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During the past eight months an ICT Investment Task Force has deliberated ways to increase 
investment in the ICT segment in East Africa under an initiative driven by the Capital Markets 
Authority (CMA) and supported by the Rockefeller Foundation.  Members of the task force 
represent key players in public policy and investment in ICT in the East African region and other 
parts of the world. Through an extensive process of research and deliberation during the 
course of the year, a report of the key findings and conclusions has been prepared.  This 
research and deliberation process was facilitated by Strategic Business Advisors (Ltd). A major 
outcome of the process was the formation of two work groups to facilitate implementation of 
practical interventions to increase investment in the ICT sector.  One work group focused on 
developing specific modifications to legislation that would allow for more domestic mobiliza-
tion of capital (pension funds, insurance) into the local venture capital industry.  The other 
work group was to develop an initiative to fast track and enhance the growth of incubation 
and business angel support for investors in the region.

We are therefore pleased to launch this report and hope that its contents will also spur other 
initiatives to increase regional investment.  I would like to thank all those who put in tireless 
effort to make this initiative a success.  In particular, I thank the Rockefeller Foundation whose 
support made this initiative possible and the CMA - Kenya, particularly its C.E.O Ms. Stella 
Kilonzo for her unrelenting effort.  Finally I wish to express my gratitude to the members of the 
Task Force who used their precious resource of “time” to deliberate with us.  They have 
proved once again that if you take a group of determined people and put them together with 
a clear objective, almost any challenge can be overcome.  It has been my pleasure to work with 
such a diverse group of people from all backgrounds to address a common challenge and their 
contributions have been invaluable to this initiative.

Mr. Richard Bell
Chairman of the Task force,
East Africa ICT Impact investing Project
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EXECUTIVE SUMMARY

 
ICT IN EAST AFRICA  
 
ICT is a key sector in the economies of East Africa. 
Data from the year 2008 indicate that ICT contrib-
utes between 3 – 5% of GDP in this region. Al-
though more recent comparative data is not avail-
able, growth rates in most countries in the region 
range between 8-12% which is greater than many 
other sectors. In the next few years ICT contribution 
to GDP is expected to surpass 10% and become an 
even major component of the region’s economies.  

The EA ICT sector is segmented as follows; Tele-
coms, Software, Hardware and IT enabled Services. 
The bulk of ICT businesses in East Africa are in the 
software segment. In addition, there is a signifi-
cantly large mobile telephone industry.  

 With the exception of the telecoms subsector, ICT 
in East Africa is dominated by numerous small and 
medium sized enterprises (SMEs). The majority of 
these firms are startup and/or early stage companies 
with very few established mature companies within 
each subsector. As a result these firms typically face 
the same financing challenges that other SMEs face. 
The table below shows SME sources of financing.  

As illustrated in the table above, SMEs in Kenya 
depend more heavily on personal loans from friends 
and family compared to developed economies like 
US and UK. The use of bank financing is also popu-
lar. However, the use of equity financing is limited.  
Moreover, it was a key finding during this project 
that the ICT sector in East Africa is facing a signifi-
cant ‘Equity Gap’ .  

 

SMEs Sources of Financing  

SMEs Sources of Financing  Kenya  US  UK  

Credit Lines (Overdrafts)  19% 27.7%  53% 

Term Loans (Mortgage, Vehicle, Equipment)  18.7%  43.6%  24% 

Loans for the Owner or Owner’s Friends (Internal)  50.3%  28.1%  6% 

Personal or Business Credit Cards  0% 80.1%  55% 

Leasing 0% 10.6%  27% 

Development Funds/ Grants 1.63%  - 6% 

Supplier Credit Finance 3.95%  - - 

Invoice Finance - - 3% 

Equity Finance 0.58%  - 3% 

Other Financing 5.81%  - - 

Source: Investment Climate Survey, 2007  

 

 

 

 

                                                         
1 In Kenya for example, data from a more recent World Bank report highlight

sectors combined contribu on to GDP has overtaken manufacturing and is close to 14%.
2 Kenya and Tanzania are placed third and fourth respec vely with regards to number of mobile subscrip ons in 
the con nent 
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CHALLENGES FACED BY ICT COMPANIES 

AND SUPPLIERS OF FINANCE  

ICT/ ITES businesses and providers of finance in East 
Africa face many challenes that curtail the growth 
of the sector and by extension contribute to the 
financing gap experienced in the sector. These in-
clude:-  

Business related challenges: Apart from the large 
group of distributors and resellers of IT equipment, 
the ICT sector in the region lacks depth with most 
firms concentrated in the early stage and start-up 
segment. Thus most firms are unlikely to make high 
returns and require significant long-term invest-
ment. Therefore VC/PE funds will likely not invest in 
this category of companies and rather concentrate 
on more mature ICT businesses. Mature ICT busi-
ness in first or second expansion stages would re-
quire the same time and resource commitment as 
early and development stages. But such mature 
businesses are more likely to be viable ventures. 
This challenge is further aggravated by the fact that 
there are few PE/VC funds operating within the 
early and start-up stage segments.   

Venture Fund related challenges: The process of 
starting a fund and raising capital is both challeng-
ing and lengthy.. There is difficulty in accessing local 
funds from capital investments e.g pension and in-
surance. Funds in the region also face double taxa-
tion challenges thus majority are registered in Mau-
ritius (which has  double taxation agreements with 
over 30 African countries) to mitigate this risk. 

Due diligence related challenges: This also affects 
the growth of PE/VC in the EAC region. Many funds 
expressed interest in investing in the ICT sector but 
do not invest in the sector due to a lack of in-house 
ICT experts to assess  

and identify viable ICT investments. Further-
more, a lack of knowledge pertaining to the 
business valuation process coupled with an 
unempirical perceived business value from the 
part of the ICT entrepreneurs slows down the 
due diligence and funding process.   

Limited Enterprise Clustering: ICT businesses 
in the region are fragmented and geographi-
cally widespread thus precluding them from 
the synergies that can be harnessed within 
clusters. Because there is a lack of clustering, 
significant collaboration in the sector i.e. col-
laboration of both vertical and horizontal inte-
gration in the ICT / ITES sector, financing from 
both PE/VC firms and other financiers that un-
derstand the sector, and collaboration that 
would lead to firms scaling up  is lacking. 

Lack of Angel Investor Network: A coordinated 
network of Angel Investors concentrating on 
ICT that invests in early stage businesses, men-
tor entrepreneurs and assists with due dili-
gence, effectively preparing the business for 
the next stage of investment is lacking in this 
region.  

Lack of Exit: Multiple avenues for exit are very 
important to investors and current policy 
framework is not conducive to exit. The Stock 
Exchange is sometimes not the best place to 
exit given the stage at which a business might 
be. Limited avenues for exit such as prohibition 
on management buy-backs and stringent and 
restrictive stock exchange listing requirements 
also affect the growth of venture financing in 
the region. 

L 
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Lack of Culture of Buyouts: There is a culture of 
corporate victimization in the East Africa region. 
When companies get bought out, they often go way 
below their value. Eliminating this culture and/or 
perception of corporate victimization and develop-
ing instead a culture of buying out small companies 
at fair value will see more entrepreneurs putting 
forth their ideas to work collaboratively with larger 
companies. Moreover the level of security that the 
firms have with respect to protecting their innova-
tion is minimal. This is due to the lack of informa-
tion on how to protect one’s innovation and the 
bare cost of intellectual property.  

Taxation Issues: Tax issues are important to VC/ PE 
and Angel Investors. Double taxation is a challenge 
for funds that operate regionally. With the East Afri-
can Common Market protocol coming into effect 
this year, there is a move to harmonize taxation in 
the region. Tax penalties are very high therefore 
many businesses default on taxation and prefer to 
remain informal. Many informal businesses have 
solid fundamentals but they are not tax compliant.  
Capital gains tax laws can also act as a significant 
incentive or deterrent to establishing investment 
vehicles. In Kenya the capital gains tax law is more 
favorable than those of Uganda or Tanzania.  Cur-
rently most funds have established their regional 
operations in Kenya partially because of this.  

Lack of Support/ Building Capacity for VCs: there is 
a need to develop sustainable skills in VC fund man-
agement. Management track records are important 
but there is a limited pool of experienced fund man-
agers in the region. As a result one finds the same 
fund managers end up receiving investment oppor-
tunities because they have experience.    

Bankruptcy and solvency regulations: Bankruptcy 
laws in the US have been highlighted as a key con-
tributor to the growth of a culture of innovation. 
The Bankruptcy and solvency laws in the region 
have been operational since the pre- 

colonial era and modeled on the UK system. 
These regulations currently stifle innovation 
because of the high risk involved with business 
failure. Reform of these regulations is neces-
sary to increase innovation in the region. 

Limited Incubation/ Project Preparation Facil-
ity (PPF): There are potential deals in the mar-
ket but many are not presented in a format 
formal to banks. Lack of a project preparation 
facility that assists ICT entrepreneurs to de-
velop their ideas into bank - acceptable deals 
limits the pool from which investors can mine 
potential ICT investments.  

Lack of Linkages between Integral Stake-
holders: Linkages between integral stake-
holders (academia, public and private sector) 
are vital for effective effort towards growing 
the ICT industry. These linkages promote a 
wholesome well being of the industry through 
collective effort based on continuous research 
and development and adequate support for 
entrepreneurs particularly in skill development 
and business financing. This could be in form of 
an investment support network for ICT. These 
linkages can be promoted by the Government 
through institutions such as the Kenya ICT 
Board.  

Lack of information management and dis-
semination systems: Lack of industry informa-
tion is a key challenge to both ICT entrepre-
neurs as well a potential investors. A system of 
collecting and disseminating industry informa-
tion regularly in required in order to motivate 
confidence in the industry practitioners as well 
as potential investors. A mutual relationship 
can be mooted where one institution is 
charged with providing up-to-date information 
while another does the analysis and dissemina-
tion of the same.  
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Our findings show that the majority of opportuni-
es, 67%, were in the so ware development seg-

ment followed by the telecoms segment (mainly 
ISPs) at 17%. The same is true of the industry distri-
bu on with respect to number of firms in the differ-
ent segments. The reason for the popularity of the 
so ware segment is that barriers to entry are less 
than other segments. The so ware segment is also 
more versa le as applica ons can be developed for 
a wide range of industries. A significant component 
of this segment are enterprises established to de-
velop applica ons for the mobile phone industry. As 
highlighted earlier, Kenya and Tanzania are placed 
third and fourth respec vely with regards to num-
ber of mobile subscrip ons in the con nent. Out of 
the 35 opportuni es iden fied, 37% of those in the 
so ware segment had developed an IT mobile 
phone solu on. This trend is likely to con nue given 
the rate of mobile phone penetra on is greater 
than that of internet and PC penetra on in East Af-
rica.     

There is also increased access to rela vely in-
expensive smart phones and by extension 
internet services via the mobile phone as com-
pe on increases in data service provision.  

Presented in the table below is a synopsis of 
the 15 opportuni es that were iden fied by 
the consul ng team as typical of impact invest-
ing opportuni es in the region. The opportuni-

es are categorized based on the segment of 
opera ons and the business growth stage life-
cycle.   

 

 

 

 

 

 

ICT Projects Segment Distribution 

Source: SBA 2010 
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Majority of the opportuni es iden fied were in 
the early stage (seed, start-up) and 65 %, and 
35% are in first and second stage respec vely. 
This distribu on is consistentl throughout the 
East African countries; the more tradi onal seg-
ments (telecoms and hardware) can be found in 

the 1st & 2nd expansion stages due to the high 
capital requirements. Most IT companies in the 
so ware segment are in either seed or start-up 
stages. The SBA team also noted that in some 
cases, although the idea had poten al, no de-
tailed business plan had been developed or the 
firms had limited track record to implement the 

Challenge Intervention Specific Interventions 

Limited number  of  equity  fi-
nance providers 

Increase the number of equity 
finance providers 

 Ensure ease of exit 
Ensure ease of access to 

investment opportuni es 
Create a Fund of funds 
Reform policy and regula-

ons to a ract local registra-
on 

Equity  financing  gap in  early 
stage ICT companies 

Increase the number of equity 
finance providers financing early 
stage ICT companies 

Create a business angel 
network 

Increase  pool  of  local 
capital through introduc on 
of  appropriate  investment 
vehicles 

Lack of understanding of equity 
financing by entrepreneurs as 
well as poor financial and busi-
ness planning prac ces. 

Promote business incuba on Support exis ng incuba-
on facili es 
 Develop new incuba on 

facili es 

POTENTIAL INTERVENTIONS TO CHALLENGES

FACED BY ICT COMPANIES AND SUPPLIERS OF  

FINANCE
 

Based on the Equity Gap iden fied and bearing 
the challenges faced by firms in the segment so 
iden fied, the taskforce deliberated on possible 

interven ons to address this ‘  Equity Gap’ .    
The interven ons are detailed as above. Specific 
interven ons proposed from the above chal-
lenges were; Exits, Incuba on, Business Angels, 
Fund of Funds and Policy & Regulatory Reform. 
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CONCLUSION & RECOMMENDATIONS 

A er extensive delibera ons, the Taskforce 
concluded that two major challenges hinder 
increased investment in the ICT sector in East 
Africa. They are; 

1.The need to unlock domes c sources of 
capital which can then invest in specific invest-
ment vehicles targe ng ICT and other sectors; 

2.The need to increase the number of string 
“investment ready” firms that would be a rac-

ve to ICT investors and able to contribute  
to the growth and development of the region. 

As a way forward, recommenda ons were 
made for the crea on of two work groups to 
focus on implemen ng crea ve solu ons to 
overcome the key challenges iden fied. The 
two work groups were to focus on crea ng 
solu ons in the following areas:- 

WORK GROUP ONE: INTERMEDIATION OF 
LOCAL CAPITAL 

The objec ve of this work group is to iden fy 
and  drive ini a ves to enhance the mobiliza-

on of domes c capital (investment groups, 
unit trusts, SACCOs, Banks and Diaspora). This 
group will comprise of members of the current 
taskforce, regulators (CMA, RBA and IRA), and 
members from key regulatory and implement-
ing ins tu ons in the region. The Key areas 
iden fied to achieve this include:-  

1. Policy & Regulatory Reform ( Pension, Insur-
   ance, Units Trusts) 

2.Structured Investment Vehicle 
3.Review of taxa on ( VC/PE, Mutual Funds) & 

DTAs 
 
Ini al sugges ons have been made in the 
quest to achieve the objec ves of this work 
group and they are men oned below:- 
 
1. Support/facilitate the development of a 

separate investment class for venture 
capital under the RBA guidelines 

2. Review of CIS Act and regula ons 
3. Investment clubs are an untapped oppor-

tunity 
4. Support the development of either a local 

( country specific ) or a regional over-the-
counter market (OTC) 

5. Undertake a best prac ce review of the 
exis ng regulatory and tax regime for ven-
ture capital funds 

6. Work with the Governments of East Africa  
to develop an appropriate framework that 
will support the growth of the venture 
capital industry 

7. Support capacity building of exis ng funds 
8. Trustee educa on 
9. Public (Pensioner) educa on 

These are preliminary sugges ons to be dis-
cussed and debated by the work group. Spe-
cific interven ons for follow up will be based 
on a consensus reached by the members. 
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WORK GROUP TWO: BUSINESS 
ANGELS AND INCUBATION  

The objective of this work group is to 
identify and drive initiatives to develop 
and support ICT firms through delivery of 
incubation, an angel network/mentorship 
program and financing opportunities. Key 
areas identified to achieve this include: -  
 
• Establishing an Aggregator Fund to 

support the development of ICT firms 
and the ICT spectrum.  

• Establishing a Business Angel Net-
work/Fund  

• Initiative to establish/support state of 
the art incubation centres in the re-
gion.  

  
The following actions were identified for 
the work group going forward: - 

Aggregator Fund  

The key outcome for this initiative was 
that there was further need for the group to 
convene and determine guidelines that 
would drive: - 
A sustainable aggregator fund framework.  
An appropriate support mechanism to es-
tablish the fund.  

Business Angel Network  

The establishment of an angel network 
was agreed upon. CMA would guide this 
process so as to achieve rapid buy-in from
local and regional potential business an-
gels. CMA to host breakfast to bring together
potential business angels

 

 

 

 

Incubation  

It was agreed that this initiative be driven 
by the Kenya ICT Board. The tasks would 
include: - 
•  Seeking funding for the establishment 

of ICT incubators.  
•  Finding partners to support the facility 

through the provision of management 
services.  

In addition to the above action plans the 
workgroups will prepare a detailed strat-
egy implementation plan with the objec-
tive of establishing an aggregator fund 
linked to incubation support and a business 
angel network. 
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1.1   OVERVIEW  

This report is an assessment of the impedi-
ments to socially impactful technology invest-
ments in the region. The assignment was car-
ried out by Strategic Business Advisors 
(Africa) Ltd, reporting to a taskforce com-
prised of key industry players and commis-
sioned by the Capital Markets Authority of 
Kenya with funding from the Rockefeller 
Foundation. 

1.2  BACKGROUND  

The Capital Markets Authority of Kenya was 
established under an Act of Parliament -  the 
Capital Markets Act (Cap 485A) -with the 
objective of promoting, regulating and devel-
oping capital markets in Kenya. The Author-
ity plays a critical role in the economy by fa-
cilitating mobilization and allocation of capi-
tal resources to �nance longterm productive 
investments. The Authority is responsible for 
developing both new and emerging asset 
classes and playing a role in developing re-
gional �nancial markets. One of the principle 
mandates of the Authority is the development 
of the venture capital market.. In line with 
this, the Authority developed and gazetted the 
Capital Markets Venture Capital Companies 
Regulations on September 21, 2007. The pur-
pose of the venture capital regulation was to 
meet the funding needs of entrepreneurial 
companies that do not have the size, assets 
and operating histories necessary to obtain 
capital from the money markets.  

To encourage growth of venture capital mar-
kets in Kenya and thus deepen the �nancial 
market, the Authority received funding from 
the Rockefeller Foundation to �nance the 
creation of a taskforce to produce a detailed 
report that would deliberate the challenges 
faced by impact investors looking to invest in 
early stage ICT ventures in East Africa. Fur-
ther, the taskforce would provide substantive 
details of the sort of impact investing opportu-
nities that exist but are currently falling into 
an ‘equity gap’ and therefore going   

un-funded. The taskforce was  to propose 
creative solutions that might overcome these 
challenges over the medium to long term. 
The report could also form the blueprint for 
enabling better regional integration of ICT 
venture capital markets. As impact investing 
gains momentum around the world and as 
the landing of the undersea cable opens up 
new opportunities for technology invest-
ments in East Africa, the time is ripe for 
identifying some key opportunities for so-
cially impactful technology investments in 
the region. It is against this background that 
the Authority sought a consultant, Strategic 
Business Advisors (Africa) Ltd, with a man-
date to conduct a study and prepare re-
searched data that can be used by Impact 
Investors to help demonstrate both supply 
side “equity gap” and the demand side “deal 
�ow” and how best to bridge the two within 
the ICT sector in the developing economies 
of East Africa. The ultimate bene�t of this 
report is to enable the CMA to ful�ll its 
mandate of deepening and developing 
Kenya and the region’s �edgling venture 
capital and private equity markets. It could 
also form the blueprint for enabling regional 
integration of ICT venture capital and pri-
vate equity markets. 

1.3 OBJECTIVES OF THE STUDY  

The key objectives of the study were as fol-
lows:- 

•  Identify the impediments to socially 
impactful technology investments in 
the region; 

•  Identify 10-15 possible technology in-
vestments that could be attractive to 
impact investors; 

•  Develop tangible recommendations on 
steps that could be taken to overcome 
the existing obstacles to successful im-
pact investing and venture capital in the 
East African ICT sector.  



3

1.4  METHODOLOGY AND 

WORK PLAN

The assignment was conducted in three phases 
with clear objectives.  

Phase One: To get a clear understanding of 
the status of the ICT sector in East Africa. 
This phase involved thorough desk based 
research and speci�c interviews with key 
industry players to determine the layout of 
the industry in terms of structure, challenges 
faced by the sector and the growth potential 
of the same.  

 

 

Phase Two: Involved extensive research 
(both �eld and desk-based) into potential 
interventions suggested during the �rst 
taskforce meeting. Further, it was in this 
phase that interviews with ICT entrepre-
neurs began as part of the search for poten-
tial impact investment opportunities.  

Phase Three: Involved analysis of the �nd-
ings of phase one and two and structuring 
of potential interventions for the taskforce 
going forward. Below is an illustration of 
the work plan. 

 

Fig 1: Work plan   
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STRUCTURE OF THE 
REPORT

1.4.1  Literature Review  

In order to understand the current ICT 
industry, various reports were reviewed. 
In addition, available literature on rec-
ommendations for possible interventions 
put forward by the taskforce was re-
viewed.  A bibliography of these reports 
is provided in the annexes.  Various key 
pieces of legislation were also reviewed 
in the analysis of policy and regulatory 
reform, they include: 
 

 The Capital Markets Act Chapter 
167 

 The Retirement Bene�ts Act, Act 
No. 3 of 1997  

 The Insurance Act Chapter 487 
 

1.4.2  Best Practice Review   

 Various documents were reviewed par-
ticularly to understand how other mar-
kets work speci�cally with regard to 
exits, incubation, business angels and 
business angel networks as well as fund 
of funds.  

 1.4.3  Field Work   

In order to understand the ICT as well as 
the VC market in Kenya, various key 
informants, ICT industry players includ-
ing entrepreneurs and VC �rms were 
interviewed. A list of these persons is 
provided in the annexes.  

1.5  
 

This report is divided into the following 
sections: 

 Chapter 2 provides an overview of 
the ICT industry in East Africa.  

 Chapter 3 provides in-depth analy-
sis of the status of ICT �nancing in 
East Africa.  

 Chapter 4 provides an assessment of 
impact investing opportunities in 
East Africa  

 Chapter 5 provides an analysis of 
possible interventions as put for-
ward by the Taskforce 

 Chapter 6 provides the  conclusions 
and recommendations 

 Appendices include a list of the 
taskforce members, a list of persons 
interviewed and a bibliography of 
documents reviewed. 





6

2.1  INTRODUCTION  

This section provides a comprehensive 
assessment of the East African ICT sector 
Contribution to GDP ranges from 3-5% in 
the region using 2008 data (see chart be-
low). Although more recent comparative 
data is not available, growth rates in most 
countries in the region ranges between 8 -
12% which is faster than many sectors. In 
the next few years ICT contribution to 
GDP is expected to surpass 10% and be-
come an even major component of the 
region’s economies. Rwanda has been 
quoted as ‘the only developing country 
that has staked its future on ICTs with an 
ICT -led economic development strategy’. 
Other countries in the region have seen 

developments in the sector have brought 
great attention to this part of the world. A 
good example is the Safaricom MPESA - 
a money transfer solution in Kenya which 
has been quoted all over the world as one 
of the greatest innovations from Africa.        

 
 
Other innovations from this country in-
clude Ushahidi, an innovation borne out 
of Kenya’s internal post election con�ict 
and which has served to inform the public 
on what was happening in the country 
through uploads by journalists. This ser-
vice has been used by aid agencies the 
world over during similar con�icts and 
natural disasters. In further showcasing 
this innovative egde, Virtual City, a Nai-
robi-based software development �rm 

Fig 2: Contribution to GDP  

Source: TMG Inc. 2008  

For the purposes this study , ICT is defined as all technical means used to handle information and aid 
communication, including computer and network hardware as well as necessary software. ( Wikipe-
dia.com) 
In Kenya for example, data from a more recent World Bank report highlights the fact that 
ICT and transport sectors combined contribution to GDP has overtaken manufacturing and 
is close to 14%.This quote has been sourced from  “Africa ICT Trends and Countries to 
Watch in 2010”, prepared for Africa Business Source by Alex Twinomugisha, 5th February 
2010. ( www.africabusinesssource.com ) 
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2.2  SEGMENTATION OF ICT    

INDUSTRY IN EAST AFRICA  

 Presented below is a diagram which high-
lights the segmentation and description of 
the sector for the purposes of this study.  

 

 Telecoms: Overall the ICT sector is 
dominated by the telecommunications 
(telecoms) sector that accounts for ap-
proximately 80-90% of total regional ICT 
sector turnover ($3 billion). There are 
varying levels of competition across the 
region. An oligopolistic is generally the 
case. There is greater downward pressure 
on pricing in the East African and tele-
coms operators are competing for users 
by o�ering special promotions and em-
ploying marketing techniques.  

 
The East African region is one of themost 
active in Africa. Total users of mobile 
phones in the region (Kenya, Uganda, 
Tanzania, and Rwanda) are about 40 mil-
lion. Kenya and Tanzania are placed third 
and fourth respectively with regards to 
the number of mobile subscriptions in the 
continent.  In terms of mobile application 
adoption, usage and development, Kenya 
leads the other EAC countries. For exam-
ple, a comparison in the introduction of 
the mobile money transfer services be-
tween Kenya and Tanzania revealed a 
much higher rate of technology adoption 
and usage in Kenya. After 14 months of 
mobile money transfer services in Kenya 
there were 2.7 million recorded users 
compared to Tanzania that recorded 
280,000 users during the same timeframe.  
 

Fig 3:  Segmentation of the ICT sector  
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Hardware: The hardware segment is mainly 
comprised of manufacturer’s representative 
operations – e.g. HP, IBM –resellers and 
distributors. This is a mature industry with 
high levels of competition. It is a high-
volume low-margin business, with margins 
of less than 8-10%. There is hardly any PC 
assembly industry in the region. An emerg-
ing segment that is likely to drive growth for 
this sector in the near term is data storage; in 
the long term there is likely to be more 
manufacturing opportunities in some coun-
tries that are able to make the cost of busi-
ness competitive.    
 
Software: The service providers within this 
segment can be divided into (i) international 
branded proprietary software providers, (ii) 
local proprietary software providers and (iii) 
local non-proprietary application software. 
Ai discussion of this division is as follows:  

 
International branded proprietary soft-
ware (SAP, Oracle, Sybil etc) providers: 
ICT service providers within this segment 
provide solutions such as ERP, CRM etc, 
customizing branded propriety software 
such as SAP, Oracle, Sybil etc. There are 
those that have exclusive agreements to 
one software provider and those with non-
exclusive agency agreements. Both have to 
be certified and be paying licensing fees to 
the international software provider. The 
level of customization depends on the soft-
ware. For instance, Oracle solutions re-
quire minimal customization whereas SAP 
solutions require more substantive cus-
tomization. Margins in this business are 
much higher, averaging at least 35-40%. 
The largest clients are normally found in 
the manufacturing and public sectors and 
to a limited extent the corporate market 
e.g.banking, insurance etc. Future areas of 
growth for this segment are expected to be 
in provision of solutions to the SME sector. 
Currently there are some South African 
firms providing services to the SME sector 
in Kenya. There is an opportunity for local 
entrepreneurs to provide services within 
this SME customer segment as well. 

 

Local Proprietary Software: ICT ser-
vice providers within this segment offer 
services similar to those of ‘international 
branded propriety software’ segments 
such as ERP and CRM solutions. They 
are cheaper than their counterparts since 
they do not have to pay licensing fees to 
any international software provider and 
can provide more customized solutions 
to customers. Numerous start-up small 
and micro businesses exist in this seg-
ment. The main challenge for firms in 
this sector is the cost for research and 
development of generic solutions that 
can be used in various sectors. It is also 
expensive to acquire Intellectual Prop-
erty for developed software. Firms in 
this sector often run the risk of develop-
ing software for a large company only to 
lose the Intellectual Property to the soft-
ware if the client buys the solution out-
right. This curtails the entrepreneur from 
reselling the solution and receiving roy-
alty/ license revenue. Despite this risk, 
there is significant opportunity for local 
entrepreneurs to grow within this seg-
ment. 
  

Application Software: There are a mul-
titude of small and micro businesses in 
this segment. They face typical SME 
related challenges for instance a lack of 
proper financial and reporting systems, 
difficulty in accessing finance etc.. Most 
service providers within this segment 
largely provide web design and web de-
sign related services such as web host-
ing, domain registration and website 
maintenance .   
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Information Technology Enabled       
Services:  

 
BPO : This sector is not fully developed 
in the region with a small number of 
�rms providing outsourcing services. The 
BPO sub-sector is a new and emerging 
sector in East Africa largely driven by 
global trends to outsource the provision 
of non-core services to more competitive 
locations. The size of the sub-sector in 
Kenya in terms of number of seats is ap-
proximately 2000. The subsector is cur-
rently dominated by a few large local 
�rms providing largely call centre out-
sourcing services to international destina-
tions. There are a number of small players 
typically with 10 to 20 people carrying 
out non-voice back o�ce work such as 
transcription services. The sector is domi-
nated by owner managers who have had 
experience of working overseas, mostly 
in North America. Exports are currently 
estimated at close to $10 million. Export 
earnings are close to 99% of total earn-
ings in the sub-sector as there is limited 
outsourcing of services by local corpo-

rates or the Government. The �gure be-
low shows BPO export revenue as a per-
centage of sub-sector turnover.  

In 2007, BPO had the highest revenue as a 
% of sub-sector turnover. The sector has 
signi�cant potential for growth and em-
ployment creation and is receiving con-
siderable government support from EAC 
countries. The �ber optic cable will 
greatly reduce bandwidth costs which was 
a major constraint to the growth of this 
segment.  The BPO segment continues to 
face other challenges such as an underde-
veloped local market, high costs of train-
ing contact centre professionals, di�culty 
in attracting and maintaining mid-level 
managers, and a lack of access to capital. 
Most businesses also have a limited out-
sourcing track record, thus making it dif-
�cult to acquire international contracts. In 
addition, many BPO companies are un-
dercapitalized and therefore will take 
some time to achieve economies of scale. 

Fig 4: Sub -sector export revenue as a percentage of sub -sector turnover, 2007  

Source: Kinetic Cubed / SBA 2008  
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Training Services: Universities and technical 
training colleges are the main source of 
ICT education in East Africa. The training 
given at these technical training colleges 
di�ers from that at the universities. Uni-
versities o�er IT and Computer Science 
courses that are theoretically structured 
and pretty much well rounded. Most 
courses are specialized and have weak or 
un-emphasized business studies related 
component. As a result the students gradu-
ating are well versed technically but often 
lack general business skills hence face 
business related challenges as entrepre-
neurs. At technical training colleges, the IT 
training focuses on basic computing pack-
ages such as MS Suite to more complex 
courses. Other training services available 
in these colleges are for contact centre 
agents for the BPO sector. Currently BPOs 
are undertaking on the job training for 
most contact centre agents but there are 
several institutions that are beginning to 
o�er specialized courses for BPO contact 
centre agents.  Employers within the re-
gion attest that the skill level from univer-
sity and technical college graduates is of 
high quality but often out of date. Employ-

ers o�er on the job training or sponsor 
recent graduates to undertake distance 
learning for specialized training required 
for businesses to be competitive in the IT 
�eld. 

  2.3  REGIONAL PERFORMANCE 

OF ICT 

Growth in ICT in East Africa has been driven 
by the telecoms sector.  The key drivers in-
clude; Liberalization of the sector; Growth in 
mobile telephony; and Increase in IT trained 
graduates from Universities & Colleges. It is 
estimated that approximately 500 students 
from the University of Nairobi, 600 from 
Makerere University graduate every year. 
Other Universities are equally lining up more 
graduands. Further, there is a varied level of 
competition across the region with Kenya and 
Rwanda having between 3 and 1 dominant 
players respectively while Uganda and Tanza-
nia having more competition with over 3 com-
petitors each. Figure 2 shows the distribution 
of ICT amongst the East African population.   

Fig 5: Distribution of ICT in East Africa  

 
Source: ITU ICT Indicators 2009  
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In comparison to the continent’s average, 
it seems that Kenya boasts a high number 
of mobile service subscribers. Further, 
Kenya’s internet users at 8.71 per 100 in-
habitants surpass the continent’s average 
of 6.93 per 100 inhabitants.  However, 

�xed phone subscription in East Africa is 
very low. Mobile telephony is particularly 
popular in the region. The table below 
shows the growth in mobile subscription 
per 100 people.  

Fig 6: Growth in Mobile Subscriptions  
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Kenya and Tanzania alone hold over 10% 
of mobile subscriptions in Africa as seen 
in the �gure above. 
 
East Africa was one of the last regions 
without a �bre-optic backbone until three 
undersea cables arrived last year. Internet 
access in the region is already experienc-
ing a revolution due to the landing of these 

international cables i.e TEAMS, SEACOM 
and EASSY. Costs that were previously as 
high as $3000 per megabit have already 
dropped to as low as $400 per megabit. 
Internet usage in this region has been 
growing and is set to grow even faster due 
to the cheap connectivity brought about by 
these cables.  

Fig 7: Distribution of Mobile Subscriptions in Africa  

Source: ITU World Telecommunication/ICT Indicators database   
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The �gure above shows growth in internet 
users in East Africa in comparison with 
other African countries. 

2.4  SUMMARY   

In conclusion, a number of key elements 
of the ICT sector in East Africa emerge:  
 
•

•

 Evidence suggests that the ICT sector is 
growing rapidly in the region and is of 
increasing importance to the overall 
economies in these countries. The tele-
com sector and particularly mobile te-
lephony is the key driver of growth. 

• 

The sector is dominated by a large 
number of SMEs many of these are in 
the software segment targeting mobile 
telephony. Many of these �rms are 
startups and early stage companies that 
lack the skills and capital base to �-
nance growth. 

 There is signi�cant scope for growth 
and innovation in the sector moving 
forward. The key to growth however 
will be increased investment and skills 
to exploit those domestic and export 
markets. 

Fig 8: Growth in Internet Users between 2003 and 2008 (in 000’s)   

 

Source: ITU World Telecommunication/ICT Indicators Database  



CHAPTER THREE: FINANCING ICT IN EAST AFRICA
The �ndings in this section are sourced from detailed �rm level interviews, 
discussions with suppliers of �nance and various relevant documents. This 
section provides an assessment of the ICT sector in East Africa with regard to 
access to �nance. First, a determination is made for the demand for �nancing 
in the di�erent segments. This will be followed by an examination of the di�er-

ent suppliers of �nance with particular focus on equity �nancing. 
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3.1  ICT DEMAND FOR            

FINANCING  
 
 
In considering �nancing needs in ICT a 
degree of variance at di�erent levels of the 
lifecycle is noted. Reasons for seeking 
�nancing vary from research & develop-

ment, concept proo�ng, new product de-
velopment, marketing, training, working 
capital etc. As can be seen in table 2 
amounts of �nancing required vary with 
the intended ICT business sector and stage 
of business life cycle. However the 
amounts sought in East Africa remain rela-
tively small and as the business grows, its 
avenues for seeking �nancing expand as 
well .  

Source: Zavatta, Roberto, ( 2008)
  

  

Table 2: ICT Financing Needs  

LIFECYCLE  AMOUNT 
SOU
GHT  

RATIONALE  

Early Stage 
‘Seed’  

USD 10,000 
– 
50,00
0 

The initial stage goes from the conception of the business idea 
to its commercialization. The bulk of the investment at 
this stage relates typical ‘seed’ activities, R & D and 
initial development of the business concept as well as to 
purchase of equipment and licenses , product develop-
ment and initial marketing e�orts 

Development/ 
Start 
Up 

USD 50,000 
– 
150,0
00 

This phase corresponds to the proper ‘formalization’ of the 
business and the actual commercialization of the prod-
ucts/services developed in the initial stage.  Financing 
requirements typically refer to the need of supporting 
market development, creating adequate production ca-
pacity and build up of working capital. 

First Expan-
sion 

USD 
150,0
00 – 
500,0
00 

This phase is often associated with the launch of a new up-
graded version of the original product which incorpo-
rates and systemizes the improvements gradually intro-
duced during the �rst commercialization phase. In other 
cases this phase involves some degree of diversi�cation 
with the introduction of new products/services, the 
buildup of technical expertise acquired and / or on the 
connections established with certain clientsin addition 
to small businesses opening subsidiaries in other areas. 
Depending on the nature of the business �nancing needs 
can vary considerably. 

Second Expan-
sion 

More than 
USD 
0.5 
mil-
lion 

This stage of development is associated with a major change in 
the scale of operations often with the scaling up of inter-
national operations. In this case �nancing requirements 
relate to the establishment of commercial subsidiaries 
and /or technical assistance centers abroad as well as to 
a host of other internationalization related expenses. 
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In addition, financing needs vary from one 
sub-sector to the next. Companies in the 
Telecoms sub-sector are generally larger 
ICT firms that are able to raise capital 
from a variety of sources including banks, 
private equity, angel investors, syndicated 
loans and in some cases corporate bonds 
and the stock exchange. Smaller firms in 
the telecoms sub-sector require medium 
term capital (5-7 years) which is difficult 
to access; they also face significant chal-
lenges in raising equity financing.  The 
few medium sized firms operating in this 
segment raised funds from Angel investors 
or are subsidiaries of larger foreign firms.   
 
IT Hardware  subsector companies in-
clude manufacturer representatives and 
resellers/ distributors of IT equipment. 
These companies have the ability to use 
their equipment as collateral and access 
financing such as trade financing and 
working capital financing from banks, and 
vendor financing from equipment suppli-
ers. Cost of capital for these firms remains 
high. Smaller firms operating within this 
sub-sector face typical SME challenges in 
accessing financing. As mentioned earlier 
(Ref. Pg 29), an emerging segment within 
this subsector is that of information storing 
data centres (data firms). There exists an 
equity gap in this segment as these data 

centre entrepreneurs need to be well capi-
talized and require significant equity fi-
nancing.   
 
Within the Software  sub-sector, interna-
tional branded proprietary software provid-
ers and local propriety software companies 
experience working capital challenges and 
also require equity financing. Though col-
lateral requirements from banks can be 
restrictive they are able to access some 
trade financing from banks when they have 
established clientele and purchase orders.  
This segment has a large number of in-
digenous East African businesses as barri-
ers to entry are less onerous.  There are a 
lot of younger increasingly educated pro-
fessionals in this segment as well .   
 
For a BPO  operation to be financially vi-
able it requires at least 40-50 seats. Firms 
within the BPO sector require significant 
capital investment with respect to purchase 
of equipment, training costs and marketing 
and business development costs. Flexible 
working capital is also essential for firms 
within this sector.  Some of the larger 
firms have been able to access bank fi-
nancing but it has required significant col-
lateral. Our findings indicate that although 
some firms have received equity, as the 
sector expands there will be need to avail 
more equity to emerging BPO companies.    

SEGMENT  DEMAND  SUPPLY  

Telecoms Small and medium sized companies 
face challenges raising medium term 
(5-7 years) debt and equity 

Equity and medium term fund-
ing gap 

Hardware Data Centers: need well capitalized 
companies 

Require equity finance 

Software Large number of SME’s within this 
segment that require working capital 
and R&D funding 

Equity gap: level of funding 
sought not as large as other 
segments 

ICT Enabled ser-
vices (e.g. BPO)  

Require working capital and invest-
ment to scale up operations to com-
petitive levels (above 250 seats) 

Equity and financing gap 

Table 3: Access to finance by Sub-Sector  

Source: SBA 2011  
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3.2  ICT SUPPLY OF FINANCE  

 
The ICT sector in East Africa, with the 
exception of the telecoms subsector, is 
dominated by numerous small and me-
dium sized enterprises (SMEs). Majority 
of these �rms are startup and/or early 
stage companies with very few estab-
lished mature companies within each sub-
sector. These �rms typically face the 
same �nancing challenges that other 
SMEs face. They are usually informal and 
unstructured with the owner/manager 

involved in all aspects of the business. As 
such, these managers face challenges pro-
viding accurate �nancial statements, busi-
ness plans, �nancial models and business 
valuation to providers of �nance. The 
table below shows access to �nance by 
SMEs in Kenya in comparison to the US 
and the UK. As outlined in the table 
above, SMEs in Kenya depend more 
heavily on personal loans from friends 
and family compared to developed econo-
mies like the US and UK. The use of 
bank �nancing is also popular in contrast 
to the use of equity �nancing which is 
limited.  Although these �ndings apply to 
all �rms, ICT �rms face a similar or pos-
sibly even more skewed situation in terms 
of access to �nance.  

SMEs Sources of Financing  Kenya  US  UK  

Credit Lines (Overdrafts)  19% 27.7% 53% 

Term Loans (Mortgage, Vehicle, Equipment) 18.7% 43.6% 24% 

Loans for the Owner or Owner’s Friends 
(Internal) 

50.3% 28.1% 6% 

Personal or Business Credit Cards 0% 80.1% 55% 

Leasing 0% 10.6% 27% 

Development Funds/ Grants 1.63% - 6% 

Supplier Credit Finance 3.95% - - 

Invoice Finance - - 3% 

Equity Finance 0.58% - 3% 

Other Financing 5.81% - - 

Table 4: SMEs Sources of Financing   

Source: Investment Climate Survey, 2007  
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3.2.1  Bank Finance  

When seeking bank financing the key 
challenges expressed by ICT companies 
include: -   

Collateral : ICT companies are often sub-
jected to high collateral requirements 
which they cannot meet since ICT busi-
nesses generally have intangible assets.  
 
Irregular Cash -flows : Banks also re-
quire a consistent track record or transac-
tion history of between 6 months to a year 
showing stable cash flows as conditions 
precedent to lending. Some IT businesses, 
especially those engaged in software de-
velopment, have irregular cash -flows 
because they typically have about 4 to 6 
contracts per year.  This makes it more 
difficult for them to access bank financ-
ing.  
 
Risk Profile : ICT companies have a 
higher risk profile; the innovative and 
changing nature of the environment in 
which they operate leads to a high risk of 
failure. The problem is further worsened 
by the fact that the majority of ICT com-
panies in East Africa are MSMEs that 
generally have a higher risk profile be-
cause of the “owner -manager/ one man 
show” syndrome, a greater exposure to 
adverse market environment and limited 
market reach.  
 
Information Asymmetries: The special-
ized expertise required to appraise ICT 
initiatives is usually not available to 
mainstream banks in East Africa. This 
problem is further exacerbated because 
most ICT entrepreneurs lack the business 
acumen to express their concept articu-
lately to these mainstream providers of 
finance.     

3.2.2  Venture Capital Finance   

The Private Equity/ Venture Capital (PE/
VC) industry in the EAC region is grow-
ing. In 2006 the Venture Fund market 
size was estimated to be roughly $90 mil-
lion. Current estimates put the VC market 
size at about $ 500 million. The number 
of funds operating in the region has also 
grown, from about 6 funds in 2006 to 
over 10 funds in 2010.   

The VC sector in East Africa remains 

relatively modest compared to other 

countries and regions in the world as 

shown in the table below. This modest 

sector size in part contributes to the lim-

ited number of ICT related funds and the 

equity gap experienced in the ICT sector.  
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Table 5: Estimated Venture Capital Fund Market Size  

  Fund  Key Areas of focus  Funding Levels 
(USD)  

1. Actis Africa Agribusi-
ness Fund 

Agribusiness – larger size transac-
tions 

$100 million 

2. Catalyst Principal Part-
ners 

Consumer goods, retail, �nancial 
and business services, manufactur-
ing, technology and telecommuni-
cations 

$100 million 

3. Acumen Fund Health, housing, energy and water $20 million 

4. Aureos East Africa Fund  Banking, agribusiness, telecom, 
other 

$40 million 

5. BP Kenya  SME (including ICT)  $14 million 

6. E - Ventures Africa Fund Small and Medium Sized African 
Internet related companies 

$ 28 million 

6. GroFin East Africa Fund  SME (including ICT)  $25 million 

7. TBL Mirror Fund  SME (including ICT)  $11 million 

8. In Return Agro & food processing, ICT, 
media, energy, manufacturing, 
logistics, �nance 

$7 million 

9. East Africa Capital Part-
ners 

Telecom, media and technology $100 million 

10. Fanisi Capital SME: Sector wide - agribusiness, 
ICT, retail, �nancial services, real 
estate, health and tourism. 

$55 million 

10. Others All Sectors  $ 50-100 million 

    Total  500-600 million   
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Table 6: Private Equity/Venture Capital Relative to GDP  

Source: KPMG and SAVCA, May 2010, “ Venture Capital and Private Equity Industry Per-
formance Survey of South Africa covering the 2009 calendar year”, Economic Survey 2007, 
SBA Extrapolation  

Country  
Private Equity & Venture 
Capital Investment ($ billions)  

Private Equity & Venture Capital 
Investment as a % of GDP  

North 
America 709.8 4.7% 

Europe 451.9 2.6% 

UK  162.1 5.9% 

Asia Pacific  265.8 2.1% 
South Af-
rica 10.0 3.0% 

Israel 6.2 3.1% 

East Africa  0.4 0.05%  

With respect to accessing equity financing 
ICT companies have the following main 
difficulties: -  
 
Information Asymmetries:  Similar to 
many banks, some providers of equity fi-
nancing that were interviewed for this re-
search also lack the technical skills to ap-
praise ICT ventures. ICT companies also 
have trouble providing reliable financial 
reports and business plans. The Lack of 
information infrastructure such as credit 
reference bureaus also contributes to infor-
mation asymmetries. 

Lack Understanding of Structured Fi-
nance: ICT entrepreneurs do not under-
stand structured finance, financial model-
ing and business valuation. As a result, 
they do not understand the risk premium 
imposed by equity providers and are often 
unwilling to accept the terms imposed. 
Reaching an agreement on the accurate 
valuation of an ICT business is normally a 
challenge and business valuation negotia-
tions are often the lengthy part of accessing 
equity financing.  

Limited Number of Equity Finance Pro-
viders : Most VC/PE firms in the region 
focus on other sectors. Although there are 
more funds investing in ICT, overall in the 
region there are still a limited number of 
VC/PE firms that understand ICT sector 
and provide equity to ICT firms. 
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ICT/ ITES businesses and providers of 
finance in East Africa face other challenges 
that curtail the growth of the sector and by 
extension contribute to the financing gap 
experienced in the sector. These include:- 

  . Business related challenges: Apart from 
distributors and resellers of IT equipment, 
the ICT sector in the region lacks depth 
with most firms concentrated in the early 
stage and start-up segment. Thus most 
firms are unlikely to make high returns and 
require significant long-term investment. 
Therefore VC/PE funds will most likely be 
reluctant to invest in this category of 
companies and would rather concentrate 
on more mature ICT businesses. Mature 
ICT business in first or second expansion 
stages would require the same time and 
resource commitment as early and devel-
opment stages but are more likely to be 
viable ventures. This challenge is further 
aggravated by the fact that there are few 
PE/VC funds operating within the early and 
start-up stage segments.  

     .    Venture Fund related challenges: the 
process of starting a fund and raising 
capital is challenging and lengthy. The 
venture funds also face difficulty in access-
ing local capital into funds e.g. pension, 
insurance sectors. Funds in the region also 
face double taxation challenges thus 
majority are registered in Mauritius (which 
has double taxation agreements with over 
30 African countries) to mitigate this risk. 

     

3.3   CHALLENGES FACED BY 

ICT COMPANIES AND SUPPLIERS

OF FINANCING  

 .    Due diligence related challenges - This 
also affect the growth of PE/VC in the EAC 
region. Many funds expressed interest in 
investing in the ICT sector are reluctant due 
to a lack of in-house ICT experts to assess 
and identify viable ICT investments. Further-
more a lack of knowledge pertaining to the 
business valuation process coupled with an 
unempirical perceived business value from 
the part of the ICT entrepreneurs slows 
down the due diligence and funding 
process.  

     .    Limited Enterprise Clustering: ICT 
businesses in the region are fragmented and 
geographically widespread thus precluding 
them from the synergies that can be 
harnessed within clusters. Because there is a 
lack of clustering, significant collaboration 
in the sector – collaboration of both vertical 
and horizontal integration in the ICT / ITES 
sector, financing from both PE/VC firms and 
other financiers that understand the 
sector,and collaboration that would lead to 
firms scaling up – is lacking.

     . Lack of Angel Investor Network: A 
coordinated network of Angel Investors 
concentrating on ICT that invests in early 
stage businesses, mentor entrepreneurs 
and assist with due diligence, effectively 
preparing the business for the next stage of 
investment is lacking in this region. 

        . Lack of Exit: Multiple avenues for exit 
are very important to investors and the 
current policy framework is not conducive 
to exit. The Stock Exchange is sometimes 
not the best place to exit given the stage at 
which the business is at. Limited avenues for 
exit such as prohibition on management 
buy-backs and stringent and restrictive 
stock exchange listing requirements also 
affect the growth of venture financing in the 
region.
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Out of the 35 opportunities, further evalua-
tion was conducted based on innovation, the 
quality of the management team, the invest-
ment impact and the commercial viability. 
The final selection was made based on this 
evaluation exercise. These opportunities 
were then profiled.

4.2 ICT IMPACT INVESTING OPPORTUNITIES

4.2.1 ICT Segment Distribution 

Presented below is a segmentation of the 
opportunities identified during the course of 
this assignment. 
The findings from our research showed a 
majority of opportunities coming from 
software development and followed by 
telecoms with 67% and 16.6% 
respectively.This figure is replicated in indus-
try distribution with respect to number of 
firms in the different segments. 

The reason for the popularity of the 
software segment is that barriers to entry 
are less than other segments.The software 
segment is also more versatile as applica-
tions that can be developed for a wide 
range of industries. A significant compo-
nent of this segment are enterprises estab-
lished to develop applications for the 
mobile phone industry. As highlighted 
earlier, Kenya and Tanzania are placed third 
and fourth respectively with regards to 
number of mobile subscriptions in the 
continent. 37% of those in the software 
segment had developed an IT mobile phone 
soltion. This trend is likely to continue given 
the rate of mobile phone penetration is 
greater than that of internet and PC 
penetration in East Africa. There is also 
increased access to relatively inexpensive 
smart phones and by extension internet 
services via the mobile phone as competi-
tion increases in data service provision. 

  

   

  
  
         

Fig 10:  ICT Projects Segment Distribution



27



28



29

INVESTING OPPORTUNITY ONE  

Sector: Application Software – Local Proprietary Software Development
& Mobile Software Applications 

Location:  Nairobi, Kenya  
Number of employees: 4 
Established: 2007 
Project Description:   This  is a system to facilitate the access of information and credit 

services and improve management of Cooperative Societies 
Innovation:  Use of internet and mobile technology to assist cooperatives 

improve their management and offer services to members using 
mobile devices. 

Project Target Market:  Cooperatives 
 

 

 
 
 

  
 
 

   

 
  
  
         

 
 

INVESTING OPPORTUNITY TWO  

Sector:  IT Enabled Services: BPO 
Location: Dar Es Salaam, Tanzania 
Number of employees:  10  
Established:  2010  
Project Description:   The company is currently a seven seat IP based call ce ntre 

specializing in telesales. The company recently completed a 3 month 
pilot BPO project with a leading financial services firm in Tanzania, 
selling micro and small loans, to teachers, police and civil servants. 
Initially the BPO only covered outbound telesales but due to the 
popularity of their service they are now covering inbound customer 
service calls for the financial institutions. Given the success of the 
pilot project the BPO seeks to expand its services to other sectors.   

Innovation:  The BPO utilizes IP based PBX system and is one of the few 
operational BPOs in Tanzania 

Project Target Market:  Tanzanian market, other Swahili speaking markets 

Firm Development Stage:       Seed/ Start-up

Project Cost:                 USD $75,000 – 150,000

Funds Utilization:  Funds provided for this project 
were to be used to purchase hardware and software 
.i.e. Web servers, SMS Gateways, Interconnection 
switches etc. The funds would also be used to hire 

software developers to implement the various 
stages of design and implementation of the system. 
This project also required one to have a license from 
the Communication Commission of Kenya as well as a 
Premium Rate Service Provider license from all 
available GSM operators in Kenya.
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As in any qualitative research, the need for 
each individual opportunity was ruled out as 
the statistical sample was representative of 
all available opportunities in the market. A 
confirmation of the exactness of this statis-
tical sample was validated by members of 
the task force who also happen to be inves-
tors in the IT sector. The markets in Kenya, 
Tanzania, Uganda and Rwanda differ – 
sometimes significantly – in the develop-
ment of their ICT sectors. However, one 
thing they all have in common is that by 
world standards, the sector is beginning to 
gain momentum. 

Typical of the industry, most of the ICT 
projects that the consultants identified 
were in early stage (seed / start-up / devel-
opment) growth and do not have the size, 
assets and operating histories required to 
acquire funding from traditional sources of 
capital. As noted throughout the industry, 
this inability to acquire funding has led to a 
financing gap – primarily an equity gap – as 
the project owners face significant restric-
tions in the amount of funding they can raise 
to scale up their businesses.

There are many commendable concepts in 
the market. However few of these devel-
oped businesses or projects have any formal 
business plans. Because of this general lack 
of business planning in the market, those 
projects that require little planning for the 
adoption of their product or service flourish. 
This is most evident in the fast growing 
mobile applications segment of the 
software sub-sector of the ICT industry. The 
fast adoption of these 'apps' that are devel-
oped with little more than a mobile phone 
and a functional computer, is fast becoming 
defined as a means through which ICT 
companies in East Africa are being spawned.

East Africa is a region where entrepreneur-
ship is on the rise. With its relatively low 
entry barriers, the ICT industry is a natural 
breeding ground for a wide variety of new 

projects. It is also a breeding ground for 
companies whose potential is primarily 
tempered by a lack of financing and project. 
It is anticipated that structures developed 
during the course of this assignment will not 
only channel investment into impactful ICT 
projects, but also create mechanisms to 
easily identify potential ICT investments in 
the future.

4.3  ASSESSMENT OF IMPACT POTENTIAL FOR 
INVESTORS IN ICT

One of the objectives of the assignment was to 
identify specific impact investing opportunities 
that would be of interesto impact investors both 
in the region and globally. Prior to assessing the 
impact potential, a clear description of our 
understanding of some principles of impact 
investing is important . These include:-

a)   Impact investors seek out a profitable return 
      from investments. Expectations on return 
      vary dramatically. Some investors expect    
      returns that compete and even outperform   
      traditional investment benchmarks. Other 
      investors concede that their impact invest   
      ments may deliver a lower return than that of  
      a comparable investment that does not target 
      social impact. 
b)  Impact investors look to invest in projects  
      that increase incomes and assets for the poor, 
      improve basic welfare for people in need and  
      mitigate climate change.
c)  Impact investors invest in virtually all sectors   
      of the economy.
d)  Impact investors look to invest in projects 
      which have scalability in terms of job and 
     income creation.
e)  Impact investors invest in processes which 
     deliver energy efficiency, facilitate asset  
     accumulation and utilize BoP suppliers.

Based on the principles identified above, we 
provide an assessment of the opportunities 
identified as part of this assignment. The table 
below highlights the impact potential identified 
in the projects selected

1
 See for example   “Impact Investments : An emerging asset class”, prepared for The Rockefeller Foundation & GIIN by J.P. 

Morgan Global Research, November 2010  
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These exchanges have a very low market capitalization compared to other exchanges in the 
world as shown in the table below:- 

Table 11: Market Capitalization

  

 

                                                           

 

Country/ Region   Name  Market Capitalization in USD Billions  

USA  New York Stock Exchange  11838  

UK  London Stock Exchange  2796 

Europe  Euronext  2869 

Hong Kong  Hong Kong Stock Exchange  2305  

India  Bombay Stock Exchange  1307  

South Africa  Johannesburg Stock Exchange 799 

East Africa  NSE ( 13b) , DSE( 1.3b) , USE( 15.7  

Source: SBA 2010

The East African exchanges are very small in compari-
son to other exchanges in the world. This is an 
indication that the markets are unable to absorb new 
firms quickly. This in turn lengthens the  period before 
IPOs with the consequent incapacity of having not 
more than one IPO running concurrently. This makes it 
very difficult for VCs to plan exit through IPOs. The 
same can be said for the small and medium cap 
exchanges. Kenya is the only EA country with an active 
small and medium cap exchange. However this 
exchange faces additional challenges because of its 
stringent listing requirements as well as the general 
perception that it lists ‘failures’.  Other exit options 
include; the Kenya Social Investment Exchange which 
is still in its infancy and OTC market in Rwanda which is 
also too small to absorb many exits. 

Other challenges with regards to exits include:-
 
  •  Restriction on Listing of Foreign Companies on the 
       Exchanges
  •  Share Buyback Restriction
  •  Inadequate Double Taxation Agreements 

The key intervention is to grow the financial markets in 
the region. More specific interventions in this area are 
briefly discussed below:-

• Regional Exchange: As mentioned earlier in the 
report only Kenya, Tanzania and Uganda have a main 
exchange while Burundi and Rwanda are yet to have 
any. A regional exchange could also play a key role in 
attracting impact investors to the region. 
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•Regional Small and Medium Cap Exchange:
Many of the exits by impact investors would 
be in small to medium sized firms. This 
requires a well developed and conducive 
small and medium cap exchange for this 
segment.   Kenya is the only EA country with 
an active small and medium cap exchange. 
However, as discussed earlier, this exchange 
faces significant challenges because of its 
stringent listing requirements as well as the 
general perception that it lists ‘failures’. A 
market campaign to change this perception 
as well as a revision of the listing require-
ments is necessary., Further, each country 
should decide to start a similar alternative 
exchange for SMEs or collectively create a 
regional small and medium cap exchange.  
This initiative could be led by the East African 
Stock Exchanges Association  
(EASEA) in partnership with the East African 
Member States Securities Regulatory 
Authorities (EASRA). 

•Support KSIX & Regional Social Investment 
Exchange: The KSIX in Kenya should also be 
supported by the  industry as another 
possibleexit strategy for impact investors. 
The CMA (Kenya) as well as other key indus-
try players should actively support the opera-
tionalisation of this exchange. Further, there 
is opportunity to also look into the creation 
of a regional social investment exchange.

•Regional OTC: A regional OTC would 
provide very lucrative opportunities for many 
impact investors not only to exit but also 
source potential investment opportunities. 
This would be best driven by EASRA.  

•Listing of Foreign Companies: For the 
above mentioned recommendations to be 
very effective with regards to the capital 
markets in the region and impact investors, 
foreign registered companies should also be 
allowed to list in EA exchanges.

•Elimination of Share Buyback Restriction: 
In Kenya, elimination of the share buyback 

restriction should be considered. The finan-
cial market would then also need to be 
reformed to attract financing for  
entrepreneurs / firms looking to repurchase 
their shares from investors. 

•Additional Double Taxation Agreements 
(DTA): In the case of taxation, the first step 
would be to ensure DTAs amongst the coun-
triesin the region. DTAs with other countries 
should also be sought. Research should be 
undertaken to identify which countries to 
prioritize in seeking these DTAs as well as tax 
related incentives for attracting investors to 
the region.

5.2   INCUBATION 

Almost all countries in the world use incuba-
tors as an economic development tool. At a 
macro level, incubators seek to promote job 
creation and economic development by 
linking talent, technology, capital and exper-
tise in an effective framework to foster the 
growth of new businesses. At the firm level, 
the incubator provides a value-adding 
support system for leveraging entrepreneur-
ial agency which typically includes a raft of 
tangible and intangible services to help the 
new venture get off the ground. Tangible 
services include shared, subsidized rental 
space, and office infrastructure, such as 
secretarial services and business/office 
equipment. Value added services in the form 
of in-house consulting and access to a 
network of support businesses specializing in 
marketing, business planning, legal, account-
ing, and other services are typically provided 
as intangible services. Financial services to 
incubatees in many cases include introduc-
tions or connections to sources of risk capital 
for the new venture and in some rare cases, 
direct investment by the incubator in its 
more promising incubatees.
There are three main types of incubators:

•General/Mixed-Use Incubators - These are 
mainly committed to promoting continuous 
regional industrial and economic growth 
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The two work groups will focus on creating 
solutions in the following areas:-

Work Group One: Intermediation of Local Capital

Work Group Two: Business Angels and Incubation 

6.2.1   Intermediation of Local Capital 

The objective of this work stream is to identify 
and drive initiatives to enhance the mobilization 
of domestic capital (investment groups, unit 
trusts, SACCOs, Banks and Diaspora)

Fig 15: Sources of Capital Raised by PE/VC rms 
in South Africa

  
 
 

   

 
  
  
Source: KPMG & SAVCA (2009 & 2010)

From the illustration of the figure above, 
availability of local capital is crucial in enhancing 
PE/VC activity in any country. In South Africa, 
local capital forms approximately 40% of total 
capital raised by the PE/VC firms. 

This work group will comprise of members of 
the current taskforce, regulators (CMA, RBA and 
IRA), and members from key regulatory and 
implementing institutions in the region. The Key 
areas identified to achieve this include:- 

   • Policy & Regulatory Reform (Pension, 
       Insurance, Units Trusts)
   • Structured Investment Vehicle
   • Review of taxation ( VC/PE, Mutual Funds) & 
       DTA

Initial suggestions have been made in the 
quest to achieve the objectives of this work 
group, they are discussed below:-

Support/facilitate the development of a 
separate investment class for venture 
capital under the RBA guidelines: This will 
encourage prospective institutional 
investors to make investments in PE/VC 
funds and signal regulatory comfort with 
the asset class subject, of course, to due 
diligence and proper investment appraisal.

Review of CIS Act and regulations: This is to 
allow for direct access by Fund managers to 
“sophisticated” investors.  However, the 
Working Group will need to consider liquid-
ity issues given the nature and structure of 
CIS.

Investment clubs are an untapped oppor-
tunity: The investment club community in 
Kenya is a large latent source of capital for 
PE/VC funds. CMA is willing to consider 
granting Qualified Institutional Investor 
(QII) status to this segment that will allow 
groups to place guarantees rather cash 
upfront during IPOs and allow this investor 
class to leverage better.

Support the development of an over-the-
counter market (OTC): This would help to 
improve the exit options for PE/VC funds.

Undertake a best practice review of the 
existing regulatory and tax regime for 
venture capital funds:
This will entail an additional best-practice 
review of the existing rules as well as a 
broader examination of the incentive 
structure for establishing funds in the 
region vis-à-vis other destinations. Of 
particular concern is that most funds prefer 
to register offshore, typically in Mauritius 
citing tax incentives among other reasons. 
We need to understand the progress made 
on Double Taxation Treaties by Treasury 
and assist in improving the ability of Funds 
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to optimize tax efficient structures for 
regional investment.  Another concern is the 
time it takes to register funds and whether 
support can be provided to the CMA to allow 
for a speedier due diligence process.

Work with the Governments in the region to 
develop an appropriate framework that will 
support the growth of the venture capital 
industry: 
This review would also look into the scope for 
other instruments such as regulatory require-
ments and risk sharing models (e.g. guaran-
tee schemes) to encourage capital into 
equity markets.In Nigeria the Small and 
Medium Enterprises Equity Investment Scheme 
(SMEEIS) provides funds for equity in SMEs. By 
the year 2005, USD200m had been set aside for 
investment, with USD71m invested in over 200 
SMEs. Venture funds are implemented through 
participating banks that contribute 10% to the 
scheme through bank subsidiaries and fund 
managers.

Support capacity building of existing funds: 
Provide support to the existing funds to build a 
credible track record and structure that will be 
appealing to institutional investors.

Trustee education: Trustee education about the 
benefits of PE/VC funds could reduce their 
reluctance towards these asset classes. 

Public (Pensioner) education: There is need for 
financial education for pensioners and the 
public in general. The more knowledgeable they 
are, the more likely they are to appreciate PE/VC 
funds as a potentially profitable asset class for 
their respective pension schemes.

Soft/Long Term –There is need in re-defining the 
role of trustees by changing the perception 
from that of only maintaining the status of the 
pension fund to that of aggressively growing 
the fund. In fact, this should be the benchmark 
in which the trustees should be evaluated.  The 
idea of trustees being risk averse informs any 
hiring of new recruits who are afore anticipated 
to share this trait. Any investment to venture 
capital is deemed too risk averse hence pension 

funds in the hands of conservative trustees cannot 
be invested thus. 

These are preliminary suggestions to be discussed 
and debated by the work group. Specific interven-
tions for follow up will be based on a consensus 
reached by the members of the work group.

6.2.2   Business Angels and Incubation

The objective of this work stream is to identify and 
drive initiatives to develop and support ICT firms 
through delivery of incubation, an angel 
network/mentorship program and financing 
opportunities. Key areas identified to achieve this 
include:- 
•  Establishing an Aggregator Fund
•  Establishing a Business Angel Network/Fund
• Initiative to establish/support state of the art 
    incubation centres in the region.
 
The proposed aggregator fund model attempts to 
address all stakeholders and all types of 
businesses. In it, government support is provided 
for the debt proportion (debt guarantees / debt 
provision), grant funding is sought for technical 
assistance, and an aggregator fund feeds into 
three streams of financing.
These three steams of financing are provided to:

•  VC’s supporting early stage businesses;
  - To support seed and early stage businesses 
     directly and indirectly (through support of
     incubators and business angel networks).

•  VC’s and PE rms; 
  - To support businesses in the development stage  
     as well as those seeking 1st and 2nd stage 
     expansion

•  PE rms and holding companies (e.g. TCL);
 - To support mature companies that are in 2nd 
    stage expansion and beyond

This model was discussed and it was agreed that it 
would require key support mechanisms that 
would provide for its long-term sustainability. On 
consultation with the taskforce the following 
actions were identified for the work group going 
forward:-
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Mr. Richard Bell  ( Chairman)  Chief Executive 
East Africa Capital Partners (EACP)  

Ms. Stella Kilonzo ( Vice Chair-
person) 

Chief Executive 
Capital Markets Authority 

Mr. Mohamed Naoga Director , Capital Markets Authority 

Mr. Meshak Onyango Former Director, Capital Markets Authority 

Ms. Priscilla Komora  Director, Capital Markets Authority 

Mr. Davinder Sikand  Regional Managing Partner, East Africa 
Aureos Kenya Managers Ltd 

Mr. Paul Kukubo  Chief Executive 
Kenya ICT Board  

Dr. Laila Macharia  Principal 
Scion Real Estate Ltd  

Mr. Milton Lore  Director 
Bridgeworks Africa Ltd  

Mr. Sam Muradzikwa  Chief Economist, International Division 
Development Bank of Southern Africa (DBSA)  

Mr. Brian Cayce  Principal, 
Gray Ghost Ventures (GGV)  

Mr. Simon Rutega Fmr. Chief Executive  
Uganda Stock Exchange 

Mr. Paul Kavuma  Chief Executive O�cer  
Catalyst Principal Partners 

Mr. Joseph Mucheru Regional Lead 
Sub-Saharan Africa, Google 

Mr. Seth Ayers  ICT Policy Specialist  
InfoDev 

Dr. Jennifer Riria  Chief Executive O�cer  
Kenya Women Finance Trust Ltd (KWFT)  

Mr. Reginald Mengi  Chief Executive 
IPP Media Tanzania  

Mr. Henri Gaperi  Former Director General 
The Social Security Fund of Rwanda (SSRF)  

Ms. Claire Akamanzi  Deputy Chief Executive O�cer,  
Rwanda Development Board (RDB)  

Mr. Gachao Kiuna  Chief Executive O�cer  
TransCentury Ltd 

Mr. Oliver Karius  Partner, 
LGT Venture Philanthropy 

Mr. Bertram Eyakuze  Director 
Serengeti Advisors Ltd ( Tanzania )  

Mr. James Kamau Managing Partner 
Iseme Kamau &Maema Advocates 

Mr. Ayisi Makatiani  Managing Partner & Chief Executive O�cer  
 Fanisi Capital Ltd  

Mr. Nicholas Nesbitt  Chief Executive O�cer  
 KenCall EPZ Ltd  

Mr. Joseph Kitamirike  Chief Executive O�cer, Uganda Securities Exchange 
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                          Project Management Team of the Capital Markets Authority Kenya  
  
  

Mr. Johnstone Olteita Principal Investigator, CMA ICT impact Investing Project  

Mr. Paul Muthaura Assistant Manager 
Legal Framework, Capital Markets Authority 

Mr. Luke Ombara  Assistant Manager, Research, CMA  

Mrs. Felistus Nderitu Administrative Assistant, CMA  
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ment needs affordable tools to help them manage their finances and/
or their ‘Jua Kali’ businesses, hence the development of the solution.  

Market Opportunity:   It is a mobile software solution that allows members of the informal 
sector to effectively manage their economic activities from their mo-
bile device at a cheap cost. The system is designed to maximize the 
availability of business software to the informal sector. The product 
has the following features available: 

1. Record Sales : This feature allows the users to make record of each 
sale they have made to a customer, enabling them to record their to-
tal income over long periods of time. 

2. View Sales : This component of the solution allows users to view the 
sales and income they have made over time. 

3. Record Expenses: This feature allows the users to make record of 
the expenditures they make. With this feature, users are able to re-
cord information of how much they spend, even over long periods of 
time. The information can be subsequently used for control in terms 
of their expenses. 

4. View Expenses : This component of the solution allows users to 
view the sales and income they have made over time. 

5. Prepare/Edit Budget : Allow users to prepare budgets. It can be 
used with the expenses modules to allow users to control their ex-
penses. 

6. View Budgets: This component of the solution allows users to view 
the budgets they have prepared over time. 

7. Manage Stock/Materials : Allow users to manage the materials or 
stocks they buy to prepare the products they sell. 

8. Chart of Accounts: The system can produce a mini chart of ac-
counts for the user. The chart of accounts is simplified down to a basic 
level for easy understandability. 

9. Emails : All output produced by the system such as the mini chart of 
accounts for the user, sales records etc, can be aggregated and 
backed up on external servers. The output documents can also be in-
tegrated to email, allowing the users to send this information to any 
third party users 

   

Commercial Viability:  There over 2.8 million potential users of this service. The team is still 
conducting market research as to the best revenue model to employ 
for this system. At the moment the research shows that MSEs would 
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