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Housekeeping

 Reminder of lunch and coffee break timings
* Mobile phones to silent please
* Wi-Fi Network: WIFI@AVANI

* INSOL Events App:
o View the programme and speaker bios
o Submit questions and comments
o Rate and interact with sessions
o Connect with other delegates
o View sponsors information

(Search: INSOL International Events App)

« Chatham House Rules



Keynote Address

Maurice Conti — Artificial Intelligence



Peer to Peer Discussion

 René Bekker, SARIPA, Republic of South Africa

* Chipo Gaobatwe, INSOL Fellow, Gaobatwe Law, Botswana
* Richard Kayibanda, Rwanda Development Board, Rwanda
* Audrey Naa Dei Kotey, AudreyGrey Unlimited, Ghana
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SPEED OF RECOVERY REMAINS SLOW

GDP Growth
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Source: World Bank staff estimates. Note: The red dotted line represents the annual average growth in 2000-14 (last period of high growth in the region) for both GDP (5.3 percent) and

GDP per capita (2.4 percent).
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Presenter Notes
Presentation Notes
Source. World Bank staff projections. 
Notes. Figure [1]: Inflation is measured by the percentage change in the Consumer Price Index using the World Bank Macro-Fiscal Model database. Figure [2] depicts the country distribution across different ranges of inflation: between 0 and 5 percent, between 5 and 10 percent, and more than 10 percent. e = estimate; f = forecast; SSA = Sub-Saharan Africa.
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ECONOMIC POWERHOUSES CONTINUE TO UNDERPERFORM

2022-25 vs. 2016-19 (Pre-Pandemic) 2022-25 vs. 2001-14 (High growth)
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Presentation Notes
Left figure [L]. About 55% of countries in the region (26 countries) have outperformed the 4-year period prior to the pandemic (2016-19). Indeed, there are some pockets of recovery compared to the period prior to the pandemic.
Right graph [R]. We compare the current performance with that of 2001-14 (the latest high growth period in SSA). Here, about 38% of countries in the region (18 countries) are currently outperforming the Africa’s rising period.
 



INVESTMENTS ARE DECELERATING

Gross Fixed Capital Formation (% GDP, median)
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Presentation Notes
Source: World Bank staff projections. 
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MOUNTING EXTERNAL INTEREST PAYMENTS IS UNDERMINING

BENEFITS OF FISCAL CONSOLIDATION

PPG External Debt Stocks (USS billions)
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Presenter Notes
Presentation Notes
In 2022, public external debt held by private creditors and China accounted for 57% of total PPG external debt stocks—of which bondholders represent 30%, other private creditors 10% and China about 17%
By 2024, SSA countries are projected to pay US$ 19 billion dollars in interests on the PPG external debt. About 46% of these payments will be made to international bond holders, 12% to other private creditors, and 21% to China.

High debt burden is leading to painful trade-offs





#
POLITICAL INSTABILITY AND VIOLENT CONFLICT REMAINS ELEVATED

Conflict and Violence in Sub-Saharan Africa: By subregion (number of events)
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Source: ACLED (Armed Conflict Location and Event Data). Note: * As of September 20, 2024.
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Presentation Notes
Source: World Bank staff projections. 
Note: e = estimate; f = forecast; GDP = gross domestic product. EAP = East Asia and the Pacific; LAC = Latin America and the Caribbean; SA = South Asia; SSA = Sub-Saharan Africa.



#
WEATHER SHOCKS HAVE DISRUPTED LIVELIHOODS OF MILLIONS

* . .
# Extreme Weather Events, 2010-2024 * People Affected, 2010-24* (millions)
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Presentation Notes
Figure [1] 
Sources: World Economic Outlook, October 2023; World Bank staff calculations.

Figure [2] 
Sources: World Bank–International Monetary Fund Low-Income Country Debt Sustainability Framework database as of end-December 2023; World Bank staff calculations. 
Note: GDP = gross domestic product; GFN = gross financing needs; PPG = public and publicly guaranteed.
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INFLATION CONTINUES DECELERATING IN SUB-SAHARAN AFRICA

Inflation in Sub-Saharan Africa (median) No. SSA countries with double-digit inflation
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Presenter Notes
Presentation Notes
Sources: World Bank staff projections. Haver Analytics and IMF’s International Financial Statistics. Notes: Figure P1. Inflation is measured by the percentage change in the Consumer Price Index using the World Bank Macro-Fiscal Model database. Figure P2. The figure plots year-on-year evolution of monthly inflation across African countries from December 2019 to June 2024. The fluctuation band of inflation is defined by the 25th and 75th percentile of the distribution across SSA countries. SSA = Sub-Saharan Africa.



Increasing monetary policy rates
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Falling monetary policy rates

AND SOME CENTRAL BANKS HAVE STARTED AN EASING CYCLE
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Zambia

Nigeria

Source: ACLED (Armed Conflict Location and Event Data). Note: * As of September 20, 2024.

e (Ghana e=—Kenya =M ozambique e====Rwanda e==South Africa
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Source: World Bank staff projections. 
Note: e = estimate; f = forecast; GDP = gross domestic product. EAP = East Asia and the Pacific; LAC = Latin America and the Caribbean; SA = South Asia; SSA = Sub-Saharan Africa.



IT IS CRITICAL TO JUMPSTART GROWTH

Real Income Per Capita in Sub-Saharan Africa, 2019-2026f
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Presentation Notes
Source: World Bank staff projections. 
Note: e = estimate; f = forecast; GDP = gross domestic product. EAP = East Asia and the Pacific; LAC = Latin America and the Caribbean; SA = South Asia; SSA = Sub-Saharan Africa.
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Regional Macro Trends in Southern
Africa



Main relevant macro variables

* What are the main macroeconomic factors that affect firms and their commercial prospects?

* GDP growth: are economies / markets growing or stagnating?

» Interest rates: low or high, speed of change over time, relative to expectations, and relative to inflation (real interest rates)
» Inflation: high, low, speed (shocks) and direction of change.

« Exchange rates: level and speed/direction of change (especially, relative to expectations)

« Balance of payments: can current account deficits be financed; is the country building up up external assets or liabilities (debt);
implications for exchange rates

* Fiscal pressures:
« are governments providing fiscal injections/contraction?
» do governments face liquidity challenges that may cause them to build up arrears;
» balance between spending on recurrent obligations and investment (e.g. infrastructure)

» debt service obligations; credit ratings;

* Quick overview of recent macro performance and IMF projections for selected SADC countries



GDP growth

« SADC countries have very
dispersed growth rates

 Post-COVID bounce in 2022

« Slowdown in 2023/2024 (especially
resource economies)

* Wide spread of “steady-state”
growth trajectories

« SA a particular laggard

, * Also Namibia (but oil/gas boom
! coming)

2022 2023 :2024 2025 2026 2027 2028 2029 . _
« Malawi (structural issues)

——Mauritius ===Namibia  ====South Africa ° BOtswana (hlgh dlamond
—Zambia dependence and uncertainty)

—Angola =—BOotswana =—Malawi




Inflation

« SADC countries generally
have modest inflation levels
(single digit)

« With the exception of (2023):

« Angola, Malawi, Zambia,
Zimbabwe

* Most countries projected to
— get inflation under control

| * Main localised risk (i.e.
2022 2023 2024 2025 2026 2027 2028 apart from global

—Angola ——Botswana =——Malawi pressureS) IS from

——Mauritius  =——Mozambique =——=Namibia eXChange rate InStablllty

—South Africa =——7ambia

% of GDP




Gross Debt

« Many SADC countries generally have high
debt levels (>60% of GDP)

« Sustainability depends on many factors,
notably:

» Currency — domestic vs external
* Trends in overall debt levels
* Interest rates & burden on budget
* Most worrying trend is SA (high and rising)

N .
. * Also Zambia (well over 100%, no IMF
: projections)
0 ' : :
2022 2023 2024 2025 2026 2027 2028 2029 « Botswana is a low outlier
——Angola ~ ——Botswana =——Mauritius * Angola has the most ambitious debt

——Mozambique=——Namibia  =——SA reduction plan




Fiscal balance (% of GDP)

2022 2023 2024 2025 2026 2027 2028

— Angola

— Mauritius

= Botswana =—=Malawi

—Namibia

— South Africa

Most countries currently running
large fiscal deficits

These are potentially destabilising
due to implications for debt

Most have fiscal consolidation plans

e But unclear whether these will
be realised in practice

SAis a particular concern

* Projected to run a large fiscal
deficit into the medium term

* Hence rising debt

Namibia also has a challenging
fiscal trajectory

Botswana has continually
postponed fiscal consolidation
commitments



Macro summary

* South Africa is the major * Inflation generally falling but
economy in the region and can  subject to global risks as well
potentially lift growth, but is as regional and domestic
failing to do so pressures (drought, food

- Resource-based economies  Prices, exchange rates)

still experiencing volatility * Interest rates: policy rates

. Fiscal positions the source of  falling, but govt borrowing may

considerable macro instability ~ K€ep capital market rates high,
and debt stress and offshore borrowing still

expensive and risky
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SETTING THE SCENE: FDI TRENDS 2\
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Foreign direct investment (FDI) by region, billions of dollars, per
cent, 2022-2023

W2023 2022  Globally, tight financing{
conditions in 2023 led to a 26%

Africa, -3% downturn in international project

finance, which is crucial for

North Africa, -12% infrastructure investment in areas

such as power and renewable

energy

West Africa, -1%

Centra Africa, -17%  Foreign Direct Investments falls
across most parts of Africa

East Africa, -3%

(Source: World Investment Report: 2024)
Southern Africa, +22%

Source: UN Trade and Development (UNCTAD), FDI/MNE database.



Presenter Notes
Presentation Notes
Biggest take-away:  Negative trend for Southern Africa, which expanded from 7% to 9%

Very onerous reporting requirements for sustainability = making it increasingly difficult for smaller and medium size business to comply with = indirectly hampering investment flows


FDI FLOWS IN AFRICA: 2023

AFRICA’S ECONOMY

Despite a decline in FDI investment in 2023, several megaprojects were announced for the African continent

Chart 2: Top 10 African countries receiving the largest share of announced
greenfield projects in 2023

Per cent

“Ill

m Share of greenfield FDI investment in 2023

111:.

Mauritania Morocco  South Africe Guinea Migeria Kemya  Dem. Rep.of FEtiopia Mozambigue
Congo

Total FDI flow into Africa decreased by 3,0 per cent in
2023.

Egypt received the largest share of greenfield project
FDI in 2023, followed by Mauritania, Morocco and
South Africa.

Greenfield announcements included megaprojects such
as a green hydrogen project in Mauritania.

Africa also received project finance for wind and solar
electricity production, with the largest projects located
in Egypt, South Africa, and Zimbabwe.

Value chains for electric vehicles also prompted foreign
investments. The largest deals announced included one
to establish an electric vehicle battery manufacturing
facility in Morocco.

The main economies investing in the continent, by FDI
stock, are the Netherlands, France, the United States,
the United Kingdom, and China.



Presenter Notes
Presentation Notes
So where did the FDI flows go in terms of Southern Africa – most notably to South Africa and Mozambique – largely for energy projects (wind, solar) 


OUTLOOK: Infrastructure Projects

(South Africa)

* Government focus: SONA — key focus area

« Government support initiatives specifically for project preparation

* GNU

* Energy supply


Presenter Notes
Presentation Notes
SONA:  The Infrastructure Fund is at the centre of this effort, with a R100 billion allocation from the fiscus over 10 years. To date, 34 out of 50 strategic infrastructure projects are in implementation stages, accounting for R281 billion out of a total budget of R340 billion. The Infrastructure Investment Plan is driving a range of projects in six sectors of our economy: energy, water and sanitation, transport, digital infrastructure, human settlements, and agriculture and agro-processing. These ambitious projects will boost the economy and reduce unemployment. Over the next three years, general government infrastructure investment is estimated at R500 billion.


2. Govt support initiatives:
Infrastructure South Africa (ISA)
A government agency that offers project preparation support to public entities, municipalities, state-owned entities, and national and provincial government departments. ISA's support includes: 
Funding and financial structuring: Identifying funding sources, detailing project costs, and supporting funding applications 
Technical support: Conducting technical studies, designs, and specifications 
Legal support: Assessing potential terms and conditions of relationships with potential service providers, and project contracting structure 
Institutional and governance arrangements: Stakeholder engagement and identification, determining how projects will be implemented, and institutional capacity assessment 
Project Preparation Trust (PPT)
An organization that specializes in developmental projects and initiatives for disadvantaged communities and special needs groups. PPT works with communities, donors, government, and civil society organizations. 
Development Bank of Southern Africa (DBSA)
Offers project preparation services that consider the stage of development, the type of beneficiary, the risk of the project, the capital structure, and the quality or track record of developers. 

3. GNU: Delivered more positive sentiment for foreign investment in SA, but also domestically uplifted “mental outlook” of businesses due to the smooth transition. 

4. Energy supply: On 13 October, Eskom marked 200 days of loadshedding suspension that has led to predictions of 2% GDP growth for South Africa



OUTLOOK: Infrastructure Projects

(South Africa — Recent "Mega projects”)

« 26 “Mega projects” — planned at around R800bn (Aug 2024)

 R113bn energy related
* R104bn public housing and community development programme

« R195bn refurbishment of health facilities, airport infrastructure & special
economic zones

» Specific projects include:
« Eskom Tubatse pumped Hydro storage project (R36bn)
« Eskom Mossel Bay gas project (R30bn)
* New Cape winelands airport (R7bn) + ACSA infrastructure investment (R12bn)
« Rooiwal wastewater treatment (R36bn)
 Investment by Volkswagen (R4bn) to refurbish its Kariega plant


Presenter Notes
Presentation Notes
Jump in new projects announced by all sectors – but private sector only 26% of total and dwarfed by Government contribution 


OUTLOOK: Infrastructure Projects

(Southern Africa - Namibia)

* Infrastructure development has accelerated at unprecedented rate —
demands of oil & gas sector

« Oil finds estimated at 11 billion barrels of oil off Namibia’'s coast
« Government planned infrastructure investments ($5bn) by 2027

e March 2024 — Namibia and SA in talks to launch infrastructure
projects worth ZARY billion (USD377m) over the next 3 years


Presenter Notes
Presentation Notes
Infrastructure development in Namibia has accelerated at an unprecedented rate, driven by the demands of the oil and gas sector. Namibia’s energy sector has experienced rapid development, supported by a series of strategic discoveries. The major oil finds off Namibia’s coast, estimated to hold around 11 billion barrels of oil, have attracted global attention
The government has committed to investing over $5 billion by 2027 to expand critical infrastructure - including roads, ports, and digital networks to support oil production. The Walvis Bay port has already undergone significant upgrades, with capacity increased by 20% to handle the influx of equipment and exports, positioning Namibia as a major logistics hub for southern Africa. However, these rapid developments have also exposed bottlenecks in housing and transportation, creating opportunities for foreign investors who can offer innovative infrastructure solutions. Real estate developers, transportation companies, and technology providers will find ample investment prospects in areas such as modular housing for workers, digitisation of supply chains, and the creation of new transportation corridors linking Namibia’s oil fields to export points



2. March 2024 – CNBC Africa – Namibia and SA in talks to launch infrastructure projects worth ZAR7 billion (USD377m) over the next 3 years – aimed at addressing current rail & port inefficiencies.  Ministry of Finance & Public Enterprises in Namibia – ZAR2 billion to link SA and Namibia and other parts of the Southern Africa region. SA as important trading partner = including collaborations for tourism, border protection. SA as important trading partner = 70% of goods coming from South Africa to Namibia transported by road = increases costs  = urgent need to address rail infrastructure to assist other landlocked partners in Africa (upgrades for heavier cargo and to increase speed of transport)



OUTLOOK: Infrastructure Projects

(Southern Africa - Namibia: Recent projects)

« Energy: First ever World Bank financed energy project (US$139m) -
Transmission line & battery storage system

 Transport: Walvis Bay railway & Hosea Kutako International Airport
Road

« Water (N$1bn / US$53m) — sustainable water supply & irrigation


Presenter Notes
Presentation Notes
Energy
The World Bank is funding a new transmission line and battery storage system to improve the power transmission network. The project will also help Namibia trade power in the Southern Africa Power Pool. May 6, 2024 —Today marks the approval of Namibia’s first ever World Bank financed energy project, aimed at improving the reliability of the country’s transmission network and enabling increased integration of renewable energy into the country’s electricity system. The $138.5 million project will be implemented by the national electricity utility, NamPower.

Transport
The Namibia Transport Infrastructure Improvement Project (NTIIP) includes upgrading the Walvis Bay–Kranzberg railway section and the Windhoek to Hosea Kutako International Airport (HKIA) Road. The project aims to improve the capacity of the line and train speeds. Upgrading of the Walvis Bay – Kranzberg railway section (210km); and (ii) Upgrading of the Windhoek to Hosea Kutako International Airport (HKIA) Road – Phase 2A (23.8 km).

Water
The government of Namibia is allocating 1 billion Namibian dollars (nearly 52.5 million US dollars) to water infrastructure construction projects between 2024 and 2025. The goal is to ensure a sustainable and safe water supply for the population and irrigation.  Namibia, one of the countries with the highest rates of access to drinking water in Africa, is banking on the strengthening of its infrastructure in order to secure the supply of water to its populations,

Cyber security
The Harambee Prosperity Plan II aims to establish a National Cyber Security Incidence Response Team by 2025. 
Sovereign wealth fund
Namibia aims to finalize its sovereign wealth fund in 2025. 



OUTLOOK: Infrastructure Projects

(Southern Africa - Zambia)

* Energy: Significant challenges

* Transport:
« 828km of new roads planned (PPP’s)

» Revitalisation of railway network
« Zambia — Lobito corridor (US$308m)

« Mining: Revival of old mines & new investments


Presenter Notes
Presentation Notes
1.  Energy
Zambia’s energy sector is facing significant challenges, inadequate generation capacity & ageing infrastructure network - with the country generating 1,205 MW out of a possible 3,811 MW of installed capacity. The finance minister outlined his ‘multi-pronged’ approach to resolve the situation. 
To mitigate the deficit, the government is importing power from Mozambique, Namibia, and South Africa. ZESCO and other, independent power producers are investing in alternative energy technologies while the government promotes off-grid solutions like solar power and generators. 
Additionally, the government is supporting the increase of thermal energy at Maamba Collieries, which will double its generation to 600MW from the current production of 300MW. Efforts to expand access to electricity in rural areas are also progressing, with the Rural Electrification Authority (REA) working on new connections and developing 15 new solar projects

2. Transport 
Roads
The government plans to build 828 km of new roads through public-private partnerships (PPPs). 
Railway
Zambia is revitalizing its railway network, including rehabilitating TAZARA with China and Tanzania. The goal is to increase the railway's tonnage from 500,000 metric tonnes to 2.5 million metric tonnes per year. 
Zambia-Lobito Corridor
The extension of this corridor will provide a shorter route for exports from mining regions, agricultural clusters, and businesses to the Port of Lobito. 

3. Mining revival
Zambia's mining sector is getting a fresh boost with both the revival of old mines and the launch of new projects. 
Luanshya Mine has been dormant for 23 years and is undergoing dewatering efforts to create around 3,000 jobs. Likewise, the Lubamba and Kalengwa Mines are restarting operations with a $300 million and $200 million investment, respectively.
In addition to the revival of these mines, a new mine in Mumbwa will create 2,500 new jobs, while Mingomba Mine is set to attract over $2 billion in investment.
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#GLOBAL INSOLVENCIES

YTD & Expectations for 2024

» 2024: Expected double digit increases in bankruptcies for %2 of the world

A broad-based rise across sectors, with few sectors escaping the
(upward) national trend

 Large firms have not been immune to rising business insolvencies

(Source: Allianz Research: Global Insolvency Outlook: The ebb and flow of the insolvency wave - 15 October 2024


Presenter Notes
Presentation Notes
Global statistics - Increased by +9% and the rise has been. broad-based across geographies and sectors (refer next slide) Two-thirds of countries are expected to surpass their pre-pandemic insolvency numbers, notably the UK and France.

De facto, YTD figures show significant jumps in the Americas (+65% y/y and +46% y/y in Canada and Brazil, respectively), Asia (+60% in Singapore, +33% in Hong Kong) and Central and Eastern Europe (+40% in Russia), as well as in Western Europe (+39% in the Netherlands, +36% in Ireland and +32% in Sweden). Overall, 21 countries out of the 43 monitored, registered a double-digit rebound year-to-date, with 11 experiencing an increase of more than +30%.  (Reference next slide)

Sectors = In UK - There’s been an alarming increase in construction company insolvencies across the UK in 2024

Large firms = still recording more than one bankruptcy a day and thus fueling the risk of a domino effect, with Western Europe leading this trend.
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Presenter Notes
Presentation Notes
SA contraction at 5% - but measured up to Jun 2024 


GLOBAL INSOLVENCIES

Outlook 2025

 Household orientated sectors remain on watchlist

» Challenges for construction & real estate sectors to continue
* Vigilance to remain for trade sectors, including retail & automotive
* Overall — global moderate = of 2% in business insolvencies

« Some light at the end of the tunnel — 2026 of 1%

(Source: Allianz Research: Global Insolvency Outlook: The ebb and flow of the insolvency wave - 15 October 2024


Presenter Notes
Presentation Notes
Household = Household-oriented sectors should remain on the watch list for 2025, construction and real estate are about to record noticeable jumps in business insolvencies for 2024.  Consumer feeling the pinch of continued high interest rates & lower available funds for discretionary spending

Trade =  has not finished adapting to the profound structural changes brought about by e-commerce and the changes in consumer habits post Covid bringing about increase in business failure specifically in retail. Switches in consumer spending patterns expected to benefit durable goods rather than expensive services

Automotive = automotive trade (and maintenance) segment should continue to be closely watched as the prospects for growth in demand remain limited. It will also maintain the pressure on the manufacturing side, both for original equipment manufacturers (OEM) and suppliers.  Fiercely competitive market – including impact of electric vehicles 

Overall - Overall, we expect a somewhat moderate increase in business insolvencies globally in 2025 (+2%), but the latter would result from more uneven regional and national trends than in 2024. This mirrors our global economic outlook, which expects a noticeable and uneven rebalancing among economies⁹
Outlook may be altered based on: Our insolvency outlook could deteriorate should the US economy perform worse than expected, with a harder “soft” landing, or if there are larger headwinds from China and weaker resilience in APAC, as well as if the outlook for Europe deteriorates. On the geopolitical side, we are monitoring the ongoing conflicts in Russia-Ukraine and the Middle East, tensions in the South-China-Sea and with Taiwan political uncertainties in European countries.

A potential surge in US protectionism¹¹ if Donald Trump wins the US elections could also drive up our insolvency forecasts, particularly in the case of a disruptive trade
policy. A full-blown trade war (i.e. with the US effective tariff rate at 12%), would increase our forecasts by an additional +4pps and +2pps in the US in 2025 and 2026



INSOLVENCIES - SOUTH AFRICA N

Bucking the trend
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« Compulsory vs
Voluntary liquidations

e Data limitations

2019 2020 2021 2022 2023 2024 (YTD)

(Source: STATS SA — Statistics of liquidations (preliminary) — September 2024


Presenter Notes
Presentation Notes
Despite severe economic challenges – including limited GDP growth, SA insolvency statistics are showing a declining trend YTD for 2024 relative to 2023.  
A decrease of 8,3% (from 1 240 to 1 137) in the number of liquidations was recorded in the first nine months of 2024 compared with the first nine months of 2023.
Month to month data and seasonal variance trends not factored into the above slide – will follow hereafter.
Stats per Allianz report & slide shown earlier reflected decline for SA at 5% - reason being stats were measured as at June end of quarter. Thus further improvement for Q3.

Some business still operating the “Zombie zone” territory – clinging on for dear life – but probably should have either entered business rescue or wound up
Voluntary liquidations – continue to dominate, as is case historically. 

Data does not segregate between company size and / or complexity.  Merely segregates between “company”  vs “close corporation” =  Difficult to really analyse economic impact in terms of job losses etc on the basis of the number of liquidations alone 

Stats also does not indicate the number of applications potentially stuck in the different “administrative processes” due to potential inefficiencies in court systems and regulatory filing processes

Whilst decreasing trend reflected – data is not comparable to number of new businesses registered.  So with an aggregation of insolvencies over the last few years, there is an argument to be made that there are overall fewer functioning businesses remaining than pre-Covid, so insolvencies are accordingly expected to be lower 
  



INSOLVENCIES - SOUTH AFRICA

Seasonality trends

Liquidations by month: 2023 vs 2024

1 24ﬂ

1137
‘ | YTD |

Feb Mar Apr May Jun Jul Sep Oct

W 2023 2024

(Source: STATS SA — Statistics of liquidations (preliminary) — September 2024 and September 2023


Presenter Notes
Presentation Notes
Seasonality trends – no real underlying data to support trends
But generally – February and March tend to record high number of liquidations, followed by Aug & September

These periods are both aligned with major key financing reporting / year-end dates.
Possibly could result in directors taking a view (based on draft AFS, or discussion with auditors for solvency purposes sign-off) that business is no longer a going concern and then filing for voluntary liquidation.  No true data or supporting evidence to support “gut feeling” 



INSOLVENCIES - SOUTH AFRICA

Industry trends
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(Source: STATS SA — Statistics of liquidations (preliminary) — September 2024 and September 2023


Presenter Notes
Presentation Notes
Trade (retail), catering & accomm still reflecting strain = impact of reduced consumer spending & high interest rates
(as a joke – cost of taking a holiday in SA has become a pain point – businesses still trying to recover losses from Covid.  Those which are still in business)

Real estate – mirrors the global trends which was shared in Allianz’ global report. Expected to continue in short term – high interest rates & impact of inflation 


Macroeconomic Challenges for
Corporate Distress

« Chair: Liang Wang, World Bank Group, Botswana

 Ubong Awah, International Finance Corporation, Ghana
* Dr Keith Jefferis, Econsult Botswana (Pty) Ltd, Botswana

» Celia Van Niekerk, Development Bank of Southern Africa,
Republic of South Africa



Networking Lunch

Savuti Restaurant

Please return by 1.40 pm for a 1.45 pm start



The Intersection of Technology and
Insolvency

 Maurice Conti, Applied Intelligence LLC, United States of
America

 Julie Hertzberg, INSOL International Past President,
Alvarez & Marsal, United States of America

* Will Paterson, INSOL Fellow, World Bank Group



Networking Coffee Break




Corporate Workouts Workshop

* Facilitator: Ken Afrah, Deloitte, Republic of South Africa

* Facilitator: Jo Mitchell-Marais, INSOL Fellow, Deloitte,
Republic of South Africa



Workshop structure

Introduction to pre-packs
Case study overview: introducing Widget Works
Case study: pre-pack feasibility

Case study: assessing restructuring options

Case study outcome and key takeaways

15 mins

15 mins

35 mins

35 mins

10 mins






What is a pre-pack?

A process in insolvency where the Siepacis A CesEnadis

sale of a distressed company’s The insolvency practitioner . .
: : : . : expeditethe insolvency process,
businessor assetsis arranged with a effects the sale immediatelyon, :
: avoid cost, and reduce value
purchaser before the company or shortly after, appointment.

: destruction.
formally entersinsolvency.
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Step-by-step approach to pre-packs

52

)

Preparation

Initial assessment
of business
viability, valuation,
and potentialfor a
pre-pack.
Appointmentofan
Insolvency
practitioner (IP) by
the board.

@

Negotiation

Priortoaformal
insolvency process,
negotiations take
place for the terms
of sale alongside
the preparation of
legal and financial
documentation.

©

Administration

Filing forinsolvency
through a formal
process depending
on the jurisdiction
and IP immediately
thereafter executes
the pre-arranged
sale.

Monitoring

Post
implementation of
the pre-pack, the

new or restructured
entity is monitored
to ensure
compliance with
termsagreed
during the
negotiation phase.




Insolvency practitioner’s role in pre-packs

Managing creditor .

‘ Takinginsolvency
interests

appointment

Ensuringlegal and

, regulatory

Maintaining
independence Q compliance

Negotiation and Stakeholder
transaction execution ‘\ /’ communication
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Advantages of pre-packs

@ Value preservation

Continuity of business (

‘/\/ Speed and efficiency

Confidentiality e,



Risks involved in pre-packs

Transparency Connected party sales
Some stakeholders may feel Risk of conflict of interest when
excluded or unaware of the the business is sold to
negotiations, leading to connected parties (e.g.,
perceptions of unfairness / that existing management),
better offers may be available requiring careful oversight

* Legalrecourseto challenge pre-packs, any breach of
duty, and plan fairness if detrimental to their interests.

* Connected party sales are required to be assessed and
tested by an independent expert.

(7))
-
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)
O
Q
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Creditors and shareholders
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In some jurisdictions, pre-
packs might bypass
employee protections
related to business transfers

Generally, limited protectionand
recourse for employees.

Legal adviceis required to
understand employee rights in
different jurisdictions.

Employees



Framework for pre-packs in the UK, US, and Netherlands

56

Not legislated, however
provision for pre-packs has
been made in regulatory
documents such as Statements
of Insolvency Practice 16 (SIP
16) and was introduced by the
Joint Insolvency Committee to
prevent the misuse of pre-
pack administrations.

@

A sale duringbankruptcyis
provided forin termsSection
363 of the Bankruptcy Code
and further shaped by case law
and precedentssetby U.S.
bankruptcy courts. Courts have
generally upheld pre-packs as
long as they complywith the
statutory requirements of
Chapter 11 and Section 363.

Article 63a of the Dutch
Bankruptcy Act provides for
pre-packs which, together with
support from the Restructuring
Act and evolving caselaw,
provides the basisfor the use
of pre-packs. Practice is
primarily court-driven, with
significant input from
insolvency practitioners.




Examples of successful pre-packs in these jurisdictions
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Potential application in Africa

g Potential fora pre-pack:
i Business rescue /

administration law exists

= -, Limited potential fora pre-
RN i pack:
" Business rescue /

administration law not yet in
place
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Widget Works at a glance

Widget Works (WW) is one of the few local players leftin the South African widget manufacturing industry,
supplying generic and high-quality specialised widgets.

High-quality, specialised widgets is WW’s USP (there is no competition in this space).
WW competes with Chinese manufacturers for the supply of generic widgets.

WW builds loyalty with customers by offering customisation options to create bespoke widgets. These
customers then also make genericwidget orders (despite WW being significantly more costly than their
Chinese-made counterparts).

Productoffering: [

Specialised widgets

%) (@

_______________

N o e e e e e = = -
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Summarised group structure

Family Trust WW'’s primary lender is GNB Bank (R250m overdraft
o facility). WW’s debtor book has been ceded to GNB Bank

as security for their loan.

Shareholder

A default in WW could crystalise a R100m guarantee

Company
@ issued by the Shareholder Company.

Shareholders have funded shortfalls through an

" 4—|\ i @ intercompanyloan, which has an outstanding balance of
GNB Ban Key Supplier RAOOM.

B -0Opco ---> =Guarantee = — = Lloan provided

Interested parties include a PE purchaser that is looking to
a leverage the manufacturing capabilities of WW.

Key: [l = Shareholder
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Timeline of key events leading to distress

Late 2023
WW appoints ART Consultants
Late 2021 Late 2022 to assess liquidity who confirm
Late 2020 Capital investments fail to promote Cost reduction exercise pursued  an unfunded shortfall of c.R50m
Losses of R400m funded ~ growth and protect market share as the to improve profitability: is expected in Apr-24 and so
by the owner through an  industry is consolidated and customers employees reduced from 1 200 restructuring options must be
intercompany loan switch to cheaper Chinese widgets to 400 as part of this assessed
—.—Q *—© *—© —© =
2020 Early2021 2022 Early2023
Macroeconomic Covid-19 further impacts Owner passes away, leaving Company receives an offer
challenges and fierce profitability and cash flow his business to his two adult of R1bn from PE Purchaser,
competition from new generation as orders children: a son and a which is rejected by the
entrants in China places continue to decline given daughter family for being too low;
pressure on order book the competition in the GNB Bank reduces their
and profitability industry facility to R250m



Liquidity runway

Closing cash forecastto Nov-25 (Rm)

Number of orders

150
100

6 000

4000

2000

Forecast

v

A

WW requires a solution
for its forecast liquidity

shortfall of c.R50m.

GNB Bank facility limit: R250m
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Widget orders placed vs orders as a % of forecast revenue
e 4L2% o 29%
0
19% 22% 16%
m—— 10%
— )
w0 pa 3,000
2,000 ’ 2,200 )
FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25

mmmm Orders placed ==0O==Orders as % of forecast revenue

60%

10%

(40%)

% order cover
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Options available

Raise funding (debt or equity)

. Saleof the businessas a going
»° concern

Options
available

: Business rescue (pre-pack)

Liquidation of the business
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Initial reactions to the situation: Family interactions

Daughter

“This company has been loss-making for\
some time now and dad’s already sunk our
inheritance into this. There’s no way we’re
putting another centinto this business. Is
there any way to get our money back?”

“This company meant everything to dad,
how can you suggest liquidating it?!

| want to keep his legacy alive...can| put in

an offer to purchase the company?”

Family lawyer
(" “You could always consider liquidating the
business? I’'m not sure you would get
anything back on the R400m intercompany
loan, though.”

Family lawyer

“I don’t see why not...”
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Initial reactions to the situation: Staff interactions

~N

“How do | fix this business? And how do |
ensure we have funds to support us in the
short-term... the bank said they won't give
us more money, but maybe the family will?”

~N

“We still don’t have an order book for next
year, though... | think | need to see my
guru Mr Musk, he can give me some
advice —and maybe even some funding.”

Engineer employee
/" “Market conditions aren’t ideal right now, S 2

but if we keep offering the best quality
customised widgets, we can win back

customers and get this to work.”

Manual labourers
(" “Well, whatever you decide, we will act if S Z

any more jobs are lost. We need these jobs
to provide for our families and there aren’t

many optionsin this town...”
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GNB Bank
‘Why isn’t our facility getting repaid —it’s )
upposed to be revolving, but it’s been stuck
at R250m for months now? I'm really
starting to question whether this
management team is up to the job...”

GNB Bank

Illl

ve just looked at the latest financial )
statementsand the value of the debtors
book we have as security is R375m — this

only gives us 1.5x cover. We may be in
trouble here...”

Initial reactions to the situation: Lender and supplier

Key supplier
" “We haven't received any new orders or
payment towards our last invoice. Widget
Works is one of the last producers in South

Africa— we might have a problem here”

Key supplier

-
“We rely on WW for most of our orders. If

we don’t get payment soon, we might need
to switch to cash on delivery.”
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Initial reactions to the situation: Purchaser and management

PE purchaser

“This company doesn’t make sense in its )
current form. It’s been loss-making for years
and | hear they don’t have any secured
orders next year. The management team
must go.”

PE purchaser
“let’s put in an offer.It’s a cheap way to
buy their manufacturing facility, which we
can repurpose to supply another
company we own.”

\
“I wonder if | need to disclose the lawsuit yet...we could
be liable for up to R100m. But there’s no way we’ll lose

that case, there’s no pointin worrying everyone.”

i)
o
oo
£ £
o o
oo O
)
>
O 3
©
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Initial stakeholder views on options available

GNBBank

‘A saleasagoing
concernwill most

likely be the cleanest

option forus. That
way, we get repaid
and don’thaveto
giveawayour
securityto fund an
insolvency process.”

Shareholder
(daughter)

“We need to get our
inheritance back, or
at least as much as

possible. Surely a
going concernsale
will help us get the
most value for the
business.”

Management

“A lot of our employees
are manual labourers
that can find new jobs,
but we will struggle so
we need a solution that
keeps the businessgoing
inits currentform.”

Employees

“We don’t mind new
ownershipif we can
keep our jobs. There
aren’t other
opportunities for
work in this
market...we are
againstany form of
liquidationt”

{c}

&

Key Supplier

“I would like to keep
doing business with
WW in a respectful
manner... hopefully
new money brought
invia a saleorbank

debtcan helppay for

my invoices”
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Case study

Case Study: pre-pack feasibility

WW needs at least R50m of “new money” and neither the
existing shareholders or lenders will fund this! ART Consultants
have been hired by the shareholderto considera pre-pack sale.

Participantsare splitinto the followinggroups

o

Key Supplier

1919

Shareholder

200,

Employees




Offers received for WW

Area
Purchase price

Fundingfor
purchase price

Strategy post-
purchase

Use of
proceeds

Offerfrom Son (shareholder)

R650m

Fundraising required from friends and local
lenders.

Deliver on existing strategy with the current
management team and employees.

R50m applied to GNB Bank facility, only if
GNB Bank agrees to keep R250m headroom
going forward.

R200m to Key Supplier, bringing the
outstanding balance up to date.

R400m to the Shareholderloan.

Offerfrom PE Purchaser

R500m
Capital raised in a previous funding round that is readily available.

Close the manufacturing facility for 6 months for repurposing and lay
off management and engineers. 400 manual labourers are retained.

Reopen the facility, which will supply an offtakerowned by the PE
Purchaser.

R225m to GNB Bank, with the remaining R25m written off and the
facility cancelled.

R60m to management and engineer employees for redundancy costs.

R100m to Key Supplier, representing full and final settlement, with no
further supply.

R100m to the Shareholderloan, representing full and final
settlement.

R15m for transaction costs.
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Valuation of the WW and illustrative outcomes vs liguidation

Valuationdata points (Rm)

T [llustrative recovery % in a Illustrative
stakeholder pre-pack RO %
Son's offer 650 ecover (Rm) ' B Pure heger under
Y Son's offer i liquidation
GNB Bank 250 20% 90% 75%*
Net asset value 560
Employees 60  Notapplicable  100% 30%
(lay-off costs)
Key Supplier 200 100% 50% 0%
PE Purchaser's offer °00 Shareholder 400 100% 25% 0%

1In a liquidation, GNB Bank would call on the R100m guarantee provided

by the Shareholder, which forms a key part of this 75% recovery.
Liquidation valuation

200 400 600 800



How a pre-pack would work in business rescue

Before filing for business

rescue Day 2 Day 16
Develop pre-pack solution and (2-Feb-24) (16-Feb-24)
engage with potential Hold first meetings with Meeting to consider
appointmenttaker affected persons and vote on the plan

o—@

Day1 Day 6 Sign sale documents
(1-Feb-24) (6-Feb-24) immediately after the meeting
File for business rescue Publication of business rescue
and appointnominated plan

practitioner

@ = Ordinary timelines Day 25

in business rescue
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Group exercise

Question: pre-pack feasibility

Yourtable represents one of the five key stakeholders at WW
(GNB Bank, Shareholder, Employees, Key Supplier, or
Management).

In yourtable groups, please discuss the following:
 What risks and opportunities do you see in a pre-pack?

* Would you be supportive of a pre-pack? From which
purchaser and under what conditions?

* Pick one alternative African jurisdictions — how would the
risks and opportunities change in that jurisdiction
compared to SA?

You have 20mins to discussin your groups, followed by
10mins of feedback.
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WW loses R100m lawsuit

~

“I wonder if | need to disclose the lawsuit yet...we could
be liable for up to R100m. But there’s no way we’ll lose
that case, there’s no pointin worrying everyone.”

Reminder

January 2024 judgement outcome

The Supreme Court of South Africa has ruled in favour of a major customer’s claim, resulting in an amount of R100m due and
payable by WW by November 2024:

Full settlement of the amount due results in a negative closing cash balance over the entire forecast period.

Total funding of R150mis now required.

The reputationalimpact of the judgement has yet to be assessed.

An insolvency process may provide protection against payment of this claim.
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Impact of the judgement on liquidity

Closing cashforecastto Nov-25 (Rm)

100 < Forecast
(100)
(200)
(300)  GNB Bank facility limit:R250m
WW now requires a
400 . .
(400 solution for its forecast
liquidity shortfall of
(500) =0O==Closing cash =O==Judgement impact

YD D D D DD DD D D D D DD
R A N A S R A I R S S N .
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Case study

Case Study: restructuring options

WW cannot afford to pay the amount due under the
judgement! Given this new information, the options available to
stakeholders has changed.

Participantsremainin the following groups

Employees



Summary of WW options

Appeal judgementand do nothing

Appeal judgement and wait
1 for verdict before pursuing
options

Do not payjudgementand pre-packsale

3 A pre-pack businessrescue
plan is negotiated with key

creditors before entering BR

Find a buyer thatwill fundthe judgement”

The direct sale of WW as a
going concern, with proceeds
used to pay the judgement

Do not pay judgementand filefor liquidation

WW assets are sold to repay
creditors in accordance with

insolvency law

A going concern sale in which creditors are paid in the ordinary course. The purchase price proceeds raised would be used to repay the

judgement and debt (GNB Bank and Shareholder loan).
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Initial stakeholder views on options available

GNBBank

“There is no way WW
can find a buyer with
the judgement
hanging over its head,
and we willnot
support a liquidation
thaterodesour
security. It may be
time to call on our
guarantee...”

Shareholder
(daughter)

Daughter: “We cannot
believe management
hid this — we can’t see
how the company
survives this.”
Son. “My offeris off
thetable—|can’t
support this
management team.”

Management

“Everyone is getting
carried away. We will
appealthe judgement
and our lawyers have
advised that there is a
high chance we will be

successful. Patienceand
cool headsis whatis
needed here”

Employees

“When we fall short,
we face disciplinary
action and dismissal
— why does
management play a
different game? A
new management
team and better
lawyers could fix this
and save our jobs.”

{c}

&

Key Supplier

“If WW can hide
something like this,
what else are they
hiding? We hate to do
it, but it’stimeto move
tocashon delivery
termsand send a letter
of demand for our
outstanding balance.”
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Revised offer received for WW

Area Revised offer from PE Purchaser

Purchase price

Strategy post-
purchase

Use of proceeds

R350m

No change.

R200m to GNB Bank, with the remaining
R50m written off and the facility cancelled.

R60m to management and engineer
employees for redundancy costs.

R50m to Key Supplier, representing full and
final settlement, with no further supply.

R20m to the Shareholder loan, representing
full and final settlement.

R20m for transaction costs.

Estimated stakeholder . lllustrative recovery lllustrative recovery
Claim (Rm)

recovery % in a pre-pack % underliquidation

GNB Bank 250 80% 75%"
Employees 0 o
(lay-off costs) 60 100% 30%
Key Supplier 200 25% 0%
Shareholder 400 5% 0%

LIn a liquidation, GNB Bank would call on the R100m guarantee provided
by the Shareholder, which forms a key part of this 75% recovery.

N.B. The founder’s son has withdrawn his offer. A new sales process is
requiredto identify additional buyers.
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Group exercise

Question: restructuring options

As in the previous exercise, yourtable represents one of the
five key stakeholdersat WW (GNB Bank, Shareholder,
Employees, Key Supplier,or Management).

In your table groups, please discuss the following:
 What option do you support, and why?

e With hindsight, how could you have improved your
position?

You have 20mins to discuss in your groups, followed by
10mins of feedback.



Case study outcome and key
takeaways




Case study outcome

Conclusion

The appeal was denied
by the SCA and a pre-
pack did not take place

PE firm purchased the
business at a
significant discount
through liquidation

Value was destroyed
through the liquidation
process

Additional capital
was injected to
support operations

Over time the
business is
transformed to
complement the PE
firm’s portfolio

A true pre-pack process would have prevented this value destruction.
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Key takeaways: Critical success factors for a pre-pack

Regulatory
compliance

______------—>‘ Stakeholder support

-—=—=-=
\
\
\
\
\
\

\
§
‘ Valuationaccuracy

\\___>‘ Clear
communication

Timely ‘ P 7

execution
Post-sale

integration
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Key takeaways: Next steps for pre-packs in Africa

]

\ N

Legal & regulatory framework
Jurisdictions need to assess their current laws to identify constrains to
the adoption of pre-pack processes

VN

Private sector engagement

Financial institutions, corporate entities, legal professionals to assist with
design & implementation of practical and business-friendly solutions

@@

\ o

Practitioner development
Continuous training and licensing frameworks
are critical to create integrity in the process

O

PN

Mitigants against abuse are critical fortrustin the process
Jurisdictions to consider and provide guidance regarding safeguarding creditors
in a pre-pack process

Technology & digital solutions
Leverage tech to enhance transparency, reduce
administrative delays and foster trust

S m -
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Closing Remarks

« Adam Harris, INSOL International Past President,
Bowmans, Republic of South Africa

* Will Paterson, INSOL Fellow, World Bank Group



Africa Round Table Networking
Reception & Dinner

Hotel Garden - drinks from 6pm

@ GrantThornton
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