions
% of annual GDP (USD bn)
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*For analytical purposes, the rebasing of Nigerian GDP in 2013 has not been accounted for in the annual GDP figures;
Source: S&P Global Market Intelligence - Capital 1Q
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M&AS has become a more attractive transaction type than public offerings® and private
placements” over the past decade. Public offerings and private placements jointly
constituted 59% of transaction values in 2007; but the Nigerian investment landscape
has since shifted towards M&A, which made up 83% of transaction values by 2015
(Figure 7). This can be explained by disenchantment with public markets in favour of
reliance on networks and trust-based relationships as a fundraising method.

The fact that public offerings accounted for 71% of transactions in 2008 shows the
relative ease of financing via public markets even into the beginning of the GFC, albeit
this was limited to certain sectors such as banking. Reduced funding from this source
after the GFC meant that companies had to seek funds elsewhere. The decreasing
prominence of public offerings in Nigeria between 2008-12 highlights the lack of trust
in public markets as a way of financing projects, as well as a lack of faith in the broader
market’s ability to support larger offerings.

As global investment activity began to accelerate between 2010-15, one would have
expected a corresponding acceleration in public offering activity, but instead it was
replaced by a sharp increase in M&A activity and a revitalisation of private placements
to pre-2008 levels.

In 2007, M&A constituted 41% of investment activity, close to the 45% made up by
public offerings. This represents an approximate equal preference for raising funds via
public and private methods. By 2015, M&A represented 83% of the USD 11bn value
of investment transactions. Between 2012-16, M&A had a weighted average of more
than 70% of all transaction value, with private placements averaging 14% over the
same period. The transaction data shows investors’ and corporates’ distinct preference
for private financing.
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Figure 7: Contribution of investment types to total investment value

of two or more companies

USD mn
Merger/Acquisition = Private Placement ~ m Public Offering
Public offering refers to both the 10 7 1 2 8 4 8 10 11 3
initial public offering and follow-on 100% -
issuance in public markets 90% 13% 11% 16% 13%
’ 30 26% 25%
80% - ° ’
45% 46%
Private placement refers to a 70% -
funding round via a private offering 60%
to a small number of investors
50% -
40% - 83%
Merger/Acquisition refers to the  30% A 62% 62%  65%  6.6% 64%
. . P 0,
bilateral purchasing and/or joining g0 | 419 49%
10% - 19% 22%

0% T T T T T T T T T Y
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

* AMCON purchases of Keystone and Mainstreet Banks in 2011 are two of the top five deals by value over the past decade,
both private placements; Source: S&P Global Market Intelligence - Capital 1Q

5 Merger/Acquisition (M&A): A merger means that a company acquires another company and folds it into itself completely, so that the acquired
company ceases to exist. Under this transaction the buyer purchases existing securities, equity or debt, of the company being acquired.

6 Public Offerings (PO): Public sale of newly issued securities sold by the issuing company or its existing shareholders for a variety of reasons,
such as raising funds for future growth and expansion, without having to incur any kind of debt. The securities are sold in the public market for
purchase by retail and institutional investors.

7 Private Placement (PP): Private sale of newly issued equity or debt securities by a company to a selected investor or a selected group of
investors to raise funds for a general or specific purpose. The stakes that buyers take in private placements are often minority stakes (under 50%),
although it is possible to take control of a company through a private placement as well. The new securities issued in the transaction are not
immediately tradable. If they are, then such trades are captured as a Public Offerings Transaction.
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Despite an increase in the availability of capital since the GFC (transaction values rose
to USD 11bn in 2015 from USD 1bn in 2009), investors and corporates have favoured
M&A private financing to public markets. Investors prefer private transactions because
of the greater sense of trust generated in such business relationships, even though
they are more onerous and time-consuming to source, perform due diligence on, and
close.

M&A represented more than 70% of the value of transactions between 2012-16,
totalling USD 26bn; M&A also had the largest average transaction value of USD 248mn
over the same period (Figure 8). Bilateral M&A deals became more popular and larger
than more easily accessible public offerings despite greater availability of capital in the
market. In terms of transaction types, 2007 looks conspicuously different to 2015-16.

Both M&A and private placements gained market share from public offerings following
the GFC; however, private placements have been most consistent and were
impervious to the recent recession (Figure 9). As private placements rely on small
networks of investors rather than bilateral M&A, their structure may provide a more
diversified risk portfolio that is attractive to investors regardless of market volatility.
Private placements provide a more resilient form of fundraising than M&A or public
offerings.
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More than 60% of all deals in Nigeria are minority share acquisitions, meaning that —
on the whole — investors are content to take a non-controlling stake in a deal. This is
particularly true of foreign investment, where 64% of all deals between 2007-16 were
minority acquisitions (Figure 10). Minority deals are typically characterised by
confidence in the current management and trajectory of the company, compared to a
majority acquisition deal where an investor may intend to play a more active role in
designating the company strategy.

Figure 8: Value contribution by transaction type, 2012-16
USD mn
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30,000 | e - - - - -

25,000 -
20,000 -
15,000 -
10,000 -
5,000 -

0 - T T .
Merger/Acquisition Private Placement Public Offering Total

Average ticket @ @ @ @
size in USD mn

. = Average ticket size in USD mn

Source: S&P Global Market Intelligence - Capital 1Q
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Figure 9: Number of investments per transaction type, 2012-16
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Source: S&P Global Market Intelligence - Capital 1Q
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Deal size is a determining factor for the likely type of shareholder acquisition. Majority
share acquisitions account for 62% of all deals larger than USD 50mn (Figure 11).
While most deals are minority acquisitions, smaller deals tend to be minority share
acquisitions or joint ventures (JVs); majority share acquisitions are generally larger.

The profile of investment transaction growth since the GFC is characterised by the
transition from mostly public offerings to a majority of M&A, and an increasing
preference for minority deal acquisitions.

Figure 10: Type of shareholding acquired: LDI vs FDI in %
2007-16

62% of all deals 4% of all deals 34% of all deals

61%
ofall

FDI deals

39%
of all

LDI deals

Minority JV Majority
Source: S&P Global Market Intelligence - Capital 1Q

Figure 11: Type of shareholding acquired by deal size segments
2007-16

>500mn USD

50-500mn USD

>0-50mn USD

Minority JV Majority

Average deal
size in USD mn @ @ e

Source: S&P Global Market Intelligence - Capital 1Q
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1.3. Sector-specific investment trends

Investment diversification by sector has been increasingly evident since 2012. Investment
in the traditionally large financial services and oil & gas sectors has fallen by 18% when
comparing 2007-11 data to 2012-16 (Figure 12). At the same time, renewed investment
activity indicates higher average transaction numbers and values in several key sectors.

Consumer goods, TMT, oil & gas, and power are all characterised by increases in both
LDI (local direct investment) and FDI (foreign direct investment) flows. Healthcare and
RE/industrials/materials also saw increased FDI; indeed, all sectors except financials
saw higher FDI in the latter period. Demand from Nigeria’s growing consumer class
continues to attract foreign investment into the consumer goods sector; it experienced
noticeably large LDI and FDI increases between 2007-11 and 2012-16. Healthcare,
industrials, and real estate saw very little LDI activity between 2007 and 2011, but a
considerable percentage uptick in FDI, indicating that these are potentially new and
growing favourites for foreign investors. Real estate and industrials/materials both
indicate higher levels of FDI than LDI. This suggests that foreign investors are
increasingly interested in more long-term investment plays (Figure 13).

Healthcare and TMT saw the strongest uplift in ticket sizes in the five years between
2012 and 2016 versus the previous five years, up 233% and 79%, respectively (Figure
14). Investment in oil and gas rose 73%, boosted by the Nigerian government’s local
content regulation and the divestiture of marginal oil fields by international oil
companies. Excluding financials, all sectors saw higher average transaction values
between 2007-11 and 2012-16. This marks the beginning of a diversification story
away from the commodity-driven sectors that contributed to Nigeria’s pre-GFC growth.

Significant bank mergers in years immediately after 2008 contributed to a relatively high
average transaction value of USD 230mn. However, investors interviewed for this report
expressed scepticism about the accuracy of the valuations struck for these bank deals.
Many of those interviewed believe these deals to have been mispriced.

Figure 12: Sector contribution to cumulative value of transactions
%

100% -

90% -

80% -
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60% - 0il & gas ® Consumer Goods

50% - m Healthcare

40% - ® Industrials, Materials

30% - o m Real Estate Oil & gas
Financials

20% - u TMT

10% - Power o
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0% T .
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Source: S&P Global Market Intelligence - Capital 1Q
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Figure 13: Sector breakdown: Cumulative value of transactions, 2007-11 vs

2012-16
USD mn
Local direct investment*
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— * Only accounting for public placements and M&A deals, public offerings have been excluded; Source: S&P Global Market
5 o Intelligence - Capital 1Q
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* Only accounting for public placements and M&A deals, public offerings have been excluded; Source: S&P Global Market
Intelligence - Capital 1Q

Sector breakdown: Cumulative value of transactions, 2007-11 vs 2012-16
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Consumer goods and power saw the strongest increase in average number of deals
per year, up 67% and 300%, respectively, between the two five-year periods (Figure
15). The healthcare sector recorded the lowest number of transactions: only eight for
the 10-year period, and none recorded in 2008, 2010, 2011 and 2013. This dearth of
transactions is despite an enormous need for healthcare and growing demand for
higher-quality healthcare services. Scarcity of quality assets and a high level of
fragmentation in the sector are often cited as barriers to private investment, according
to one of the investors interviewed.

The energy sector maintained a prominent position in the recovery post-2009, with the
largest average transaction value and the second-highest average number of
investment transactions per year. While energy continues to play an important role in
driving overall transaction activity, diversified sectors with high investment levels have
emerged post-2009.

The average number of private placement transactions has surged in the consumer
goods space while public offerings have only increased in financials. The number of
private placements increased from 3 to 20 between the two five-year periods. Public
offerings either decreased or stayed the same in all sectors except financials, which
increased from 15 to 27 over the same period.

Figure 14: Sector breakdown, average value per investment transaction (USD mn)

2007-2011 Average uplift % 2012-2016
Consumer 2 Consumer
goods goods
Oil & gas 73 Oil & gas 326
Financials 230 -36 Financials
Healthcare 233 Healthcare
Industrials/ 11 Industrials/
Materials Materials
Real Estate 27 Real Estate
T™MT 79 T™MT
Power 192 7 Power 204
0 50 100 150 200 250 0 50 100 150 200 250 300 350
Source: S&P Global Market Intelligence - Capital 1Q
Figure 15: Sector breakdown, average number of investment transactions (USD mn)
2007-2011 Average uplift % 2012-2016
Consumer 67 Consumer
goods goods
0il & gas 60 0il & gas
Financials 10 10 Financials 11
Healthcare -50 Healthcare
Industrials/ .18 Industrials/
Materials Materials
Real Estate 33 Real Estate
™T 10 T™T
Power 300 Power
12 12
Source: S&P Global Market Intelligence - Capital 1Q
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Figure 16: Sector breakdown, number of transactions per transaction type
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We have identified five Nigerian ‘new economy’ sectors that were cited as the most
attractive to investors in the course of our research, based on specific decision
parameters. This chapter further outlines the thought process behind shortlisting these
five industries and offers a detailed view on the specific pockets of opportunity in each
sector.

The identified new economy sectors are:

e Fast-moving consumer goods (FMCG)

e Non-banking financial services

e Real estate

e Business services

e Basic services (healthcare, education, and off-grid power)

These sectors are characterised by specific traits and are driven by discrete factors
important to investors. Three investor-driven criteria were used to determine if a sector
qualified as a ‘new economy’ sector:

e Demographic opportunity
e Regulatory environment
e Market entry opportunity

Figure 17: Nigeria’s ‘new economy’ sectors
We have identified five ‘new economy’ sectors through our research that are particularly attractive for investment

(%]
@ -
2= Demograp_h|c Regulatory ! entry Reasoning based on expert interviews conducted
= opportunity environment opportunity
=] -
= S Sector Size of domestic Stg’;' roef d Manageable
= 2 target market tape entry barriers

e N e T T T e EEEEEEEEmEmmm——— |
FMCG Rapid urbanisation and large number of untapped consumer product
opportunities; comparatively low level of regulation
on-banking Scalable sub-opportunities as financial inclusion increases and
in. services incomes rise, often through the leveraging of technology

=Z

Traditional publicly provided services are not provided in Nigeria,

Basic services* . ; . L
opening up substantial private-sector opportunities

Business
services

Providing outsourced or vendor functions to the growing company
base in Nigeria, lower risk compared to B2C opportunities

Urbanisation is driving up land prices and demand for commercial and
non-commercial development (office space, housing ...)

Larger numbers of consumers with large infrastructure and high
regulatory barriers to entry; strong incumbent players

Industry is likely awaiting more consolidation, yet comparatively low

Banking returns and high level of regulatory risk

Heavily regulated industry with government ownership of grid power

Ol pErEr companies; high barriers to entry

Heavily regulated industry with very high barriers to entry and strong
dependency on international prices

Medium ‘New economy’ sectors: Focus of this report

Source: * Basic services: Healthcare, education, off-grid power
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With respect to the demographic opportunity, our research team asked investors for
their assessment of the size of the domestic target market, effectively how large or
scalable opportunities are in this sector. In terms of the regulatory environment,
investors were asked to assess the level of bureaucratic challenges within each
sector. Market entry relates to investor perspective on the level of barriers to entry
in an industry, namely, how challenging it is for potential entrants to begin operations
(Figure 17).

Figure 18: Three dimensions of analysis for each target sector
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Five sectors under analysis:

FMCG, non-banking financial services, basic services, business services, real estate

For each new economy sector — FMCG, non-banking financial services, real estate,
business services, basic services — we assessed its attractiveness for investment;
mapped opportunities within the sector identified by investors; and delved into the
specific value drivers to achieve returns. Analysis of each new economy sector was
based on the criteria set out above, namely demographic opportunity, regulatory
environment and market entry opportunity.
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2.1. Snapshot of real estate

According to investors, real estate is generally an organically expanding sector due to
company growth and serves as a unique asset class given the debt structure of many
investments. Tremendous opportunities exist for expansion in Nigeria’s commercial and
residential real estate sectors; the primary drivers being rising urbanisation, available
Public Finance Authority (PFA) money to invest, and low commercial penetration. While
the stock of office buildings has increased recently, market growth over the past few
years has made this stock too expensive and utilisation rates low, but investors expect
more deal opportunities over the next few years.

Land in Nigeria is often owned by regional governors. Stamps of approval are required
for land acquisition and bureaucracy creates confusion and challenges over title
ownership. That said, the process is more straightforward and transparent in urban
areas, where more attractive opportunities can be found.

Given the effects of recent FX volatility and the capital- and debt-intensive nature of
real estate, there has not been significant interest in Nigerian real estate development
and transactions recently. While there are important players active in all real estate-
development areas, these alone will be unable to meet the future demand for property
in Nigeria (Figure 19).

Real estate is divided into commercial and residential. Investors identified office buildings
and retail space as sub-sectors to focus on. Retail space provides an attractive opportunity
as investors believe urban areas are currently underdeveloped in terms of retail space
penetration. With urbanisation and a cultural interest in local and international brands,
shopping malls have become very attractive to many Nigerian consumers.

Investors highlighted mass-market affordable homes as an attractive sub-segment.
According to an interviewed investor, there is a need for 70mn housing units, and
developers who can create an attractive operating model could reap considerable returns
in the years to come. University housing is an important sub-sector because the question
of land ownership is solved in advance while the demand is steady and stable. Payment
collection can also be facilitated through the university system, therefore one of the most
cumbersome issues of undertaking a development is already resolved (Figure 20).

Figure 19: Assessment of attractiveness for investment, real estate

Demographic opportunity . Regulatory environment Market entry opportunity .
Nigerian population in mn Anecdote Key players
Private equity investor, commercial real Residential + AirCom
estate in Lagos: development
Population in 206 p UPDC
2020 . ;
! “After obtaining all the relevant land titles Actis
. ! from the local government, we had to work . . RMB
I ” . . . Commercial
! through permits while securing financing. development
Thereof in - 99 It was a balancing act, ensuring that all our * Novare UPDC
rural areas debt and financing was secured while . Landmark Group
i | simultaneously acquiring the local
I . . . . . .
! construction permits and concession to begin Large-scale + Capital Alliance
Urban areas 107 bunldlng_on time. Yog have to account for development Resilient Africa
delays in your business plan from the
start to make sure you raise enough money.”  Industrial . Stanbic IBTC

Urbanisation has created considerable demand
for property. Nigeria currently has 500,000sgm in
retail space compared to 390,000sgm in Nairobi.

development

Obtaining permits and land ownership is a There are important players who are active at scale
lengthy process and can easily interfere with in all areas of real estate development, yet these
the fundraising for adeal, leading to higher cost alone will not fill the large future demand for
of financing. property.

Source: United Nations World Urbanization Prospects, Stanbic IBTC, Ubosi Eleh + Co

13 September 2019

Africa”
Foresight
24 Group



Standard

Think Ahead: Investing in Nigeria’s New Economy Chartered &

Interviewed real estate investors focused more on commercial opportunities than
residential. As FX rates stabilise they expect interest to shift in favour of residential
opportunities. Overall, in the next 2-3 years investors expect there will be significantly
more investment in the below highlighted real estate opportunities.

Three of the main value drivers in real estate are: securing ownership/lets early in the
process; obtaining local construction permits in a timely manner; and modelling
utilisation scenarios that will impact cashflow. Investors believe issues will arise if these
factors are not executed appropriately.
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Figure 20: Opportunity map: Real estate

Office buildings Luxury residential towers
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PE investor: “The market has slowed down because of the recession, but the long-term drivers

of this opportunity remain unchanged; you can expect 2-2.5x return over a 6-year period.” Detached houses

Warehouses Affordable mass housing

Retail spaces Real estate expert: “Places such as Ikoyi and Victoria Island are saturated when it comes to luxury
apartments. The big challenge of housing in Lagos is affordability for the masses — if you can
PE investor: “All urban areas in Nigeria, including Lagos, are very underdeveloped in terms of  make that happen, you will win returns in a few years.”
retail space penetration in comparison to other mega cities in Africa (less than 10%).”

Hospitality Institutional housing

] . Institutional investor: “We think there is a big affordable housing opportunity, but it should be
Industrial facilities anchored around existing institutions such as universities — land is sorted there already and
payment collection is easy through their existing systems.”

| Top opportunities mentioned by investors; Source: Interview results
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Figure 21: Value drivers, real estate

 Securing lets early to ensure that there is some utilisation upon finishing the
project

» Making use of realistic listing periods for new buildings
(2 years is best practice)

Real estate investor:
“Prior to any project we determine the different scenarios that get us to 100%
utilization where cash flows cover costs.”

» Obtaining local construction permits in timely manner to avoid project delays

« Attaining relevant land titles from the government Nigerian PE investor:
« All equity investments and debt need to be 100% secured before starting a real “We have shied away from real estate, even though it can be attractive, because
estate project the project execution risk and debt leverage are just too high in Nigeria.”

« Taking time to fully engage the regulator

« Factoring in different utilisation scenarios that will significantly impact free
cashflow

« Accounting for delays that will affect the execution timeline and corresponding
capital requirement

PE investor:

“We had to build a large number of different scenarios to arrive at the right
valuation and capital need for this project.”
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Source: Interview results
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2.2. Snapshot of FMCG

The FMCG sector is driven by what an investor described as the “emerging African

consumer story."8 FMCG constitutes part of the new economy because of extensive

market opportunities, liberal regulatory oversight, and low industry rivalry. Demographics,
rising household incomes, and cultural pressures create potentially lucrative
opportunities in the FMCG space. With an expected population of 206mn by 2020, there
should be 47mn Nigerians in the middle- or upper-class income brackets (Figure 22).
Nigeria’s rapidly growing population, paired with increasing income, positions FMCG as
an attractive sector that is, according to investors, capable of surviving recessions.

While all intermediate and large mergers (>NGN 250 million) must seek approval of
the Nigerian Securities and Exchange Commission (SEC) per the Investments and
Securities Act of 2007, there are no specific regulations in the FMCG space. This
means that there may be various licences and consents needed from an operational
perspective, but not from an investment perspective. For example, an investor might
have to obtain concessions for aspects of their growth plan (e.g., building new
factories), but no approvals or notifications are required beyond the SEC.

Outside of regulatory bodies, import/export policy specifically in the FMCG space can
make certain sub-sectors more, or less, attractive. For instance, an import ban on
either a product or machinery essential to the value chain would have an impact on
potential opportunities.

Conceptualised in terms of a master pyramid, the biggest opportunities are the ones
at the lowest segments of the pyramid. Many items (or varieties) are not yet accessible
to Nigerians; the more basic the consumer goods product the bigger the potential
market appears.®

FMCG opportunities fall into two buckets based on client type: those that are direct to
consumer (B2C), and those that support industry (B2B).

Figure 22: Assessment of attractiveness for investment, FMCG

Demographic opportunity
Nigerian population in mn

Regulatory environment
Anecdote

Market entry opportunity
% of market share, soft drinks, 2015

Population in
2020

Annual income
<5,000 USD *

Annual income
>5,000 USD *

Considerable opportunities in FMCG due to the
increasing disposable income of close to 25% of
the population who are looking to improve their
lifestyle.

Private equity investor, consumer goods:

) N NBC (Coca-Cola) 378
“There is no specific consumer goods
regulator in Nigeria, so once we had SEC SBC (Pepsi)
approval we were on course to begin )
construction and initiate the project — or so Heineken
we thought. After all financing and deal Diageo
contracts were signed, we still had not been
granted the permit to drill a borehole La Casera Launched
necessary to operate our bottling company. post-2000

Access to water is a key input to our Aje
operations, and as such this permit delayed
and almost caused the entire project to fall
through.”

Others 131

There is no sector regulator in Nigeria for the
consumer goods industry, yet non-sector-
specific regulatory risk has to be accounted for
in operational planning.

Example: Soft drinks market — Even though there
are leaders in the market, new entrants show that
it is possible to capture share with the right
products.

* Middle- and upper class defined as annual income level of at least 5,000 USD per person
Source: McKinsey & Company Africa’s growing giant: Nigeria’s new retail economy, Canadean

8 |nvestor interview
9 Investor interview
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B2C categorisations are based on product type and include foods, beverages, apparel,
housewares, and beauty. Within food, interviewed investors recommend opportunities
with low-input products, such as basic foods/dry good and meat/fish, or products that
people will always buy independent of the economic climate. These products cater to
the largest consumer segment, can be locally sourced, and have few inputs. Soft
drinks, similarly, cater to the broadest potential market share in Nigeria with attractive
margins (Figure 23).

Recent regulatory action has prohibited the importation of all types of footwear (excluding
certain types of safety shoes, sports shoes, and canvas shoes) to Nigeria.10 Similarly,
there is a ban on basic furniture imports, with several specific exceptions. These bans
have made local shoe and furniture manufacturing attractive new opportunities for
investors given the protection from international competition.
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Figure 23: Opportunity map: FMCG

Confectionary l Beers 1

|
) FMCG expert: L
Basic/dry food “People will always buy Spirits

FMCG expert:
“Attractive margins
and if your product
is good this is a
cash-only business”

this — no matter how

Instant food bad the economy is”

Water

Meat/fish/dairy
5

PE investor:

“We went into The North of

poultry because Shoes/leather Mger a h‘j’s cheap Detergents
meat demand is high-quality leather

skyrocketing and and investing there

is easier than in the
South”

Fabrics Kitchen utensils

chicken imports are
banned in Nigeria”

Ready-to-wear Light furniture

Body products

Hair products

Make-up

FMCG expert:
“This is very
attractive for
garment and rug
producers because
it's the same
machines and the
market is massive!”

Chemicals

Raw materials

Intermediates

CEO of agricultural holding
company: “Investors still shy away
from agriculture because it takes
time to make money there —
however, there is big opportunities
in processing intermediate goods
for the food processing industry
locally that can help them to
reduce import cost.”

Paper

Plastics

Founder of PE fund:
“Packaging is a big thing for
consumer goods manufacturers
in Nigeria — we managed to
start producing cans locally,
was one of our best
investments.”

Distribution

Redistribution

Tradition. retail

’_I

E-commerce

l

FMCG expert:

“Building a good distribution
network in Nigeria for consumer
goods is one of the toughest
things you can get yourself into;
yet, once you have it or if you
find one to acquire, it's a real
asset that people will pay a lot
of money for.”

[ ] Top opportunities mentioned by investors; Source: Interview results

Figure 24: Value drivers: FMCG

chain

* Full or category exclusivity with distributors

+ Minimising out-of-stock along the route to market

* Focusing on existing products for the valuation

« Ability of a company to set prices and pass price increases on to the consumer
» Well-designed route-to-market with healthy margins for the company and down the

+ Core products that still have high market potential

* Improving the operations of production plants to ensure full utilisation of capacity
* Building out salesforce excellence in the organisation

» Factoring in the impact of inflation on imported inputs for the company

PE investor:

“It is fun to think of new product innovations for an FMCG company, but often the

magic lies in fully squeezing out the potential of the existing product portfolio.”

FMCG player:

“We had to strike a lot of special deals with banks during the recession to get hold of

dollars.”

Nigerian consumer goods player:
“Distribution is one of the hardest things to build in Nigeria. We built our network for
more than 20 years and it’s like a military operation.”
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Within hair and cosmetics, investors highlighted wigs and extensions as a specific sub-
opportunity of interest. This is a particularly sticky industry, according to interviewed
investors, which uses the same machines as making carpets, and the market is large
in Nigeria owing to specific beauty standards of female consumers in the country.

B2B sub-categories include input materials, packaging, and distribution. Investors
highlighted proximity to raw materials on the value chain as the main factor for B2B
opportunities. Investors seek sub-sectors where raw materials are available locally.
Within inputs, interviews highlighted investments in processing agricultural
intermediates, which help reduce the input costs along the value chain.

Investors highlighted three of the main value drivers: the ability of a company to act as
a price setter and pass increases on to the consumer; maintaining operational
efficiencies; and factoring in input/FX costs. Potential market size can be so large that
designing an effective route-to-market, paired with factories operating at full utilisation,
can offer sizeable rewards.
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2.3. Snapshot of non-bank financial services

Nigeria is poised for a proliferation of non-banking financial service opportunities.
Close to half of the population is still unbanked, yet most Nigerians are in possession
of mobile phones, highlighting one of several driving forces behind opportunities in

non-banking financial services.*

Investment activity the non-banking financial services sector is overseen by several
regulators.

The SEC is responsible for approving all transactions, irrespective of industry, making
it a ubiquitous regulator — that is, making no transaction more or less challenging than
another from an SEC perspective.

The Central Bank of Nigeria (CBN), whose approval is required for acquisitions of
banks or assurance providers. Our focus on the non-banking financial services sector
puts the CBN largely out of scope for transactions. Both the SEC and the CBN are
considered well-run organisations, with criticism that the SEC lacks transparency
around what is required for approval as well as an understanding around approval
response times. These criticisms are relevant for transactions in all sectors, not
specifically non-banking financial services.

The National Insurance Commission (NAICOM) is the insurance sector regulator,
responsible for ensuring the effective administration, supervision, regulation, and control
of insurance businesses in Nigeria. According to an interviewed insurance company, new
insurance providers and acquisitions of insurance providers must be approved by
NAICOM. Both interviewed investors and companies who completed deals in the
insurance space referred to NAICOM as a transparent organisation that did not increase
impediments to deal closures.

Figure 25: Assessment of attractiveness for investment, non-banking financial services

Demographic opportunity
Nigerian population in mn

Market entry opportunity
% market shares of top 5 non-life
insurers, 2015

Regulatory environment
Anecdote

Population in 2020 m

Banked
Unbanked

1
1
No mobile phone 5 I

Own mobile
phone m

Close to half of Nigeria’s population is still
unbanked, yet most are in possession of mobile
phones - large opportunity for payments and
fintech services.

Corporate representative, international

insurer, on investment in local partner: Leadway 9
“As with other transactions we needed SEC .
; Custodian 8

approval and as an insurance company we
also needed NAICOM to review the deal.
They are an effective regulator, main issue Allied Insurance 6
was transparency around approval times.”

. ) o Mutual Benefits 6
Fintech investor, Nigeria:
“Regulation in the financial technology
space is still in its early days in Nigeria, NEM Insurance 6
which gives room to act more flexibly.”
In contrast to banking, regulation in other Example: Insurance market — No dominant

financial services sectors is perceived as
effective and lean when it comes to financial
technology products.

players with more than 10% market share,
allowing for new entrants with a fit value
proposition.

Populationpyramid.net, 2015 Insurance Digest; Central Bank of Nigeria — Financial Inclusion Projections;

Source: Nigeria Fixed Broadband Market Statistics and Analysis (Biddle.com)

11 Central Bank of Nigeria — Financial inclusion projections
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The non-banking financial services sector is opening the market to more players,
creating an attractive investment proposition. This, at a time the traditional banking
sector is undergoing consolidation. The insurance market, for example, has no current
dominant player with over 10% market share, making it an attractive opportunity from
a market entrant perspective (Figure 25).

The opportunity buckets in the non-banking financial services sector include payments,
insurance, lending, and wealth management. Of these, one of the most visible and
attractive payments opportunities is in the digital transaction services space. Digital
transaction services are well-suited to leverage platform technology, making these
solutions highly scalable. Accordingly, digital transaction services — companies like
Interswitch, Flutterwave, etc — and e-commerce are sectors that investors have
highlighted as particularly attractive.

As financial inclusion expands in Nigeria, local insurance is an attractive opportunity
for investors. Data-driven risk profiles will allow insurance providers to reliably scale
their operations. Investors in non-banking financial services highlighted more
consistent monthly incomes as a driver behind both insurance and micro-finance
opportunities (Figure 26).
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Figure 26: Opportunity map, non-bank financial services

Payments Insurance
Digital transaction services Casualty

PE Director: “Only 1% of transactions in
Nigeria are non-cash. As financial inclusion
increases — and it will — digital transactions
infrastructure will need investment due to the
sheer volume of transactions.”

CEO of African insurance company: “Every
one of the nearly 200 million Nigerians is a
potential life-long insurance customer for us.
This is a large strategic opportunity, and in 20
years we expect to have a very big business in
Nigeria.”

PE Investor:
efforts to inc|

Switching
Assets
Mobile money
Business

more Nigerians with consistent monthly
income — there are opportunities to create
reliable risk profiles for scalable lending across
the country.”

Lending Wealth management

PE Investor: “There is USD 20bn in pension

funds in Nigeria; as the market stabilizes we

expect these funds to look for diversification
options.”

Institutions

g Legal firm: “Companies have begun to amass
large cash balances and are looking for
strategies to employ those assets.”

“With public and private sector
rease financial inclusion — and

Saving and loan associations

Private wealth

Top opportunities mentioned by investors; Source: Interview results

Figure 27: Value drivers, non-banking financial services

« Leveraging technology to drive down operational cost and reach the unbanked
population

« Partnerships to increase financial inclusion, both on the B2C and B2B side

« Ability to scale early fintech firms based on proof of concept

» Managing transactions and currency risk

» Understanding the technology side of the company as much as possible to
identify potential weaknesses that will hinder scaling

» Understanding cost to serve for distribution through traditional or tech-enabled
networks

» Accounting for contingencies when valuing the business — especially with
regards to transactions, default and currency risks — with great care

PE investor:
“We are actually willing to go down to USD 5-10mn investment volume when we
see a good fintech opportunity because we are certain that it will pay off.”

US-based investment firm:
“We are dollar investors, and it was very difficult to understand the currency and risk
we were actually investing in.”

UK-based corporate investor:
“We know that we need to be patient with seeing returns in insurance.”

Source: Interview results
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The key value driver for revenue generation in non-banking financial services is
leveraging technology to increase operational efficiency by partnering with relevant
companies in the sector and investing in early stage fintech firms that have proved
scalable. The importance of technology further extends into operations as a value
driver because it can be used to identify weaknesses, among other drivers (Figure 27).
Lastly, accounting for contingencies is important when valuing the business
opportunity.

The baseline factors necessary for non-banking financial services opportunities to be
attractive include finding partnerships on both the B2C and B2B sides to increase
financial inclusion; managing transaction/currency risk; and understanding the
technology supporting the specific companies and opportunities. Local companies with
access to potential customers that can be leveraged as distribution networks are
essential to successful investments in this sector.
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2.4. Basic services

Basic services represent investment opportunities in areas traditionally run by public
institutions and government. According to investors, services such as electricity
generation, education, and healthcare are not currently provided for in sufficient
quantity or quality to support Nigeria’s burgeoning population. This has created space
for private investors to enter. Of the projected 206mn population in 2020, only 52mn
will have on-grid power supplied more than four hours a day; 75% of Nigerians will not
have access to reliable on-grid power. This represents an enormous potential
opportunity for off-grid power provision (Figure 28).

Investors view basic services as attractive from a regulatory perspective, as there are
no sector regulators relevant for off-grid power, healthcare, or education; any required
permits and licences relate to real estate. To highlight the potential market opportunity
in healthcare, as of 2017 there is one primary healthcare institution for every 49,000
Nigerians (Figure 28).

Healthcare sub-categories include health service provision, risk pooling, retail and
distribution, medical education, pharmaceutical and medical products. Referencing an
example of a Nigerian middle-class individual with poor health habits and some disposable
income, a healthcare investor highlighted diagnostic as an attractive area of interest.

In a similar vein to mass market residential real estate opportunities, several interviews
referenced high-volume, low-cost hospitals. Increasing urbanisation and a growing
middle and upper-middle class with poor health habits creates demand for affordable
care; developers able to create scalable solutions should benefit greatly.

Two linked opportunities in the retail and distribution space are pharmacy chains and
supply-chain management. Investors stated that pharmacies need to be owned by
licensed pharmacists, creating some bureaucratic hurdles, but with the right
management and scaling model, creating pharmacy chains and also the supply chains
to support them represent attractive sub-sectors.

Figure 28: Assessment of attractiveness for investment, basic services

Demographic opportunity
Grid coverage of Nigerian population* in
mn

Regulatory environment
Anecdote

Market entry opportunity

No. of accredited healthcare providers,
2017

52

Off-grid Bad-grid On-grid  Total in
(<4hrs/day) 2020

Example: Off-grid energy — 75% of Nigerians do
not have access to reliable on-grid energy,
making off-grid power generation a huge market
opportunity.

Nigerian senior lawyer on healthcare:

“There is no sector regulator for
healthcare in Nigeria, so no approvals
needed on that side for proceeding with a
deal. Post-acquisition, you would then be
dealing directly with the Ministry of Health.”

Total

Primary

**Secondary

No sector regulators in basic services — most
important permits and licenses will be around
real estate and infrastructure required for the
service provision.

Example: Healthcare — there is one primary
healthcare institution for every ~49,000
Nigerians, making the sector very open for new
scaled entrants.

* Analysis extrapolated to 2020 population size ** Specialist institutions (e.g. eyecare) and pharmacies; Source: NHIS Nigeria; All On
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Key revenue drivers across off-grid, healthcare and education include focusing on
specific well-priced services; balancing the need for expat and locals hires to optimise
expertise and cost levels; and developing efficient operating models for the service
opportunities.

The market potential for basic services is very high; these are sectors not traditionally
serviced by the private sector and often overlooked by investors. Interviewed investors
active in these sectors highlighted how quickly value became apparent once they
understood the scale of the demand.
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& Figure 29: Opportunity map, healthcare
@
3
o
@
S Health service nrovision Retail and distribution Pharma / medical product
= Healthcare Investor:
© .
I | “While there are some regulatory I iy
. . constraints, scaling pharmacy chains Commercialisation of disease
Small, high-end centres Investment Director: Pharmacy chains across Nigeria s potentially lucrative prevention
“Nigeria has a lower to middle class with with the right supply management.”
Diagnostics some disposable income and very poor Vertically integrated platforms
ggzg/;: sre”sultmg in a lot of lifestyle (multi-brand) Generics manufacturing
Telemedicine | Distribution platforms
(multi-sector)
Medical supplies manufacturing
High-volume, low-cost hospitals
Supply chain management Medical/nurse education
i l Risk pooling

Legal firm: ot o . .

“We are advising on a deal for a 300-bed o HIEIIER7C S R EE Large multi-disciplinary university PE Investor:

hospital and this is likely the first of Indemnity insurance “Given equipment import restriction, local

several in this space.” l Specialised school §upplie§ manufactg{ring provides an

Service provider HMO PE investor: (nurse, lab tech, midwife) Z’te’ e,ft;"g p(rjoplgs’/tlo[] with the growth of
“All of the new healthcare centres and 0Spitals and clinics.

@ Micro health insurance pharmacies will need o be supplied. Distance learning

[ ] Top opportunities mentioned by investors; Source: Based on The Business of Health in Africa (IFC)

Figure 30: Value drivers, basic services

« Ability to reach a quality level that convinces Nigerian health and education tourists
to use the local service instead of going abroad

« Off-grid energy: Securing sufficient cashflow on a constant basis to absorb fast
adoption of service

* Focus on specific services that are well-priced

+ Developing an efficient operations model that relies on well-structured service
processes
+ Finding the right balance of expat and local hires to optimise costs and knowledge

» Market potential is very high for basic services because of large supply gap —
realistic assumptions on pace of capturing the market are key

UK-based PE investor:

“We invested in healthcare and underestimated the complexity of it. Every disease is
its own business.”

US-based investor: “We invested in diagnostics — less complicated.”

PE investor:
“You need the right staff and patient capital to build out the operations of a multi-
service hospital properly.”

Energy investor:
“We invested in off-grid last year and the value of our equity had doubled in 9
months.”

Source: Interview results
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2.5. Snapshot of business services

Business services covers outsourced or vendor functions provided to companies such
that they can run their core functions. As more businesses develop in Nigeria and as
sectors continue to specialise, investors are focusing on business services, especially
given the high density of businesses in urban areas such as Lagos and Abuja. There
are opportunities in Nigeria to create IT and other business services for both domestic
and international clients. Investors and legal experts note that service industries are
less operationally challenging and have fewer regulatory challenges than consumer-
facing industries.

Three non-exhaustive business services opportunity buckets are professional
services, logistics services, and administrative/support services. Within professional
services, investors focus on IT services due to the growing demand for automation in
both private- and public-sector operations. Currently all data centres for the Nigerian
market are located offshore? but demand is growing for local information provision.
Investors also mentioned domestic data centres as an untapped opportunity moving
forward.

The ability to diversify service portfolios and client bases quickly is one of the key
revenue sources, overall value drivers, and success factors in business services. In
this way business service companies can better protect themselves in challenging
economic times. An important operational value driver in business services is keeping
overhead structures lean and focusing on the main revenue drivers.

Figure 31: Assessment of attractiveness for investment, business services

Demographic opportunity

Regulatory environment Market entry opportunity

No of jobs that could be created in Anecdote Local key players in IT services
Nigeria in IT services, using India as a
benchmark
2.8 Institutional investor, London: +  Weco Systems
million . Resourcery
“B2B is often a less operationally IT services ° Layer3
. . * Computer Warehouse
challenging opportunity than consumer Group
goods, for example, because the distribution
challenge is smaller and capital leverage
much higher.” IT and internet « Main One
infrastructure « Galaxy Backbone
440K Lawyer, Lagos:
- “Surely, sectors that are focused on the B2B
! ! ' level, especially if it is services, come with Programming |
India Extrapolation to ht P y I hall h services Andela
Nigeria much fewer regulatory challenges than

Nigeria has a job creation opportunity from
building out IT and other business services -
serving both a domestic and international target
market.

directly consumer-facing ones.”

B2B-focused service organisations often deal
with less operational complexity, resulting in
fewer permits and licences required to run the
business.

Example: IT services — Nigeria has an active
sector of well-established local players,
combined with tech start-ups that are starting to
scale.

Source: Web search

12 Corporate interview
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Figure 32: Opportunity map: Business services

Nigerian investor: “The future of the Nigerian economic Transportation services CRM services / call centres
growth lies in technology — and, on the corporate side
(including governmental departments) there is a lot of

Consulting and advisory CEO of a strategic holding: “We realized that all data centres in the

Nigerian market are off-shore. Clearly there is a massive opportunity
to do this in-country — however, you need a good strategy for

Accounting services switching customers from their existing providers.” PE investor: “Everyone is looking for good management talent

in Nigeria and willing to pay for support in finding it. If there is

. someone who can make this a scaled business, 1d invest.”
Research services

Security services

| ] Top opportunities mentioned by investors; Source: Interview results

Figure 33: Value drivers, business services

» Well-connected local managers or partners who can make introductions to big-
ticket clients

« Ability to diversify service portfolio and client base quickly to be robust in times of
economic slowdown

US-based PE investor:
“Business services tend to be very profitable, recurring, sticky forms of revenue as long
as the economy is doing well.”

+ Ability to manage late or delinquent payments for services
CFO, local FMCG company:

’ Mana.glng high cost of skilled labour of servu.:e compame.s “Getting services at affordable cost, acceptable quality, and available locally is
» Keeping overhead structure as lean and flexible as possible to accommodate essential for us in Nigeria.”
income volatility

+ Assessing the robustness and value of key accounts UK-based institutional investor:
+ Forecasting key account growth “It is very difficult to come up with a valuation for a service business.”

Source: Interview results
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Investors have articulated that high-impact deals are available in Nigeria’s new
economy sectors, but there are considerable difficulties in finding and harnessing the
right opportunities. The top three reasons why investors find it difficult to identify deal
opportunities in Nigeria are (1) few identified companies meet investor requirements;
(2) entering the Nigerian market is operationally difficult; and (3) investors are not able
to identify investment opportunities (Figure 34).

This chapter provides strategies for investors to identify deal opportunities that best fit
their investment profile. Collating investor interviews with the investor survey, our team
defined four key questions focused on improving investor success in sourcing
opportunities in Nigeria (Figure 36). These questions constitute the subsections of this
chapter:

What investment strategies have worked well for investors in Nigeria?

How can these strategies be mapped when it comes to risk and return?

What type of investor are you in terms of your readiness to invest in Nigeria?
Which investment strategies would be the most promising for your type of investor?

PN PR

Working through these investor-driven questions should help investors establish a
more informed view of the most appropriate opportunity match in Nigeria.

Figure 34: Investor-ranked challenges identifying deals in Nigeria

Deals are available
but few companies
meet investor
requirements

but entering the

investors

Deals are available

Nigerian market is
operationally difficult for

4

Deals are available but Deals are available 5
investors are not able to but not in the sectors

identify investment investors are interested in

opportunities Deals

are not available

Source: Investor monitor survey
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Figure 35: What percentage of deals reach closure in Nigeria?

40-60%

20-40%

+ Thetop reason mentioned by investors for deals not reaching closure is the failure to agree on price, closely
followed by the inability to agree on the equity shareholding to be acquired

* While this indicates the early stage of the investment environment in Nigeria, it also shows that there might be a
mismatch between investors’ expectations and what they find on the ground

Nigerian investment expert, UK/Portugal: “If you want to come to Nigeria, you need to be willing to pay the value for
the long-term opportunity.”

Source: Interview monitor survey

Figure 36: Improving success in sourcing opportunities in Nigeria

Which investment | What investment
strategies would be the 1 nvestn.1ent strategies have worked
most promising for your strategies well for investors in
type of investor? Nigeria?

Opportunity
match

3 Investor Risk-return
profiles 2 profiles ——
|
| How can these strategies
What type of investor be mapped when it
are you in terms of your comes to risk and
readiness to invest in return?
Nigeria?
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3.1. Investment strategies

Interviewed investors mentioned two different types of strategies for sourcing
promising deals: sector-driven and target-driven ones. Top-down sector-driven
approaches rely on seeking industries based on the demographic, regulatory, or
market-entry attractiveness discussed in Chapter 2. Once identified, the top-down
approach considers an array of available companies active in that industry. Inversely,
a target-driven bottom-up investment approach begins by identifying companies of
interest, with less initial focus on the industry or driving forces. Focusing primarily on
managerial capability and operational strengths, this strategy looks for attractive
growth potential based on a company of interest (Figure 37).

Top-down approaches involve identifying first-mover opportunities; for example, the
integrated digital payments and commerce company, Interswitch, leveraged regulatory
input barriers in a straightforward sector-driven approach by determining sectors with
import bans or high tariffs (e.g., shoes/leather, Figure 23), then started a business in
that sector. Investors who favour sector approaches, such as an interviewed investor
who invested in aluminium packaging cans, favour identifying low-cost input
opportunities and homing in on the upscale value-chain opportunities (Figure 38).

A bottom-up approach would be finding market leaders and paying a premium to invest
in the top players with strong market share, seeking to strengthen their position by
raising capital. A London-based investor detailed a strategy of investing in capital-
hungry financial institutions where they have existing relationships via debt
investments and in which the investor can then take larger collateral. Another target-
driven strategy includes investing in strategic market access. Certain distribution
networks or customer access might be beneficial to the target as well as companies in
the portfolio of the investor, creating a more symbiotic relationship.

Figure 37: Strategies for sourcing deals in Nigeria
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Sector-driven
strategies

‘Top-down’ investment
approaches begin with
the identification of

‘Bottom-up’ investment
approaches seek
companies with

industries with Types of attractive growth
attractive sector investment potential, management
dynamics from a macro- strategies capability and

and/or regulatory
perspective prior to
looking for concrete
investment targets

Target-driven
strategies

operational strengths;
remain highly agnostic to
the specific sector the
company is in

Source: Interviews
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Based on interviews with investors, we have grouped strategies utilised by investors to
identify targets into sector-driven strategies and target-driven strategies (Figure 38). The
sector-driven strategies include approaches like identifying first-mover opportunities and
leveraging regulatory import barriers; these strategies seek out systemic opportunities.
The target-driven strategies include investing in strategic market access and focusing on
turnaround opportunities; these strategies seek individual companies based on certain
attractive criteria. The eight strategies identified in Figure 38 are utilised by different types
of investors and are associated with different risk and reward characteristics, which are
discussed for the rest of this chapter.

Figure 38: Sector-driven and target-driven strategies to identify investment opportunities
(Not exhaustive)

Investment strategies in Nigeria revealed: What investors focus on to find attractive deals

Sector-driven strategies Target-driven strategies

Identifying first-mover opportunities: Focusing on products and Paying a premium for market leadership: Looking for the top
services that are new ‘white spaces’ in the Nigerian market and have players with significant market share who seek to diversify or
promising growth potential strengthen their position through investment

Leveraging regulatory import barriers: Looking for sectors where Investing in strategic market access: Identifying players with
the regulatory environment enables the growth of domestic attractive access to consumers or distributors that can be
opportunities, especially because of import tariffs advantageous for the buyer’s existing portfolio

Finding low-cost input opportunities: Zeroing in on the upstream Scouting safe capital havens: Putting money into well-
value-chain opportunities where inputs can be sourced entirely established capital-hungry companies where the investor can
locally to minimise FX risk exposure benefit from more complex vehicles that leverage debt

Betting on price changes in the sector: Taking advantage of Focusing on turnaround opportunities: Finding companies with
acquisition opportunities during times of devaluation where prices an attractive asset base that can be scaled by introducing

are likely to increase in the near future technology and operational efficiency levers

Source: Interviews
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3.2. Risk-return profiles

Based on interviews with investors, Nigeria can be very attractive in terms of returns.
From collated return expectations based on exits, our research indicates an internal
rate of returns (IRR) of approximately 20-30%, return on equity (RoE) at 30-40%, and
a multiple of money (M/M) in the range of 2x-2.5x (Figure 39) on average. While these
estimates will be attractive to many investors, the challenge is how to assess the actual
investment opportunities by risk and return profile.

Taking the non-exhaustive illustrative sector-driven (top-down) and target-driven
(bottom-up) strategies discussed, we can begin to create a risk-return map of
strategies based on what investors told us in interviews (Figure 40). While this graph
is an estimate, we have drawn out comments along the risk axis to identify what makes
these strategies particularly risky, or what enhances the likelihood of strong returns.
Logically, the opportunities towards the lower left with lower risk and low return have
more competition as they are less challenging operationally, and the opportunities
towards the upper right are more complex, with greater inter-dependencies.

Figure 39: Expected risk-return profiles

. RR____ | RoE [ MM

20-30% 30-40% 2X-2.95X

Nigeria has an attractive risk-return profile if the investor is able to realise the value after deal closure.

Source: Interviews
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Figure 40: Risk-return mapping of identified investment strategies (lllustrative)

Risk-return mapping of investment strategies identified ‘ Sector-driven ‘Target-driven

Return

A
Identifying
first-mover
opportunities
Finding low-

cost input Leveraging
opportunities regulatory Betting on
import barriers price changes
in the sector

Risk
1 a =
High levels of Usually high Good return if High-value Risky since Tough if no Risky due to high | High risk of not
debt with safer levels of deal enough opportunity regulations can be | controlling stake macro- finding the
payback competition capital is provided | if partner is right unstable is acquired dependencies ‘golden grail’
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3.3. Investor profiles

Our research revealed different types of potential investors in Nigeria with variable risk
appetite. We profiled each type and created a self-assessment tool for investors to
determine which is most closely aligned with them. The investor types and tool are
illustrative examples to assist current and future investors in identifying deal-sourcing
opportunities with the highest personal probability of success.

Seasoned investors are characterised by a high focus on Nigeria, with a local presence
and networks in Nigeria. They understand the Nigerian cultural context and have
longstanding local partners who are also well-versed in Nigerian market operations.
These seasoned Nigeria investors can focus on the high risk-return opportunities (top
right in Figure 40) and consider majority stake acquisitions.

Emerging investors have limited experience in Nigeria but have begun to build local
teams and networks to support sourcing deal targets; they have successfully exited deals
in Nigeria or are comfortable operating businesses there. They have expertise in the
sectors in which they do business or in other emerging markets and have found Nigeria-
specific partners with which to co-invest (potentially seasoned investors).

Fly-in investors are based overseas with no local presence, but with good sector-specific
knowledge in other emerging markets. They seek opportunities with attractive return
profiles and focus on minority deals and recapitalisation efforts (Figure 41).

Using these investor categorisations, our team developed a self-assessment tool
based on five crucial success criteria delineated by experienced investors. Based on
the simple assessment in Figure 42, an investor can determine which type of investor
bucket most closely resembles their situation. Each of the five corners of the pentagon
represents an investor-type determining criterion: deep sector experience, patient
capital (7+ year exit), fully on the ground in Nigeria, strong local partners, high cultural
understanding. By rating an organisation for each of these criteria, and summing the
total, the investor will be able to identify which bucket they are most closely aligned
with. Likewise, they will be able to determine investment opportunities where they are
most likely to succeed.

Figure 41: Investor types in Nigeria, illustrative examples
(Hlustrative)

Seasoned investors

+ Investors with high focus on the Nigerian
or African market

+ Local presence and strong networks in

Nigeria

Understand cultural environment of the

country

+ Can focus on deals with higher risk-return

profile

Have local partners who understand the

dynamics of the Nigerian market

» Focus on controlling stakes

Emerging investor Fly-in investors

» New to the market, but have successfully Investors based overseas who are looking

divested from deals in Nigeria for new opportunities with a good return

« Starting to build out a local team and profile
networks to support deal generation * No local presence in Nigeria, but

» Have built out a strong understanding of a potentially good understanding of specific
handful of sectors and their dynamics sectors from experience in other

» Found strong allies for co-investing emerging markets

Local partners with limited understanding
of exit times and returns in Nigeria
Focus on minority deals

Ability to harness high-risk opportunities in Nigeria

Number of investors

Source: Interviews
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Figure 42: Investor type self-assessment

Self-assessment: What type of investor are you?

Does the investor have a
full-time team in Nigeria?

Fully on the ground

3 . :
; . ) Has the investor built out a
B ihatis e Investpr S,) D network of trusted Nigerian
expected hold period? partners?
2
Patient Strong local

partners

capital (7yrs) 1
Q What is the investor's

Is the investor active in this Stor
A | sector in a different E am:tarenesz of N|ge?r|an values,
emerging market? culture and norms ¢

Deep sector High cultural
expertise understanding
For each of the five corners, rate your organisation 1 = does not 1-6 points: Fly-in investor >12 points: Seasoned investor

hold; 2 = somewhat holds; or 3 = fully holds.

Count your number of points. 7-12 points: Emerging investor

Source: Interviews
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3.4. Opportunity match

Superimposing the investor types on the risk-return map, we can see that —
unsurprisingly — the more seasoned the investor, the more likely the success potential
for high risk-return investments. Fly-in investors with less Nigeria-specific experience
and no local presence are more likely to be successful with investing in market leaders
(including secondary sales) and low-cost input opportunities high on the value chain.
Emerging investors with their local partnerships and sector expertise operate most
effectively by finding strategic market access investments and leveraging import
barriers as they have the local experience to identify attractive opportunities. Seasoned
investors can operate across the gamut of the risk-return map; although the higher
return and less crowded opportunities such as white-space first-mover opportunities
may be more attractive.

For investors to invest effectively in Nigeria, they need to have an idea of which investor
category they currently align with. The team developed an illustrative map below
(Figure 43) to assist investors in matching their profile to the right investments
in Nigeria.

Figure 43: Investor type risk-return mapping

(Hlustrative)

Paying a premium for Investing in strategic Focusing on
market leadership market access opportunitie:
Scouting safe capital Finding low-cost input Leveraging regulatory
havens opportunities import barriers

‘Fly-in’ investors

Emerging investors

Seasoned investors
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Figure 44: Deal process best practice

This final chapter provides investor-sourced best practice for players operating, or
seeking to operate, in Nigeria. It is organised by: deal sourcing; due diligence for an
investment; bidding on the deal; generating value post-close; and successfully

divesting or exiting deals in Nigeria.

Each of these steps in the deal process will be familiar to seasoned investors from

every discipline; the value-add in these final pages comes from insights that we have

gleaned and collated from investors with extensive experience in Nigeria (Figure 44).

From our investor interviews we have filtered best practices to equip readers of this

report with the tools to position themselves for the highest likelihood of success in their

investing endeavours.

. Due L
Deal sourcing - Bidding
diligence
* Leveraging + Due diligence + Negotiating with .
brokers, banks and  needs to be the main decision

local partners to
assist with scouting

invested in and has
to be done on the

maker from the
start is critical

Highlights  for targets is crucial  ground, not « Directional price

from expert - Building pipeline of  remotely should be

interviews targets of interest  + Primary data discussed early on
is helpful, even if collection is nearly to avoid

they might need
another 1-2 years
to be ready

always necessary
Extensive people
due diligence is

disappointment and
waste of resources

highly important

Value

generation 2

Most companies
have just scratched
the surface of their
core businesses;
focus on expanding < Exits happening
earlier than 5+
years are very
unusual

» Secondary sales
are the most
attractive exit
model

core businesses
Ensure that KPIs
are agreed and that
their achievement
is tracked
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4.1. How investors have sourced deals in Nigeria

Leveraging local advisors and brokers is key to successfully sourcing deals in Nigeria.
Local advisors are usually experts in a particular field (banks, consultants, independent
experts). They are also usually well connected within and across sectors. Full-time
deal brokers (individuals or companies) in Nigeria are well situated to advise and make
introductions to companies seeking capital. Interviewed investors referenced meeting
with their investment banking counterparts to determine where the best opportunities
could be found.

Many interviewed investors leveraged brokers for the first few opportunities they
researched. As relationships developed and their local footprint grew, they reached a
point where deal information was incoming. This allowed investors to be reactive rather
than proactive in seeking opportunities.

Figure 45: Deal sourcing
Sources of deal origination in Nigeria; 1= most important, 5 = least important

(1)

(2)
= ()
©

Networks/professional Intermediaries Directly reaching out to Third-party providers Online platforms
relationships (e.g., financial institutions) company

Source: Investor monitor survey

Figure 46: Deal sourcing
Best-practice to source deal opportunities in Nigeria
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» Leveraging deal-brokers in Nigeria to determine which secular growth drivers
for sectors and companies are currently attractive
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* Closely observing sectors of interest in Nigeria and how they evolve in terms
of regulation

Success
strategies

* Following trusted investors by executing secondary sales or co-investing
alongside them Institutional investor from the UK:

» Researching which companies did well during the recession

“3rd-party fund managers are
important in our network because
they might find deals they can’t do
that are interesting for us or we might
co-invest in a round”

» Underestimating the time it takes on the ground to source the right deal for
the investor

 Attempting debt-heavy or hostile deals

» Looking at sectors that appear attractive but where the investor has limited
sector and/or Nigeria experience

» Only considering deals that “have made their way to London”;
deals are shopped around Nigeria before reaching foreign markets

Common
mistakes

Source: Interviews
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4.1.1. Successful approaches to sourcing investment targets
Leveraging brokers — In addition to adding colour to views on sector climate, asking the
opinions of local advisors early in the sourcing process can save investor time.

Secondary sales — Top-down approaches can be used for investors seeking secondary
sales. Once an investor isolates their preferred sector they can pull a history of deals
in that sector, speak with brokers, and determine if any are up for sale. The league
tables in Appendix | could be leveraged to this end.

Partnerships — Starting with a product or sector, the investor/company can map out
what a strategic local partnership could look like. The first step would be to pull local
potential partner companies in that sector (independently or with the assistance of an
advisor/broker). Then through matching them against a set of criteria, the investor can
short-list potentials and begin outreach. An insurance company interviewed for this
report leveraged this approach to find their local bank partner for product distribution.*3
First, they selected a market with low insurance penetration (product). They then
sought a local partner with the distribution network they required (large bank), as well
as customers already primed to talk about financial products. Through this combination
they were able to source a target efficiently.

Creating a broad investment thesis helps to combat the risk of sunk due diligence capital.
This means taking the holistic approach of investing in a sector and then building out a
pipeline of opportunities such that if any individual prospect fails to close a deal there are
alternatives. International private equity firms interviewed for this report advise “building

a funnel for the future”* by advising businesses for a few years until they are ready for
investment. Taking a long-term pipeline development approach diversifies options and
combats the protracted learning curve inherent to investing in Nigeria.

Advice from investors states that Nigerian deals are often shopped around locally before
they reach London or other investor hubs. This may give the impression that companies
seek investment internationally only when they are poorly financially positioned locally
rather than seeking growth financing. Additionally, seeking to invest in distressed assets
to obtain a majority position is currently not an attractive proposition. Overwhelming
consensus from investors is to never do a hostile deal in Nigeria. This puts greater
onus on the due diligence to separate the wheat from the chaff.

o 3

e
Yo
S g
%w
= o
Qc
-
8 E
o 92
&=

Irrespective of the type of investment made, once a potential target is identified the
goal is to determine the future of the company. This entails research not just on the
sector but on the macro environment as well.

4.1.2. Timetable and conversion

Long-term investors will take as long as it takes to source the correct deal, and strategic
companies will do the same. A law firm involved with many high-profile deals across
sectors in Nigeria noted “the falloff in PE investment in Nigeria over the past 24 months
has been stark” but that has not impacted the focus on or dedication to Nigeria; it is

rather a product of the current macro environment.*®

13 |nhvestor interview
14 |nvestor interview
15 Key expert interview
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Investors interviewed for this report gave an approximate conversion rate of closing 5-
10% of the deals they reviewed. That closure rate goes up to 75% for deals after due
diligence has been conducted. 181t is relevant to note is that ramp-up time can be

considerable. One investor we spoke to started looking in 2013 but did not make their

first investment until 2015.%7
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4.2. Due diligence and associated risks

Rigorous due diligence is vital to investing in any deal, but even more so in the Nigerian
context. Misrepresentation of provided data and misunderstanding of the cultural
nuances can result in stark losses for investors. Figure 47 illustrates success strategies
for undertaking well formulated due diligence, as well as common mistakes made in this
process. The key insight is to undertake thorough due diligence on the people behind the
venture and to only trust information collected from primary sources.

Once a deal has been sourced, investors face five main risks during the due diligence
process (Figure 47). The following are both general categories and more specific
examples of potential risks.

Data quality was noted as the most prominent risk. Companies often portray a more
favourable image of their company than the reality, with highly positive projections.
Furthermore, industry research for comparisons may not be available to the degree
needed to make informed decisions.

Figure 47: Due diligence
Risks when conducting a due diligence in Nigeria; 1= most important, 5 = least important

(1)

;)
d

Data quality Underestimation of market ~ Uncertainty around human Quality assurance in Misinterpretation of consumer
entry barriers resource planning production trends

Source: Investor monitor survey

Figure 48: Due diligence
Principles of due diligence

« Initiating people due diligence at an early stage, and focusing on the
rainmakers of the business
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» Sourcing informal opinions on the key stakeholders beyond company,
customers and investors to explore what is said about their character

Success
strategies » Taking a very detailed approach to analysing and questioning the governance
framework of the target Investment expert:
+ Conducting all diligence work on the ground and collecting fresh data “Il am really surprised when people

say they have issues to find talent in
Nigeria. In my opinion the education
level of people is pretty good. The

» Having the target contribute financially to the due diligence effort

* Reliance on materials provided by the target and failure to cast the due harder thing to do is finding the
diligence net wide enough people with the right level of integrity”
 Not verifying financials provided by the target on the ground, and failure to
Common track cashflows correctly through the company
mistakes » Underinvesting in commercial due diligence, putting investors in an

information vacuum post-investment

» Failing to undertake due diligence on local auditors/consultants who just
‘follow instructions’ rather than look for potential red flags

Source: Interviews
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Human resource planning may pose a challenge, as international investors often want
immigrant labour or internationally educated people. These may be in short supply, but
high demand. It is necessary for investors to balance the requirement for such staff
and be genuinely prepared to employ local talent.

The fourth and fifth risks are quality assurance in production and misinterpretation of
consumer trends, both of which relate to the ongoing operation of the invested venture.

4.2.1. Due diligence: FX
One of the biggest mistakes made by investors and corporates entering the Nigerian
market is forgetting — or failing to properly prepare for — future currency movements.

An international bank active in Nigeria believes the “biggest mistake is mismatch

between funding currencies and revenue cash flow of the invested company.”18

For example, deals funded 100% in USD can cause problems as returns are measured
in USD and it may seem that the company is underperforming, while in fact gains are
eroded by Naira depreciation.

Corporates may be less sensitive to FX risk — Corporates can generally take a much
longer view and might not be as sensitive to FX risk as investors. If corporates take a
10-20-year perspective on long-term growth and structure their local operations well
within the parent corporation, they can mitigate the effects of currency fluctuations.

An FMCG company invested heavily in Nigerian operations and discussed its approach
to currency risk: “Every country has its challenges but given the relationships we have

with the [Nigerian] banks and the support we have from our parent company — a series

of holding companies — we can manage forex amongst our global value chain.”*®

In practice, this effectively means putting a hold on repatriating profits during times of
currency volatility and, at times, financing operations through holding company loans.
This option may be available to corporates, whereas private investors might have to
determine other approaches to currency risk.

Investors must be creative in handling currency risk — Private equity and other investors
may be more sensitive to currency movements due to shorter investment horizons.
Even if investors view Nigeria as a strategic long-term play, target hold periods for any
investment — based on primary data collected for this report — are rarely longer than 4-
7 years. Investors have developed clever methods of approaching currency risk that fit
their investment horizons.

A highlighted method for making an investment in Naira is to take out a Naira loan from
a Nigerian bank and put the dollar equivalent of the investment in a bank abroad to
guard against currency devaluation. For example, the investor may take out a USD
10mn loan in Naira from a Nigerian bank, and then simultaneously deposit USD 10mn
in a London bank to hedge the investment. The investment can be made locally while

the money is — on the investor's balance sheet — domiciled elsewhere.?°

This approach effectively locks in currency risk at the interest rate on the loan, a cost
of capital that can be baked into the deal.
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4.2.2. Due diligence: Individuals

While FX risk may be the most critical deterrent to investing in Nigeria, the main reason
that deals fail once they have been sourced is due diligence on individuals. The
challenge here is that it is difficult to estimate character until something goes wrong

and decision making requires integrity.21

Undertaking people due diligence at an early stage is critical so that it is not done in a
superficial fashion. Investors mention that multiple rounds of people due diligence may
have to be completed to gain a full picture of business, political and personal networks.

Local presence — An effective due diligence process will require a team on the ground
to elicit useful information. While some aspects of the due diligence can be done
remotely, it would be ill-advised to conduct people due diligence in Nigeria without a
local presence.

Building a trusted local network — Even firms that do not have a local presence
themselves build networks of trusted advisors and researchers to assist in Nigeria. In
one form or another, it is essential to have analysts on the ground with the necessary
the access to perform deep investigative research.

Steps such as confirming the existence of shareholders and the security of assets of a
target with the Corporate Affairs Commission in Abuja can be facilitated and expedited
through leveraging local trusted partners.

Focus on the rainmakers — Instead of a holistic approach, focus on core individuals
running the business. In Nigeria, control is often centred on one executive, given an
‘ask the MD’ culture. If these core CEO/CFO roles do not match set criteria or if they
raise red flags, then assessing the people around them is irrelevant.

News and public information — News sources and public records all need to be checked
for business dealings, political contributions, and personal endeavours.

References — “Even though Nigeria is huge, the business environment is a village” and
nobody wants to badmouth others within the small business community.?? As such,

conducting in-person interviews in informal environments is essential if you really want
to find out something untoward.

An individual’s character doesn’t change — A final note on individual due diligence is that
irrespective of commercial viability or company strength, investors advise not to go ahead
with a deal if the result of the personal due diligence is not fully satisfactory.

4.2.3. Due diligence: Financial

Financial due diligence focuses on verifying financial information provided by the target
and assessing the historic and current performance of the business. Criticisms of
Nigerian businesses are that companies have multiple sets of financial records that
are shown to investors, used for taxes, used operationally, shown to management, or
any combination therein.
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On the ground understanding of the business — For both corporates and investors
acquiring a venture, the financial due diligence team needs to be on the ground for a
deep dive of the target’s operations. Many aspects of Nigerian businesses will not be
documented and relying on financial statements will not give a true understanding of
how the company operates financially.

Factors noted by investors as challenges during financial due diligence:

e Records do not allow for determination of accurate EBITDA or valuation

e Accurate numbers are available but SKU level figures are impossible to collect

¢ Management lack of understanding of financial concepts like cash generation or
valuation best practices?®

Two items highlighted as particularly important that are often overlooked are checking
on outstanding indemnifications that may or may not be on the books, and estimations
of potential tax liabilities. To mitigate these risks and gain a proper understanding of a
company’s financial position, investigations need to be done in Nigeria. At times it is
necessary to investigate how cash flows through the company and how the financial
reports are generated.

Looking beyond the financial statements — Given concerns about multiple sets of
financial statements and/or cooked books, investors need to assume that they will have
to ‘kick the financial tyres’ of the organisation.

Beyond financial statements that may or may not be accurate, prudent investors will
analyse how the company has fared through economic cycles as a way of
understanding performance. Essentially, resistance to economic downturns, or the
actions a company takes to shore up cash in a downturn, may be helpful in
understanding how the company operates financially. This is despite the fact that
obtaining accurate numbers may be difficult.

Integrity of the auditor — If contracting the financial due diligence to a third-party,
investors recommend verifying the integrity and reputation of the auditor — a type of
‘mini due-diligence’. Many small Nigerian auditors simply follow instructions rather than
perform the agile research investors should seek that results in useful findings.

4.2.4. Due diligence: Commercial

Investors often underinvest in commercial due diligence, positioning themselves in an
information vacuum post-investment. 24 This section addresses commercial due
diligence risks and approaches to mitigate them.

Understanding the macro environment — Once an attractive target is identified, one pitfall
is to ignore the importance of a true understanding of the macro environment. We have
discussed FX risk, but an additional risk is a lack of understanding Nigerian trends.

A private equity firm that closed a large fintech deal in 2017 relates that after sourcing
a target they spent a lot of time and energy trying to truly understand the financial
services and technology sector in Nigeria. Beyond large-scale factors driving growth
(i.e., demographics), this meant delving into the forces specifically at work in the use

of technology in the banking sector.?®
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Difficulties in assessing market potential — The Nigerian government has made a
concerted effort to increase access to customer-focused information (e.g., quarterly
published GDP, unemployment, CPI, population) through the National Bureau of

Statistics. 2 That said, any information beyond top-line numbers (those that are
scanned and uploaded online in pdf format) is challenging to obtain.

Primary data collection is often needed to verify investment hypothesis and valuation
assumptions. Investors either have local teams to conduct their data collection, or
leverage expert firms if no in-house capacity exists.

If viable in terms of expertise and team capacity, in-house due diligence is much more
attractive as data collection can be more closely monitored and costs can be controlled.
A private equity firm commented that the due diligence they performed in-house on a
manufacturing company cost them USD 12,000; upon exit, the buyout team purchasing

the asset from the original PE firm paid USD 660,000 for outsourced due diligence. 2’

Know your customer — In addition to the macro perspective and market sizing, there is
an element of the ‘Nigerian factor’ of on-the-ground consumer trends and forces that
needs to be assessed, especially in the B2C space (e.g., FMCG, insurance, etc.). A
skewed understanding of customer sentiment can be catastrophic, even given the
most optimistic of business propositions.

Thus, while Chapter 2 discussed long-term factors such as urbanisation and increasing
median incomes driving sector opportunities, it is essential to look to the actual viable
customer base and understand its needs. For instance, the insurance space is
understood to be an under-penetrated market from a macro perspective, making it very
attractive recently. That said, companies expressed concern that at present customers
are being squeezed because wages are not rising as much as their cost of living. While
this does not invalidate the long-term investment thesis, it could contribute to an over-

estimation of the consumer opportunity on a short- to mid-term horizon.?®

Know the competition — Underestimating the market barriers to entry or expansion
caused by competition is a risk to be considered. Part of understanding the commercial
viability of a target is the competitive landscape and the performance of other players
in the industry.

For instance, an investor cited a due diligence process that included interviewing a series
of their target's competitors to gain a better picture of the broader fintech story in Nigeria.
They found that all similar companies were performing well even during a time of macro
upheaval in Nigeria. This information, unattainable except through on-the-ground

collection, proved very useful to the investor in making their ultimate decision.?®

Each type of due diligence is a piece of the puzzle that will reveal more of the true
picture of a company and its contextual environment in Nigeria. Investors described
literal white boards where they attempt to visually depict putting the pieces together
and identify areas of concern.

26 http:/Avww.nigerianstat.gov.ng/
27 |Investor interview

28 Corporate interview

29 |nvestor interview
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4.3. Bidding

4.3.1. Making the right offer for the deal
Execution risk is considered the risk of completing the due diligence and then having
the deal fall through when negotiating the terms.

Negotiating with the relevant parties

Closing a deal effectively depends on speaking to the right decision-maker from the
outset of negotiations. Execution risk increases if there are multiple intermediaries with
vested interests between the investor and the ultimate decision-maker (especially for
family-owned businesses).

Figure 49: Bidding
Reasons deals do not reach closure, 1= most important, 5 = least important

(1)

@ Ranked the same by investors
A
[ \

Failure to agree on price Operational due diligence  Failure to agree on equity %  Legal / regulatory issues Financial due diligence
purchased

Source: Investor monitor survey

Figure 50: Bidding
Bidding best practice

* Clearly outlining the respective roles and responsibilities of a minority vs.
majority acquisition

*» Very tangible KPlIs to indicate milestones and the release of funds

Success * Investing in commercial due diligence to derive local benchmarks from which

strategies to draw multiples/valuation

» Co-investing with reliable counterparts to share investment risk and due
diligence responsibility

« Focus on equity investments CEO of Nigerian holding company:

“Nigerian businesses like foreign
money but not foreign investors and
* Negotiating with intermediaries initially rather than the ultimate decision- ideas”
maker for a deal
* Failing to secure all debt or financing sources before a deal is concluded
» Trying to over-engineer and fine-tune financial terms of a deal (e.g.,
complex debt and financial instruments rather than equity)

» Underestimating currency fluctuations and the effects they may have on the
release of funds or the value of the business

Common
mistakes

Source: Interviews
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30 Corporate interview

31 Investor interview

32 Nigerian Insurance Commission
33 Key expert interview
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4.3.2. Political and regulatory risks

Investors in the new economy stay away from politically connected players — Part of
the individual due diligence addresses political affiliations, and interviewed investors
recommended staying away from businesses with close political connections. While
government and infrastructure deals can seem lucrative, an association with one political
party can be dangerous for long-term investors or corporates. Indeed, corporates that
had successfully obtained funding said that their political neutrality had made them

appealing to investors as this added no political risk to the deal prospect.30

Uncertainty around policy decisions abounds in Nigeria — Uncertainty around
institutions and their policy decisions makes Nigeria a challenging place to invest.

Lack of governmental infrastructure and process makes public sector work particularly
challenging. Anecdotally, an interviewed investor committed capital for a large-scale

infrastructure project in conjunction with state and federal governments in Nigeria. After

bureaucratic delays for four years, the investor was forced to pull out of the deal.®!

The CBN set up the import-export FX window to ensure investors could access FX
when they want to repatriate funds, making it easier for them to move money to and

from Nigeria. However, investors remain concerned that the government still makes it
quite challenging to do so.

FX policy notwithstanding, some investors may find it prudent to avoid sectors that rely
heavily on policy decisions or government approvals.

Regulatory bodies by sector
This section includes information on the relevant regulatory bodies where approval is
needed by sector.

e Insurance — The main regulator in the insurance space is NAICOM?®2, which
ensures the safety and soundness of insurance institutions in Nigeria.

e Real estate — Land is generally owned by the regional governor; since the
governor’s consent is needed for land deals, this can lead to bureaucratic hurdles.

e Financial services — Financial services deals need the approval of both the Central
Bank of Nigeria and the SEC. Fintech deals potentially require CBN approval
depending on where the company fits in relation to the banking sector.

e Telecommunications — The Nigerian Communications Commission is the main
regulator in the telecommunications space.

e Healthcare — No regulatory approvals are needed for investments in the healthcare
space (unless insurance related, in which case NAICOM). State and federal
ministries of health guidelines must be complied with operationally, but there are
no acquisition regulators.

The SEC is the main regulator for M&A in Nigeria and is considered a well-run regulator.
That said, there is a lack of proscription regarding what is needed for approval, as well a
lack of guidance on how long approvals will take. There is limited clarity surrounding

circumstances under which approval must be granted from the SEC.3®
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Investors must incorporate policy into their due diligence
Keeping track of and predicting future changes in the regulatory environment for the
sector is important, and understanding what that will mean practically for the customer.

For example, if the government implements an import ban, will that really lead to
imports being stopped if the ports have yet to be reformed and the black market is

flourishing?34 These are considerations that need to be weighed when performing due

diligence.
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4.4. Value generation

After making an investment, investors can employ various strategies to realise returns
as the deal matures.

4.4.1. Post-investment planning

Prioritising people in the first 100 days — When asked, investors and corporates did not
highlight 100-day plans as particularly important or feasible in the Nigerian context.
Securing the teams and putting the correct management roles in place was deemed

more important.®

Post-investment, investors described challenges with incumbent management,
necessitating managerial change sooner rather than later. Nigeria is all about the
people; the priority as an investor is to assess the team, review it, and then quickly
strengthen the decision-making ability of leaders and dismiss employees who are
dragging the others.

Figure 51: Value generation
Factors determining deal success during the first 100 days post-investment, 1= most important, 4 = least important

(1)

(2)
(+)
()

r T T T 1

Setting up organizational structures Implementation of a strategic plan On-boarding new talent Identifying quick wins

Source: Investor monitor survey

Figure 52: Value generation
Value generation best practice

* Use measurable KPlIs to align management and track success
* Track closely whether people are working well together and make quick

decisions
Success * Build on what is working for the company; focus on trying to scale and
strategies expand core functions before adding new offerings

» Team up with management to develop and enhance RTM strategies that plan Seasoned PE-investor:

for multiple ways of accessing the customer base “Ut's always exciting to think about

+ Collect and incorporate feedback from customers and agents new products, but you should focus
on doing well with the existing
« Tracking business success in hard currency in the early days does not business.”

make sense — be ready to absorb FX losses in the short term

» 100-day plans do not work because the three-months timeline is unrealistic
for the Nigerian context

* Failure to localise new product offerings to the Nigeria-specific market
(what can be tweaked to make the product attractive to Nigerians?)

Common
mistakes

» Waiting too long to replace non-performing employees and management

Source: Interviews

35 |nvestor interview
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Mid- to long-term strategies — “It's always exciting to think about new products, but you
should focus on doing well with the existing business” by building on what is working,
according to an interviewed investor.3® Most Nigerian companies are just scratching
the surface in their core business. Planning for new products makes sense in the long-
term business plan, but with capital injections investors see the best wins from the core
business that makes the company attractive.

RTM — Investors recommend teaming up with management to develop and enhance
route-to-market strategies to generate value in the short and long term.

Particularly in the FMCG space, businesses need to focus on building their distribution
relationships and networks, which takes time in Nigeria. A specific insight from a
foreign FMCG company was to leverage regional distributors rather than large national

networks.3’

An insurance provider recommended building a multi-distribution channel business
with different “ways in which they will be able to reach their customers and grow their

business.”*® Given Nigeria's rapidly changing consumer landscape, companies should
plan for multiple ways of accessing their base.

Product development — Localisation of products is highly important. Ventures need to
ensure that they incorporate local tastes and appeal into their product development;
failing to do so may result in a less than optimal outcome.

Strategies for successful implementation include structured feedback from customers
and agents on the ground. Consider what tweaks can be made to product design to
appeal most to Nigerians. An insurance provider gave an example of how in the UK,
people might be worried about the financial future of their children if something
happens to them. In Nigeria and West Africa, a more prevalent need might be how to
cover the costs if someone close to them dies. Products need to be tailored
accordingly. Post-investment and expansion planning must adequately cater to the
local market requirements to ensure success in the mid to long term.
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4.5, Exits

4.5.1. Methods of exiting investments
For investors looking to exit, there are two primary approaches to consider — IPOs and
secondary sales.

IPO — As evident in Chapter 1 and from discussions with investors and corporates
alike, IPOs have not been and are not currently a particularly viable or attractive form
of exit. Public markets in Nigeria are notoriously hard to plan for.

Strong companies could explore the London Stock Exchange or other international
exchanges if they are able to meet corporate governance standards. However, the
potential price competition these companies would face and the pressure this would
put on their market capitalisation is a concern here.

While some companies opt for the public route, investors do not generally envisage
this as a viable or attractive outcome at the time of investment.

Figure 53: Exit
Preferred exit opportunity for deals in Nigeria, 1= most important, 4 = least important

(1)

(2)
(3
()

Strategic buyout Secondary sale IPO Liquidation

Source: Investor monitor survey

Figure 54: Exit
Exit best practice

» Focusing on secondary sales to investors looking to enter the Nigerian market,
and developing a pipeline of these relationships early

» Taking a flexible and pragmatic approach in terms of exit timing; wait for the
right time for the company as well as the investor

Success
strategies

» Working with the target to identify the exit structure and future investors that
work best to support the target as well as the investor

+ Planning for a hold period of no less than 5 years Local Nigerian PE investor:

“If cashflows are right, management
is strong, and the company is doing
well in an industry with high barriers

» Underestimating how long the investment cycle in Nigeria can take io entry, the business will sell”

* Forgetting the macro-climate that may affect the viability of exits

* Ignoring the reputational impact of the performance of the target on the

Common . .
investor post-exit

mistakes
+ Following the investor ‘herd mentality’ of entering and exiting Nigeria rather

than making a long-term commitment
 Facing challenges with repatriating proceeds from sale of the stake

Source: Interviews
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Secondary sale — This is the sale of a vested venture from one private investor to
another. Subsequent rounds usually have larger ticket sizes.

Successful secondary sales

e Begin the search for investors early; the investment cycle in Nigeria is long and, as
discussed, due diligence can be a drawn-out process so investors recommend
starting the search for strategic investors early.

e Investors buy good businesses. If cashflows are right, management is strong, and
the company is doing well in an industry with high barriers to entry the business will
sell.®® That is to say, if the business is growing then finding an investor will not be
an issue.

A Nigerian company that has undergone two large investment rounds in the past decade
(both local and international private equity investments) related that while they will have
to exit at some point, their main goal is to find an exit model that best supports the

operation of their business. Accordingly, they are “not preparing for IPO, they are just

preparing to grow the business best and supporting clients and services.”*°

Secondary sales were the most attractive exit for most investors.

4.5.2. Expected exit times

Strategy and planning differs between corporates and investors, with corporates
generally referencing 10-year time horizons whereas investors spoke of 5-year holding
periods.

Standard exit times for investments in Nigeria, among investors interviewed for this
report, were 4-6 years. Based on the research for this report, exit times did not vary by
sector.

Specifically, investors warned not to expect to exit anywhere near the 2-3-year range.
Even using this in models or scenario planning is unwise as it is not a realistic option
in Nigeria. Exacerbated by the current FX situation, investors say that even before the
recent recession, expected exits were in the 4-6-year range.
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Appendix I: Selected deal league tables

Figure 55: The top-10 deals over the last 10 years
Nigeria top-10 investment deals by deal size 2007-2016

Deal size
(USD mn)

Target Transaction type Buyers/Investors Primary sector Target state  Year

Aiteo Ltd; Taleveras Group

OML 29 and Nembe Creek Trunkline Merger/Acquisition Company; Tempo Energy Energy Lagos State 2015
Resources

OML 138 Block in Nigeria Merger/Acquisition Addax Petroleum Corporation Energy Lagos State 2013
MTN Nigeria Communications Limited, . -

9151 Towers in Nigeria Merger/Acquisition IHS Nigeria Plc T™T Lagos State 2015
MainStreet Bank Limited Private Placement AMCON, Inc. Financials Lagos State 2011
Keystone Bank Limited Private Placement AMCON, Inc. Financials Lagos State 2011
Onigbolo Cement Company Merger/Acquisition Dangote Industries Limited Industrials, Materials ~ Ogun State 2007
Nigerian Businesses of ConocoPhillips Merger/Acquisition Oando Energy Resources Inc. Energy Lagos State 2014
Stanbic IBTC Holdings PLC Merger/Acquisition Stanbic Africa Holdings Limited Financials Lagos State 2007
Oceanic Bank International Plc Public Offering - Financials Lagos State 2007
Stake in 4 Companies Merger/Acquisition  Lafarge Africa Plc (NGSE:WAPCO) Industrials, Materials ~ Ogun State 2014

Source: S&P Global Market Intelligence - Capital 1Q

Figure 56: Sector snapshot: The largest consumer goods deals over the past decade almost all occurred in the past

5 years

Nigeria top-10 consumer goods investment deals by deal size 2007-2016

Target Transaction type Buyers/Investors Primary sector Target state Year
Dangote Flour Mills Plc Merger/Acquisition ~ Tiger Brands Limited (JSE:TBS) ~ Consumer Goods Lagos State 2012
) ) _— Vitol Holding B.V.; Helios
0, )
49% Stake in 5 Companies Merger/Acquisition Investment Partners LLP Consumer Goods Lagos State 2016
Multi-pro Enterprise Limited Merger/Acquisition Kellogg Company (NYSE:K) Consumer Goods Lagos State 2015
Dangote Sugar Refinery Plc Public Offering - Consumer Goods Lagos State 2007
Consolidated Breweries Plc Merger/Acquisition N'gen(a,\TGEgEY\ﬁgf Al Consumer Goods Lagos State 2014
MTN Group; AXA Partners
Africa Internet Group Private Placement  Limited; Rocket Internet; Goldman  Consumer Goods Lagos State 2016
Sachs
Amber Foods Limited Merger/Acquisition e Internatllonal M Consumer Goods Lagos State 2016
(SGX:032)
Flour Mills of Nigeria PLC Public Offering - Consumer Goods Lagos State 2010
Flour Mills of Nigeria PLC Public Offering - Consumer Goods Lagos State 2012
. . - Olam International Limited
Titanium Holding Company SA Merger/Acquisition (SGX:032) Consumer Goods Ogun State 2012
1) Source: S&P Global Market Intelligence - Capital 1Q
8
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Figure 57: Sector snapshot: Largest financial services deals over the past decade took place more than 5 years ago
Nigeria top-10 financial services investment deals by deal size 2007-2016

Target ([I)Jesatl) s"'ﬁ) Transaction type Buyers/Investors Primary sector Target state  Year
MainStreet Bank Limited Private Placement AMCON, Inc. Financials Lagos State 2011
Keystone Bank Limited Private Placement AMCON, Inc. Financials Lagos State 2011
Stanbic IBTC Holdings PLC Merger/Acquisition Stanbic Africa Holdings Limited Financials Lagos State 2007
Oceanic Bank International Plc Public Offering - Financials Lagos State 2007
Zenith Bank Plc Public Offering - Financials Lagos State 2008
First Bank of N|ggr|a Plc, Performing Merger/Acquisition AMCON, Inc. Financials Lagos State 2012
and Non-Performing Loans
Union Bank of Nigeria Plc Private Placement  Corsair Capital LLC; Standard Chartered* Financials Lagos State 2012
MainStreet Bank Limited Merger/Acquisition Skye Bank Plc (NGSE:SKYEBANK) Financials Lagos State 2014
Guaranty Trust Bank Plc Public Offering - Financials Lagos State 2007
Africa Finance Corporation Public Offering - Financials Lagos State 2015
Source: S&P Global Market Intelligence - Capital 1Q
N.B. Additional buyers/investors in this deal included African Capital Alliance; Altira ADC Management GmbH; Nederlandse Financierings-Maatschappij voor Ontwikkelingslanden N.V.;
Chandler Corporation; AMCON
Figure 58: Healthcare deals over the last decade all took place in Lagos State — size has increased in recent years
Nigeria top-10 healthcare investment deals by deal size 2007-2016
Deal size . .
Target (USD mn) Transaction type Buyers/Investors Primary sector Targetstate  Year
Eco Health Limited Merger/Acquisition Imperial Logistics (Pty) Ltd Healthcare Lagos State 2014
e . IFC; Swiss Re Ltd; African Health Systems
Hygeia Nigeria Limited Private Placement Management: CIEL Healthcare Ltd Healthcare Lagos State 2016
Hygeia Nigeria Limited Private Placement Ik iy ('):gp|tal .LL.P; NEREIEIEED Healthcare Lagos State 2009
inancierings

Fidson Healthcare Plc Public Offering - Healthcare Lagos State 2007
Total Health Trust Limited Merger/Acquisition Liberty Group Limited Healthcare Lagos State 2015
glncl on Diagnostic and Clinical Services Public Offering - Healthcare Lagos State 2007
glecl e Public Offering - Healthcare Lagos State 2012
Total Health Trust Limited Merger/Acquisition Liberty Group Limited Healthcare Lagos State 2009
Source: S&P Global Market Intelligence - Capital 1Q
N.B. Additional buyersfinvestors in this deal included African Capital Alliance; Altira ADC Management GmbH; Nederlandse Financierings-Maatschappij voor Ontwikkelingslanden N.V.;
Chandler Corporation; AMCON
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Appendix Il: Profile of Investor monitor survey respondents
Figure 59: Profile of survey respondents (1/4)

Geographical breakdown of
respondents 239% 100%

0, .
SA) / - -

3 e - - - P

8%

Ghana Nigeria Singapore  South Africa United United States Total
Kingdom

Figure 60: Profile of survey respondents (2/4)

Have you been involved with
transactions in Nigeria?

Figure 61: Profile of survey respondents (3/4)

Types of respondents

Investment  Family offices PEfund  Private Investor ~ Venture Other Total
advisory firm Capitalist

Figure 62: Profile of survey respondents (4/4)

What is your rqle ir? the oth Associate/Analyst
organisation? er

Managing Director /
Executive Director

CEO/Partner

Source: Investor monitor survey
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Disclaimer

This material is intended for discussion purposes only.

This material is strictly private and confidential and is intended only for the parties addressed. If you are not the intended recipient, please
destroy this material and any other copies made and notify the sender immediately. Content in this material may not be copied, reproduced or
otherwise disclosed (in whole or in part) without the prior written consent of the SC Group.

“SC Group” refers to Standard Chartered Bank and any of its relevant holding companies, subsidiaries, related corporations, affiliates,
representative and branch offices in any jurisdiction (as set out in https://www.sc.com/en/our-locations/), and their respective directors, officers,
employees and / or any persons connected with them.

The information used in preparing this material was obtained from or through you, third parties or public sources. The SC Group has not
independently verified the information contained in this material. The SC Group makes no representation, undertaking or warranty to you or any
party as to the accuracy, reliability or completeness of this material, and assumes no responsibility or liability whatsoever to you or any party for
any errors, omissions, misstatements or opinions in this material. The SC Group is under no obligation to update this material or inform you or
anyone else about any change (whether or not known or apparent to the SC Group) to this material.

This material does not constitute and should not be relied upon by you or any party as financial, investment, accounting, legal, regulatory, tax or
other advice or as a recommendation or offer to subscribe for any of the SC Group’s products or services or an invitation or recommendation to
enter into any transaction with the SC Group. You are requested to exercise your own independent judgment and seek your own professional
advice where necessary, with respect to the risks and consequences of any matter contained in this material. The SC Group will not be
responsible for any losses or damages which you or any person suffers or incurs as a result of relying upon or using this material or the
information contained in this material or as a result of any information being incorrect or omitted from this material.

The SC Group does not owe any fiduciary or other duties to you or any other party in relation to the matter or content of this material. The SC
Group’s ability to enter into any transaction (or to provide any person with any services) will be subject to, among other things, internal approvals
and conflicts clearance.

The distribution of this material in certain jurisdictions may be restricted by law and therefore persons who receive this material should inform
themselves about, and observe any such restrictions. Any failure to comply with these restrictions may constitute a violation of the laws of any
such jurisdiction. No liability to any person is accepted by the SC Group in relation to the distribution of this material in such jurisdictions.
Copyright in this material is the property of the SC Group or our licensors (save for any copyright in this material created by any third parties
which remains vested with the relevant third party).

Copyright © 2019. SC Group. All rights reserved.
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