How can we bridge the LMD access to finance gap?
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Agenda and objectives

* Charlotte Taylor, GDC: Intro and scene setting

* Presentation from Federico Hinrichs, GDC: Analysis of the growth and fundraising journeys
of LMDs

* Fundraising insights from Rocio Ochoa Perez, Bidhaa Sasa and William Ponela, Zonful Energy

* Presentation from Lucie Klarsfeld McGrath: Key takeaways and next steps from our recent
LMD Investor Forum

Objective 1: Objective 2: Obiective 3:
Share insights from the latest Share key outcomes and next J
Hear your thoughts and
GDC research on access to steps from the LMD Investor
. . feedback
finance in the LMD sector Forum



800 million people lack access to electricity

Bridging the gap
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To meet the SDGs, last mile populations need

access to beneficial products and financing to
afford them.

LMDs have a crucial role to play in delivering these
products to the hardest-to-reach consumers.
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2.7 billion lack access to clean cooking facilities
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800 million lack access to basic drinking water

To unlock the full potential of the LMD sector, all

types of funding — grant, debt and equity - are
needed.

The importance of LMDs is increasingly

recognised, but capital is still not flowing into
the space.




LMDs are a diverse group, with diverse impacts

Geography Products e The GDC’s 200+ members have
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* 71% of GDC members are locally
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Value chain activities
After- * Most LMDs are for-profit, but not-
sales for-profit models also have a role
- Manufacturing e

to play.




Why are we here today?

1. GDC activities to date:

Helping members to connect . 3. GDC research: Growth
: 2. Six months of .
with funders consultations with funders and fundraising journeys of
Helping funders better LMDs

understand the LMD sector

4

5. Developing and taking - 4. Investor Forum, co-hosted
forwards concrete solutions with Acumen



Research piece:
Growth and fundraising
journeys of LMDs

The detailed version of the research can
be downloaded from here


https://infohub.practicalaction.org/bitstream/handle/11283/622796/GDC LMD growth and fundraising journeys research.pdf?sequence=1&isAllowed=y

21 LMDs interviewed in the last 6 months

Countries of operation Product categories
* Focus on LMDs with high turnover A;;ac ;If;d et Health and  Nutrition
it
. . o P sanita |on‘
* Looked for diversity within the Water

sample i

* Not a representative sample

Southern

Agriculture.
West and

Central Improved
Africa cooking

Africa

Lighting and
electronics

Value chain activities Local/international

Foreign,

11 Local*

Buy 10
inventory / After-sales
import service

(81%) (84%)

Value chain
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LMDs have raised a significant amount of capital and are
achieving substantial impact
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Each LMD...

* isreaching 42,000 new customers per year (2020
average)

* is turning over $3m in annual sales (2020
average)

* has raised over S5m of finance to date

Credit: Essmart



Where is this capital
coming from?



LMDs have raised more equity than any other form of
financing

Own capital
2%

 Start-up/project grants (82%)
* Results-based financing (15%) '
e Other (4%)

Early-stage impact investors (74%)
Specialised funds and later-stage VCs (22%)

Equity

$108m e

* Angels, foundations (4%)

° H H 0,
e Crowdfunded loans (47%) Local equity investors (<1%)

* Specialised debt funds (44%)

* Forgivable loans (8%)

* Local financial institutions (1%)




What is a typical
growth and

fundraising journey
for an LMD?



Faster-growth and slower-growth LMDs
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Faster-growth LMDs
(above the average)

67% have ambitions of market leadership,
rapid scale and/or international expansion

Slower-growth LMDs
(below the average)

67% pursue consolidation in existing
markets and profitability before expansion



Faster-growth LMD example: Zonful (Zimbabwe)

. 10
(g0)
Q
< 9
-
P 8
% Sales constrained by Grant-funded
2 7 availability of expansion into
v i i neighbourin
o . working capital g g
6 First round of country
external
5 investment /
a — A S S
Noexternal | \ /2
3 financing | . \ /T -
available without ol 1o looK
2
trackrecord | /" .- for debt to meet
T = orders
- o— ——
! 2 3 4 5 6 7 3 9 10 11

Years of operation



Growth and fundraising for faster-growth LMDs

Annual revenue at end of phase $10m/year
= (mean average)
W
10
[ J
8
$3.5m/year
6
PR \\
4 Negligible 5750k/year //’ o g ®
revenues e oW
2 _-
Phase Proof of concept Operations Growth
Avg duration 2.3 years 1.7 years 2.3 years 0.8 years (ongoing)

Funds raised
(mean avg)

Growth funded primarily with
equity at all stages

Equity is sometimes used to
finance inventory and operations

Raising equity is becoming
increasingly difficult for LMDs
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B Equity
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> [ Oown capital
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Notes Pre-seed Seed Series A* Series B*




Slower-growth LMD example: Bidhaa Sasa (Kenya)
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Growth and fundraising for slower-growth LMDs

12 Annual revenue at end of phase
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$400m
$150k
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and grants grants

Most slower-growth LMDs have
funded company development
with grants and growth with debt

Little equity has been raised

Achieving accelerated growth
despite the lack of equity




What is the
relationship between
capital raised and
rate of growth?



Relationship between growth and capital raised

Total sales revenue to date @ For faster growth LMDs

Total capital raised @ For slower growth LMDs



Slower-growth LMDs have realised higher revenues per $ of
capital raised than faster-growth LMDs
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Local LMDs have realised much higher revenues per $ of
capital raised than foreign LMDs
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What challenges do LMDs
have, when it comes to
raising capital?



Even the most successful LMDs have difficulties in raising the
capital they need to grow

Most frequently mentioned Dark: Light:
Faster growth LMDs Slower growth LMDs

challenges:
Related to : Investment readiness &
equity L Finding equity investors NG
i Track record needed N
Debt constrained by equity INIIIIIIIEIENENGNG@GEGEGGE
Relatedto | Large working capital facilities [N
debt Currency risk / convertibility [ RNRNRNININGN:
Interest of local banks Il
i Loanterms 1R
] [ Admin burden/ due diligence NG
issues | Delay in disbursement NG

S=



Fundraising challenges are similar for all early-stage LMDs, and
then vary depending on growth trajectory

Faster growth: Expansion first

Need for a balanced mix of equity and working capital.
But:

Proof of concept * Increasingly difficult to find equity investors
e Growth constrained by availability of working capital financing

* Early-stage capital to invest in infrastructure

> (Gl T A G fREeE Slower growth: Sustainability first
* Main barriers: start-up capital and smaller

working capital loans Need for working capital mostly.
But:
* Access to loans capped by balance sheet

Key forms of finance needed:

e Start-up capital, and the support to raise it

* Equity for the faster-growth LMDs to continue to scale

e Working capital across the board, with reduced collateral requirements, better rates and terms



Conclusions

1. LMDs have raised a significant
amount of capital and are
achieving substantial impact

4. Successful LMDs have shown they need....

« Start up capital (5100-400k) in their first 2-3

years of operations .
e Rapid, continuous and growing access to .
working capital debt (from S100k to a few

millions)

e Equity to expand rapidly, or as a way to access
more debt

2. Faster-growth and
international LMDs have raised
more capital, in particular equity

3. Slower-growth and local
LMDs achieve more sales per $
of capital raised

5. ...But even successful LMDs face barriers to
access capital, including:

Need for a long track record

Loan amounts contingent on equity /
Access to large working capital facilities

Being investor ready

Finding growth equity



Next steps:
Solutions to help
bridge the gap



Investors’ and LMDs’ challenges mirror each other:
risk-return ratio is not attractive at first glance

LMD Investor
Limited information on vulnerable clients Limited sector information/ benchmark
with fluctuating capacity to (re)pay available, mostly young companies

Complex low-income country environment
Currency risks

Small and fragmented markets, Small and fragmented LMDs, with

High cost to serve each hard to reach limited financial capabilities, each costly
to assess
Limited sales opportunities Limited (sales) Limited market opportunities

Limited returns per client capabilities per LMD




This (perception of) high risk/ low return can explain most

fundraising challenges mentioned by LMDs

Investors facing the .... explain a large part of
challenges of.... challenges mentioned by LMDs:

=

Track record needed

Debt constrained by equity

Investment readiness

Admin burden/ due diligence

—

Finding equity investors

N

High cost to serve _Large working capital facilities

Currency risk / convertibility
Interest of local banks

Limited returns Loan terms

Delay in disbursement




Pioneering institutions have set up initiatives that solve
some of these challenges

Lower (perceived) risk
Early grant funding (D Prize)
Financing and fundraising TA (GET.Invest Finance)
Information sharing about the sector (Gbc)
Guarantees (CrowdPower)

Capacity building Collaterizing of account receivables (African
(VentureBuilder, Persistent, Frontier Capital receivables facility, Nithio Fl)
Miller Center) New data sources for due diligence

(SIMAFunds/ Angaza, Nithio Fl)

Impact-based incentives (SIINC - Roots Of Impact/ iGravity,
Acumen) Aggregation of transactions (VIA - bundling supplier credit*)
Collaboration with local funders (Aceli Africa)

Improve returns Lower cost to serve



Investors want more opportunities to collaborate
and better leverage synergies

What do you want to see from the GDC moving forward?
100%= 30 investors

Funder coordination and information exchange |GGG 0%

Benchmarking tools to assess LMD performance || EGN'NN 43%
Continued production of data and insights about the LMD sector | IENENGENENGNNNENENENGEGEGEGEGEEE Z23%
Matchmaking support between funders and LMDs | EENENGEGENGGEGEGEGEGEGEGEEE 40%
Support with designing new or improved financing vehicles || GGG 37%

Tools for LMDs to increase investment readiness, eg. screening
tools, policy templates

I 30%

LMD showcasing events or regular features on LMDs | Gl 17%



GDC next steps to support LMDs to access finance and to
support funders to build pipeline

Priorities over the next 6 months...
Create a clear picture of the 'capital continuum' (research publication)

Facilitate more dedicated spaces for LMDs, funders and TA providers to
cooperate, network and exchange information (format TBC)

Develop an 'investment readiness' tool to help LMDs understand and navigate

the due diligence process (practical tool for LMDs)
Supported by:

*
44'-
x
*
GET.invest
Mobilising Renewable
Energy Investments

* * %
*

*
* 4 *




Q&A



Wrap up and close

Next steps

e Feedback poll

* Upcoming activities from the GDC: 2022-
25 Strategy, gender and LMD webinar in
partnership with V4W

 Getin touch! ¥R
GDC@practicalaction.org.uk Credit: Mwezi
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