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Introduction

Theroots of employee ownership (EO) can be traced back centuries and across the globe. But while
there are many examples of successful employee-owned companies, today they stillmake up only a tiny
fraction of the global economy.

There areindications, though, that thisis about to change. A growing number of businesses are making
employees part of theirownership structure, with some transitioning as much as 100% of the ownership to
employees. Governments across the world are exploring and introducing new policies that promote EO,!
while investors, including some of the world’s largest and most historically traditional funds, have begun to
introduce broad-based EO strategies throughout their portfolios.? And thereis arising focus on this trend
frommedia and civil society, who see the potentialimpact of enabling every employee to benefit from
economic and corporate growth inaway they haven’tinrecent decades.

This emergingrenaissance of EO is happening at a time of growing appreciation forlongstanding economic
andsocial challenges. Mounting global inequality - notjust between but within countries - hasbeen
exacerbated by the K-shapedrecovery of COVID-19, which exposed massive inequitiesin the labor force,
particularly for frontline workers. Meanwhile, the ensuing great resignation laid bare decades of issues
around workforce engagement, productivity, and turnover. At the same time, technology appears to be
radically transforming the workplace.

While EO isnot apanacea forvast structuralissues such asthese,itcanbe animportant part of the solution
forpolicymakers and the private sector. EO not only more fairly rewards employees and enables their
participationineconomic growth, butit enhances alignment betweeninvestors, companies, and their
workers. Thisalignmentinturnimproves employee engagement and fosters a more equitable workplace,
evenduring periods of technological change.

However, the momentum behind EO is mostly concentrated in mature economies, such as the US, UK, and
Canada. Efforts to grow adoption elsewhere, especially inemerging markets, are more fragmented andless
organized, despite a pressing need and significant potential.

! Fieldfisher, “How the UK Is Encouraging Employee Ownership Internationally,” Fieldfisher, June 24,2022,
https://www.fieldfisher.com/en/insights/how-the-uk-is-encouraging-employee-ownership-inter.

2 LydiaDePillis, “Private Equity Is Starting to Share with Workers, Without Taking a Financial Hit,”
The New York Times, January 28,2024,
https://www.nytimes.com/2024/01/28/business/economy/kkr-private-equity-employee-ownership.html.
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https://www.nytimes.com/2024/01/28/business/economy/kkr-private-equity-employee-ownership.html

This Playbook for Employee Ownershipin sub-
Saharan Africa (the “Playbook”)is the outcome

of aproject carried out by the Predistribution
Initiative (PDI) and funded by the SorensonImpact
Foundationto catalyze the growth of EO across
sub-Saharan Africa (also referred to subsequently
as the “subcontinent”). It provides aroadmap to
pursue EO across seven countries and offersan
analyticalapproachthat could bereplicatedin other
regions where EO remains nascent.>Ourteam at
PDlhas commissioned legalresearch and engaged
with abroad set of regional experts to more deeply
understand how EO candriveimpact across the
subcontinent, including by:

1 ' Reversing and preventinginequality
2  Incentivizinglocal talent

3 | Increasing community reinvestment
4  Deepening capital markets

5 Accelerating economic progress

Itisimportant to emphasize, however, that just
because EO hasworked elsewhere doesn’t
necessarily meanit willworkinany sub-Saharan
Africannation, letalone across the entire
subcontinent. Inan effort to create a successful
roadmap, we have worked extensively with on-the-
ground stakeholders to identify success stories and
considerlocalized approaches to EO that fit distinct
economic, social, political, and cultural realities.

Inthis Playbook, we discuss how to ensure that
programs are accessible tolocal workers, create
near-term benefits, investin worker engagement
and education, leverage the unique resources of
eachmarket, and develop therightincentives.

We draw on the collective experience of abroad
group of EO experts to highlight tested models
and explore how they can be meaningfully applied
inasub-Saharan African context. PDIrecognizes
that thisisjust the beginning of an effort that will be
informed by local experience overtime. Feedback
wereceive will be takeninto consideration for future
editions of this Playbook.

Employee ownership is not just a possibility in
Sub-Saharan Africa, it is an actionable opportunity.
It can lead to greater financial security for workers,

improved performance of companies, and

enhanced exit options for investors. By capitalizing
on the employee ownership opportunity, investors,
governments and development partners can
deliver on the promise of inclusive growth.

3 Countriesincludedinscope were South Africa, Kenya, Uganda, Rwanda, Tanzania, Nigeria, and Ghana, chosenbased
onsimilarlegal foundations and theirsignificance ininvestor portfolios. We intend to expand the countries coveredin
subsequentiterations of this Playbook. While this Playbookis focused on sub-Saharan Africa, PDlis available to
connectwith any organizationsinterestedin applying the learnings from this project to other countries orregions.




Demystifying Employee Ownership

Employee ownership as aconceptis often misunderstood. There are multiple approaches and structures,
andasaresultitcanfitabroadrange of companies, industries, and transactions. Itisimportant therefore
tonotlookat EO as aniche opportunity for specific companies, but as abroaderlens thatcanbe applied
across the economy as awhole. Before exploring the details of different ownership structures, there are
someimportant points to emphasize up front to frame the opportunity:

EO, by ourdefinition, is abroad-based program, meaning that ownership is spread widely
among the workforce ratherthan concentrated at the top. Inbroad-based programs,
mostif not allemployees across an organization are given the opportunity to benefit from
ownershipinacompany eitherdirectly orindirectly (e.g., in atrust). For the purposes of this
report, we are notincluding plans with anarrow group of employee shareholders, suchasa
management buyout.

There are multiple types of structures for EO, many of which do notrequire employees to
make cash contributions (including for taxes). Particularly in a sub-Saharan African context,
the accessibility of an EO program will be highly dependent upon the ability of employees
to participate with no up-front cost.

EO does not necessarily mean democratic governance. As outlined above, there are
different kinds of structures, as well as a spectrum of governance approaches, ranging
fromthose that are traditional (in a capital markets context) to those that are highly
democratic (e.g., the “one worker, one vote” model of cooperatives).

EQis not necessarily azero-sum or concessionary economic model. Thereisample
researchdemonstrating how it can drive stronger financial performance and benefit
all stakeholders, afteraccounting for any dilution that comes fromimplementing
ownership programs (i.e., despite shareholders giving away equity to employees).

5 EO programs can provide employees with share ownership, profit sharing, ora
combination of the two. As aresult, these programs can be designed with anear-termand/
orlong-termbenefit,depending onwhat best fits the needs of workers and the company.

EO programs caninclude minority ownership or majority ownership. As aresult, plans can
range from providing employees as little as 5-10% ownership to as much as 100% ownership.



Why, Employee Ownership

Employee ownershipis attracting abroad coalition of support, including from politicians across the
political spectrum, bothimpact and traditional investors, and a diverse group of business owners.
Incentivizing this broad coalitionis an array of benefits and a unifying narrative that when employees
andshareholders are aligned, we can:

Build Stronger Companies: US research*has shown that, when coupled with workforce
engagement strategies, EO canlead to fasterrevenue growth, higher profitability,
andimproved workforce productivity. In addition, these programs can attract and
retaintalent, particularly when offered asincremental compensation above and beyond
wages and benefits.® Together, these commercial advantages have helped make
employee-ownedbusinesses more resilientin economic downturns.

Improve Outcomes for Workers: Another US study found that employee owners have
92% highernetworth than peers who work fornon-employee-owned businesses and
that outcomes forwomen and workers of color are especially pronounced.¢ Beyond the
financialadvantages provided to workers, EO can also lead to greaterjob satisfactionand
engagement. Forimpact-orientedinvestors, these are all highly measurable outcomes.
Wealth ordistributions to employees can be tracked objectively, while surveys of workers
canvalidate the positive outcomes.

Drive Economic Transformation: Impacts of EO canbe observed beyond the workerand
company level. Employee-owned businesses canalsolead to stronger communities, as
workers are more likely to reinvest theirbenefitsin the localeconomy. EO often provides
amore stable,long-term oriented ownership structure, putting greateremphasis on
protecting and creatinglocaljobs, aswell as preservingacompany’s purposein the long
term. Thisis especially true when EOis used as a transition’ strategy, where acompany
becomes100% employee owned.

The evidence forthese outcomes comes predominantly fromthe US, where thereis arobust history of
research. However, itisimportant to highlight that thisresearch generally finds that EO is only one part of the
equation. To achieve the strongest benefits, itis critical that the economic incentive of EO be coupled with
otherinitiatives targeted at workforce engagement and education.

4 Rutgers School of Management and Labor Relations, “Institute for the Study of Employee Ownership and
Profit Sharing,” Rutgers, May 31,2024,
https://smir.rutgers.edu/faculty-research-engagement/institute-study-employee-ownership-and-profit-sharing.

5 PDlpromotesthe practice of offeringliving wages where financially feasible in addition to more contingent forms
of compensation such as profit sharing and share ownership. Offering alivingwageis afoundational element
of upholding humanrights.

¢ National Centerfor Employee Ownership, “Research on Employee Ownership,” NCEO, May 31,2024,
https://www.nceo.org/article/research-employee-ownership.

7 Asdescribedlater, a “transition” strategyis used toreferto atransactioninwhich a shareholder
(e.g., entrepreneur, investment fund)is looking to sell, or exit, theirownership position to employees.
This alsoincludes asuccession transactioninwhich aretiring business owner sells acompany to employees.


https://smlr.rutgers.edu/faculty-research-engagement/institute-study-employee-ownership-and-profit-sharing
https://www.nceo.org/article/research-employee-ownership

Background: Employee Ownership in South Africa

Employee ownership has along historyin These policies have givenrise to a significant

South Africa, inlarge part due to supportive number of EO plans, particularly within publicly
government policies. Inthe 1990s, Black Economic traded companiesin the mining and financial
Empowerment (BEE) policies were introduced, services sectors. The predominant model for EO
culminatinginthe Broad-Based Black Economic in South Africaisreferred to as an Employee Share
Empowerment (BBBEE) Act of 2003.8 As part Ownership Plan, referred to subsequently by PDl as
of these policies (whichremainin place today), an SA-ESOP. Underthese plans, itismost common
companiesreceive incentives to promote Black forasmall percentage of stock to be transferredto a
ownership and management.’ To the extent that trust of which employees are beneficiaries.

itis deployedin predominantly Black workforces,
EO hasbeen oneviable path to qualifying for
BBBEE incentives, leading to many advantages
includingin government procurement contracts.'

Forexample, Kumba Iron Ore, whichis partially owned
by Anglo-American Ashanti, a flagship mining
company in South Africa, implemented an SA-ESOP
in2006 via a broad-based employee share

The South African Competition Commission has participation scheme setup through the Envision
also shown support forthe BBBEE, whichin turn Trust.®Each eligible employee received share units
hasled to EO. There are cases of large mergers, that entitled them to receive dividend payouts from
suchas ABInBev’s acquisition of SABMiller, the company’s profits combined with alump sum
where the Competition Authority has made the payout every five years. Kumba found an effective
implementation of an EO plan a condition for way to communicate the payout process and basic
approval."There are also sector-specific policies, financial principles to the beneficiaries via a series
such as the South African Mining Charter, which of financial literacy comics distributed weekly to
mandates a minimum of 30% Black ownership allbeneficiaries, covering topics like paying taxes,
formining rights and encourages the use of small budgeting, investing, insurance, and reducing debt.
EO plans (approximately 5% of equity).”? In2011, Kumba Iron Ore paidits workers a 5-year
dividend of betweenR55 000 and R350 000."

The Department of Trade, Industry and Competition (dtic), “Broad-Based Black Economic Empowerment,”
Republic of South Africa - dtic, May 30, 2024,
https://www.thedtic.gov.za/financial-and-non-financial-support/b-bbee/broad-based-black-economic-empowerment/.

The Department of Trade, Industry and Competition (dtic), “Republic of South Africa Government Gazette No. 36928,”
the dtic, October 2013, https://www.thedtic.gov.za/wp-content/uploads/BEE-code_gud_practicel0102013.pdf.

CoreyRosen, “Employee Ownership Making Stridesin South Africa,” National Center for Employee Ownership, April 23,2024,
https://www.nceo.org/employee-ownership-blog/employee-ownership-making-strides-south-africa.

Betsy Reed, "Regulator gives backing to AB InBev takeover of SABMiller,” The Guardian, May 31, 2016,
https://www.theguardian.com/business/2016/may/31/ab-inbev-purchase-of-sabmiller-given-conditional-approval.

Investment Policy Monitor, “South Africa - Government adopted Mining Charter 2017 whichraises black ownership
threshold for mining firms,” UN Trade and Development, June 15, 2017,
https://investmentpolicy.unctad.org/investment-policy-monitor/measures/3097/south-africa-government-
adopted-mining-charter-2017-which-raises-black-ownership-threshold-for-mining-firms.

Julie Chandler, “Kumba'’s Simplified Share Scheme,” Jincom, March 29,2021,
https://www.jincom.com/blog/employee-share-ownership-made-easy.

4 At anaverage USD:ZAR exchange rate of 0.1386 in 2011, this equates to arange of approximately US$7,500 to nearly
US$50,000.
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Background: Employee Ownership in South Africa (cont.)

Unfortunately, five years later, the company’s share
price collapsed at the end of the commodities
boom, and there was no payment after the second
5-year period. Eventhough the plan was successful
during a certain phase, it ultimately was subject

to problems outside of the company’s control,
which shows how susceptible these EO plans can
be tomarket cycles.

While there have been many SA-ESOPs with
positive outcomes, several common challenges
have emerged over the last few decades. The
statutory nature and increasing complexity of the
BEE framework, of which EO is only one part, have
led to acompliance mentality rather than genuine
enthusiasm foran EO model that could narrow
inequality. Moreover, these plans are most often
initiated by large firms, bothlocal andinternational,
which have typically transferred a small amount of
ownership (rarely exceeding 5%) to alarge number
of employees, given the workforce oftennumbers
inthe thousands. Generally, these modelsinvolve
acombination of shares granted and shares sold,
usually atadiscount, to ashareholding trust. These
shares are funded by debt, which then needs to
berepaidin part orin full before any dividends
flow to shareholders. Due to economic stagnation
and global economic shocks, dividend flows have
beenlimited, andin someinstances, trusts have
endedup holding shares worth less than the debt
owed. Consequently, itiscommon that only limited
benefitsaccrue to workers.

While government policies have beeninstrumental
inpromoting EO, they have also been constricting
in specific ways. Forexample, companies without

amajority Black workforce can struggle to qualify
for BBBEE if tryingto use abroad-based EO plan.
Forthesereasons and others, itismore common
for Black-owned investment firms to support
companiesin qualifyingunder BBBEE by holding
an equity stake. However, these investment firms
generally have highly concentrated ownership,
ratherthanthe broad-based ownership that
comes with EO plans. In addition, companies
often settle for the minimum ownership thresholds
required for BBBEE, and as aresult there arerarely
circumstances of significant EO orwhere workers
are provided enhanced voice orrepresentation
(i.e., Boardrepresentation).'

There are many opportunities for South Africa to
build onits experience andincrease the number

of employee ownersin the country. First, the
government can explore other structures for EO,
such as those more commonly foundin the US and
UK, and develop policies to support these specific
models. Second, current BBBEE approaches could
berevised to more directly promote broad-based
EO, simplify regulatory frameworks, and provide
taxincentives — shifts that could especially benefit
small- and medium-sized businesses. Finally, the
government canunlock essential capital to support
EO transactions, forexample, through blended
finance mechanisms that combine public and
private resources. Taking a holistic approach to the
regulatory, financial, and educational barriers to EO
has the potential to make these policies even more
integralto South Africa’s economy, thereby promoting
inclusive growth and economic empowerment.
PDlwould be pleased to engage on these topicsin
greater detail with interested stakeholders.

' David Ellerman and Michelle Galloway, “Employee stock ownership plans - a viable option for South Africa?,”

Daily Maverick, March 22,2019,

https://www.dailymaverick.co.za/article/2019-03-22-employee-stock-ownership-plans-a-viable-option-for-south-africa/.
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Employee Ownership as a
Growth or Transition Strategy

While there are many structures foremployee ownership (e.g., stock option plans, phantom shares, employee
trusts), they are generally deployedin two distinct contexts: growth and ownership transitions (exits).

Growth-oriented EO plans are designed to allow employees to participate in the upside of acompany, but
are typically structured with a dedicated exit or liquidity eventin mind. In these situations, employees are

usually provided with some form of upside sharing, which canbe in excess profits from annual operations
orasale event. The case study below provides more detailonhow EO canbe used as a growth strategy .

¥ EQOasa “growthstrategy”isnot to be confused with growth equity investments. As describedinthe text,anEO plan
designed as agrowthstrategyisintendedto allow employees to participate in the upside of acompany leading up
toadedicated exit orliquidity event. This approach canbe usedin mostinvestment strategies, including buyouts,
growth equity and venture capital.

Growth Strategy Case Study: KKR / CHI Overhead Doors"

Since 2011, the private equity firm, KKR & Co. Inc. opportunity toinvest up to $5,000 alongside KKR
(KKR), hasimplemented employee ownership onthe same terms as the firm.
programsin over 40 portfolio companies, reaching

over 60,000 non-management employees.’® While workers only sharedin a small percentage

of ownership of CHI, KKR instituted several
One exampleis CHI Overhead Doors, agarage programs and initiatives to enhance workers’ sense
door manufacturerthat KKR acquired from another of ownership. Forinstance, a certain degree of
private equity ownerin 2015.” Upon acquisition, openbook management enabled workers
only 18 out of its 800 workers had ownership inthe tounderstand how their efforts contribute
business, with over 50% of the corresponding sale to profitability. This, together withemployee
proceeds going to two members of management engagementinitiatives, led to truckers coming
alone.?°Through an options plan, KKRrestructured up with more efficient delivery routes, improved
the business so that 100% of the workers received intelligence on the competitive landscape,
some level of equity ownership. This was structured helpful feedback, and strengthened customer
as anincremental benefit forworkers earning less relationships. Factory workers informed corporate
than $100,000, in addition to benefits and wage investmentsin various initiatives thatimproved
arrangements. Truck drivers were also given the worker health and safety, aswellas morale.

7 Forfurther context on this case study and commentary onimpact considerations, we encourage reading the
following source: Sharmeen Contractor, Irit Tamir, and The Predistribution Initiative, “Getting Ahead of the Curve
on Dynamic Materiality,” Oxfam America, March 11,2024,
https://www.oxfamamerica.org/explore/research-publications/getting-ahead-of-the-curve-on-dynamic-materiality/.

18 Shared Ownership - Investingin Ownership Culture | KKR,” KKR, accessed December18,2024,
https://www.kkr.com/invest/private-equity/shared-ownership

1 How KKR Got More by Giving Ownership to the Factory Floor: ‘My Kids Are Going to College!’,” May 16,2023,
https://www.library.hbs.edu/working-knowledge/how-kkr-got-more-by-giving-ownership-to-the-factory-floor

20 KKRand C.H.l. Employees Prove ‘Ownership Works’ With Sale of C.H.l. Overhead Doors to Nucor,” May 16, 2022,
https://www.businesswire.com/news/home/20220516005324/en/KKR-and%20C.H.|.-Employees-Prove-
%E2%80%980wnership-Works%E2%80%99-With-Sale-of-C.H.l.-Overhead-Doors-to-Nucor
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Growth Strategy Case Study: KKR / CHI Overhead Doors (cont.)

KKR also opened financial accounts for workers

to help themimprove their personal finances and
made efforts to pay dividends, with the total amount
varying depending on time spent at company. Over
the course of KKR’s ownership, hourly workers
andtruck driversreceived an average of $9,000in
dividends each, in addition to a payout on equity
upon sale of the business.?

During the holding period, company performance
improved, with EBITDA marginrising steadily from
21% in mid-2015 to over 30% upon announcement
of KKR’s exit, and revenuerising by close to

120%, also (in part) due to the construction of

an additional plant. Working capital decreased
significantly. Both the rate and severity of injuries
declined by more than 50% since 2015. Reduced
turnover andretention of workers during the slow
season contributed to results (as workers did

not have to berepeatedly trained). Procurement
and scrapreduction alsoimproved. Meanwhile,
wagesincreased 7% in 2020 and 12.5% in 2021.22
Anemployee engagement survey launched at the
time of acquisitionwent froma 30% responserate
with 90% of responses below benchmarks to an
80%response rate, with 60% of responses above
benchmarksin2017.

InMay 2022, KKR announced the sale of CHI to
Nucor Corporationvaluing the company at $3 billion,
or10x KKR’s initial investment. With total investment
returns estimated at $2.7 billion, this resultedin

an average payout of $175,000 for hourly workers
and truck drivers, with some veteran truck drivers
receiving over $800,000. This payout amortized
overtheyears of working at the company (assuming
fouryears)is approximately $44,000 peryear.?

3 KKR Completes Sale of C.H.I. Overhead Doors,” December18,2023,
https://www.businesswire.com/news/home/20220516005324/en/KKR-and%20C.H.l.-Employees-Prove-
%E2%80%980wnership-Works%E2%80%99-With-Sale-of-C.H.l.-Overhead-Doors-to-Nucor

EO canalsobe structured as a transition strategy, enabling a shareholder(e.g., entrepreneur, fund manager)

to sell (or exit) their ownership position to a broad-based group of employees. More and more entrepreneurs

andbusiness ownersin particularsee EO as the long-term ownership model best suited for theircompany.

Inthese situations, avehicleis created forwhich employees are beneficiaries or shareholders. Similarto a

leveraged buyout, that vehicle arranges financing to purchase aninterestin (or the entire ownership of) a

company. Oftenthereis a significant degree of vendor financing, as eveninthese structures employees are
notrequiredtoinvest cash. The Taylor Guitars case study below provides a detailed example of how EO can

be used as atransition strategy.

n
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Transition Strategy Case Study: Taylor Guitars?*

Foundedin1974, Taylor Guitars has become one
of the largest guitar manufacturersinthe US. In
2021, the company employed over1,200 people?®
and generated more than $150 millionin revenue.
When the company’s founders, Bob Taylor and Kurt
Listug, began considering succession options,
they explored the idea of selling the business to
theiremployees. For Taylorand Listug, preserving
the company’sindependence and rewarding
employees were important objectives, leading
themto pursue EO overselling to a private equity
firm or strategic buyer.

InDecember2020, Taylorand Listug chose to
pursue an Employee Stock Ownership Plan (ESOP)
Trust with the help of theiradvisors, Chartwell
Financial Advisory. ESOP Trusts, which have existed
since the 1970s, are aleading model for EO buyouts
inthe US. As of 2021, the mostrecent data available,
there are 6,533 ESOP-owned companies, with
36,355 participants holding $2.1trillion in wealth.2¢
Through an ESOP Trust, employees become
beneficiaries of a trust, which arranges for financing
to purchase all or part of the company.

Taylor Guitars’ ESOP transaction was financed

by acombination of third-party debt and seller
financing. Social Capital Partners, in partnership
with the Healthcare of Ontario Pension Plan
(HOOPP), provided unitranche debt financing.?”
Combined with seller financing from Taylorand
Listug, the Trust was able to purchase 100% of Taylor
Guitars’ shares and enable all workers, including
those inthe company’s Mexican factory, to become
employee owners. No employees were required to
invest any capital to make this transaction possible.

Following the transition, Taylor Guitars employees
now receive annual share grants withinthe ESOP
Trust that they can sell back to the company should
they leave orretire. The transaction provided
Taylor and Listug with a financial exit option that
not only protected theirlegacy but also created
anunparalleled wealth building opportunity for
workers. Thisinnovative approach not only secures
the founders’ financial exit but also aligns the
long-terminterests of employees andinvestors,
promoting sustained growth and shared prosperity.

24 Sharmeen Contractor, Irit Tamir, and The Predistribution Initiative, “Getting Ahead of the Curve on Dynamic Materiality,”

Oxfam America, March 11,2024,

https://www.oxfamamerica.org/explore/research-publications/getting-ahead-of-the-curve-on-dynamic-materiality/.

2% Taylor Guitars, "About Taylor Guitars,” Taylor Guitars, June 12,2024, https://www.taylorguitars.com/about.

2¢ National Center forEmployee Ownership, "Employee Ownership by the Numbers,” NCEO, accessed July 16,2024,
https://www.nceo.org/articles/employee-ownership-by-the-numbers#:~:text=Resources%20and%20Graphics-,

How%20Many%20ESOPs%20Are%20There%3F,assets%200f%200ver%20%242.1%20trillion.

27 ESOP Association Blog, "Will Taylor Guitar’s Uniqgue ESOP Funding Resonate With Other Companies?,”

The ESOP Association, June 3,2021,

https://www.esopassociation.org/articles/will-taylor-guitars-unigue-esop-funding-resonate-other-companies.

Betweenthe wide range of structures and opportunities to apply them during growth or transition phases

EQisahighlyversatile tool. Family-owned businesses, venture capital or private equity backed businesses,

and privatizations are all candidates for EO programs. Whethera company is stable and cash generative or
high growth and cash strapped, there are EO models that can be made to fit.
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A Localized Approach

Itisimportant to emphasize again that while employee ownership programs have been successfulin the
US and other mature economies, the same approaches cannot be assumed to workin every countryin
sub-Saharan Africa. Thereisno shortage of distinct challengesintheregion,including the cost of capital,
macroeconomic risks, and business-level challengesinthe operating environment. However, the potential
benefits could be evenwiderranging and more significant thanin any other market. Specifically, inthese
countries, EO programs have the potential to:

Reverse and Prevent Inequality: Inequalityis a critical issue globally, butitis especially
pronounced insub-Saharan Africa. The continent has 16.7% of the global population but
only 1.2% of global wealth.?8 That small share of wealthis captured disproportionately by a
select few, withtherichest 0.0001% owning more than 40% of wealth on the continent.?’
Beyondtherelative inequality, in absolute terms there are over 413 million people living
inextreme poverty.’°* While EO is not a panacea for systemic challenges like these, it can
provide a powerful lever forworkers to participate more fully in the growth of companies
andthe economy atlarge. Evensmall EO programs could have a dramatic impactonthe
lives of individual workers and families.

Incentivize Local Talent: Attracting andretaining top talentis challengingin all markets, but
one specificroadblockin sub-Saharan Africais the migration of highly educated workers

to othercountries andregions. There are many factors that contribute to this “brain drain,”
and ssimilarly, EO cannot resolve them all. But by providing greater upside and participation
within companies andimproving the engagement of workforces more generally, thereis an
opportunity toretainmore talented workers and potentially attract workers to the subcontinent.

Increase Local Reinvestment: A significant share of capitalinvestmentin sub-Saharan
Africacomes from foreign sources. And while this capitalis crucialto the broader
economic development of the subcontinent, thereturns generated on these investments
are oftenrepatriated overseas. EO won’tremove the need forforeign capital, butit will
allow formore of the value generated from growth to be capturedlocally and reinvestedin
communities. Whetherthrough small EO programs alongside foreigninvestors, or100%
transitionsto EO, there canbe a greater share of proceeds keptin the hands of low- and
middle-wage workers who have a higher propensity to spend within theirlocal economies.

28 World Bank Group, "Population Total - Sub-Saharan Africa,” World Bank, June 12,2024,
https://data.worldbank.org/indicator/SP.POP.TOTL?locations=ZGC.

29 Max Lawson, Joab Okanda, and Emma Seery, "ATale of Two Continents: Fighting Inequality in Africa,”
Oxfam, September 2019,
https://www-cdn.oxfam.org/s3fs-public/file_attachments/bp-tale-of-two-continents-fighting-inequality-africa-030919-en.pdf.

30 David Suttle, "Rural Poverty in Developing Countries: Issues, Policies and Challenges,” International Fund
for Agricultural Development, March 2020,
https://www.un.org/development/desa/dspd/wp-content/uploads/sites/22/2020/03/Suttie-Paper.pdf.
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Foster Stronger Civic Engagement and Democracies: As workers gain more economic
stability and ownership stakes, they are more likely to participate in civic life, bolstered

by a greatersense of agency andinvestmentin theircommunities. Broad-based wealth
creationthrough EO also promotes social cohesion and trust, which are key ingredients for
stronger civicengagement. This, inturn, strengthens democratic processes by ensuring
that more citizens are economically empowered to engage politically.’' Inessence,

EO fosters both economicinclusion and active citizenship, reinforcing the foundations

of healthy democracies.*?

Deepen Capital Markets: One of the biggest criticisms of the African private capital
marketsis the lack of liquidity or exits. Thisis not only a deterrent to attracting more foreign
capital, butitalsohasadampening effect onreturns. Inmany cases, sales to foreign

buyers are one of the preferred exit opportunities, but even these are only possible fora
smallnumber of companies. EO can provide an additional avenue for exits and liquidity to
complement the opportunities of financial or strategic acquisitions and the public markets.
While only a handful of companies will have the characteristics to supportan EO exit (e.g.,
stable management team, strong cashflow profile), this new exit alternative could benefit
investors while also supporting local economies and putting powerin the hands of workers.

Accelerate Economic Progress: Cracks have emergedin the economic policies of
mature economies. Inthe US, forexample, the pathways to asset building forlower- and
middle-class families have been disappearing.* Quantitative easing andinterest rate
cutshaveledtoasurgeinasset prices* while wages have largely stagnated,® furthering
the divide between those who own assets and those who can’t afford to acquire them.3¢
Thisis showingup across all asset classes, fromreal estate to public equities to private
company ownership and more. And while political disenfranchisementis not solely the
result of these economic trends, they areinterrelated. Foreconomies and societies to be
strong andresilientinthelongterm, people need to believe that they have agency and
voice and that they stand to benefit from economic growth and success. EQisjust one tool
forachievingthis, butif countries throughout sub-Saharan Africa adopt these models at
anearlierstageintheireconomic development, they could avoid some of the intractable
challenges observed across mature economiesin the West.

31 Daron AcemogluandJamesA. Robinson, Economic Origins of Dictatorship and Democracy
(Cambridge University Press, 2005), https://www.cambridge.org/core/books/economic-origins-of-dictatorship-
and-democracy/3F29DF90519971B18 3CAA16ED0203507.

32 Frederick Solt, "Economic Inequality and Democratic Political Engagement,” American Journal of Political Sciences 52,
no.1(2008):48-60, https://www.jstor.org/stable/25193796.

33 Ashleigh Maciolek and Hannah Van Drie, "Monitoring the middle class: How the American middle classisreally doing,”
Brookings, February 11,2021, https://www.brookings.edu/articles/monitoring-the-middle-class-how-the-american-
middle-class-is-really-doing/.

34 Marcin Kolasa and JesperLinde, "The economic implications of quantitative easing during Covid,” International
Monetary Fund, March 11,2024, https://www.elibrary.imf.org/view/journals/002/2024/071/article-A0O4-en.xml.

35 Efraim Benmelech, Nittai K. Bergman, and Hyunseob Kim, “What‘s causing wage stagnationin America?,”
Kellogglnsight, December?2,2019, https://insight.kellogg.northwestern.edu/article/wage-stagnation-in-america.

3¢ Renuka Diwan, Evgeniya A. Duzhak,and Thomas M. Mertens, "Effect of asset valuations on US wealth distribution,”
Federal Reserve Bank of San Francisco (FRBSF) Economic Letter, August 30, 2021, https://www.frbsf.org/research-
and-insights/publications/economic-letter/2021/08/effects-of-asset-valuations-on-us-wealth-distribution/.
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These shifts canbe transformative for all stakeholders. Investors can benefit from stronger companies,

capital markets, and economic environments. Workers can benefit from higherearnings and more job

stability. Governments can benefit fromhighertaxrevenues, with more domestic spending and ownership

aswellas strongersocial stability.

Achieving this ambitious vision of economic transformation through EO requires alocalized approach

(e.g., structures, education) that fits the specific needs of the companies, shareholders, workers, and

economies mostimpacted. The following section will outline what we’ve gathered from on-the-ground

experts, alongwith the firstiteration of aroadmap toward proving and scaling EO across sub-Saharan Africa.

Case Study: Fenix International & Delta40

FenixInternational (“Fenix”) was an off-grid
energy company foundedin 2009 in Zambia and
Uganda. Fenixleveraged the rapid improvement
of battery storage technologies and mobile
payments platforms to offer affordable, reliable,
and expandable solarhome systemsin the region.
Fenix’s flagship product, ReadyPayPower, provided
lighting, phone charging, and power for TVs and
radios and was offered on alease-to-own basis so
that customers could finance their power system
through micro installments over mobile money.

Lyndsay Handler, Fenix’s founderand CEO, held the
longstanding belief that people are the engines of
innovation and growthinabusiness. Her family’s
roots were in the American automotive industry,
where workers were ultimately responsible for
building vehicles faster and more affordably.
Handler believed that the key to unlocking Fenix’s
growth and profitability was no different, and that
broad-based employee ownership could help
unlock the business’ potential.

While Handler and her leadership team had been
interestedinintroducing EO since the earliest days
of the business, it ultimately took more than five
yearsto put the planinplace. One of the majorissues
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the company faced was investor and board support.
Investors, many of whom were impact oriented,
believed that equity needed to be concentrated
with key people, thatinclusive ownership plans
were expensive and complex to manage, and

were concerned that employees would not value
ashare ownership plan. Typical lawyers and
accountants were quick to dismiss the idea for
similarreasons and because of concerns for the
taxand administrative burdens.

However, during a capital raise in 2015, an employee
who wanted to help the company mobilize funds
asked,unprompted during an all-hands team
meeting, whetherworkers could buy sharesin
Fenixto supportthe company’s growth. Other
employeesjoinedinand expressed a shared belief
inthe company, which helped build enthusiasm

for EO. Handler, motivated by this experience,
sought the support of a key board memberand
aggressively advocated forabroad-based EO
planwith herboard to drive growth, customer
experience, market share, teamretention, and
profitability. Fenix’s law firm, Wilson Sonsini, created
aninnovative legal structure to optimize the costs,
taxes, and scalability of the program.




Case Study: Fenix International & Delta40 (cont.)

By late 2015 Handlerhad announced the planto her
team, andin subsequent months developed the
finer details with the support of trusted advisors.
In2016 Fenixlauncheditsinclusive EO program
called “Fenix Flames,” which was a phantom share
scheme. Underthis plan, employees earned a
participationinterestin profits and exit benefits
without conferring legal share ownership. Phantom
share owners do notappearonacompany’s

cap table asindividuals and can be regarded as
“synthetic equity,” with rights mirroring the benefits
of stock ownership but without voting rights. To
establish aphantom share scheme, acompany sets
aside a pool of shares from the overall cap table for
distribution to employees and oftenregisters a trust
to governthe sharesviaatrust deed. The phantom
share scheme allowed the company to avoid the
burden of issuing legal share certificates as well

as toremove any tax liability uponissuance of the
phantom shares forthe company, employees, and
trust. Italso made it possible to continually add new
employees to the poolwithout going back to the
Boardforissuance approvals.

As part of Fenix’s program, every employee earned
anumber of phantom shares, referred to as Flames,
foreach quarter of employment, based on their
salary andlevel of responsibility in the company.
Torecognize tenured employees, Flames were
allocated from the starting date of their full-time
employment, rather than from the starting date

of the program. The Flames vested afterone year,
andtheirallocationwas not tied to individual

job performance, as the company had other
mechanisms for performance management. It was
not possible to exercise the Flames until and unless
there was an exit event; thatis, employees could not
turntheminto cash or trade them before an exit took
place. Butemployees couldretain their Fenix Flames
if they left Fenix on good terms and continued to be
apositive ambassadorforthe company.

Investingincommunication and education was
criticalto the success of the Fenix Flames program.
The company ensured that trusted managers fully
understood the program’s mission and structure
inordertobe able to championtheinitiative

and address questions from employees. Fenix
leadership also made the company’s financials
transparent and available to employees to build
trust and ensure employees knew how to create
value forshareholders. The leadership team
outlined how the planworked, which at the most
basic levelinvolved every employee earning
ownership units. These units, the leadership team
explained, would have no value unless there were
profits, dividends, or proceeds from an exit, but
could be worth multiples of gross salary under
various scenarios. Ultimately this communication
strategy was successful, and the Fenix Flames
experience disproved the concern that African
workers were not able tounderstand orvalue a
complexshare plan.

In 2017 Fenix was acquired by ENGIE, one of the
largest global energy companies basedin France.
Atthe time of the exit, the total number of Flames
anemployee had earnedrepresented theirportion
of the ultimate value of the pool of options. Upon
ENGIE’s acquisition, Fenix’'s employeesreceived
asignificantreward, especially those withalong
tenure whoreceived 2-5x theirannual salary. The
team alsoimplemented a management retention
plan where managersreceived additional payouts
atyeartwo andyear fourif there was a successful
integration and shared milestones were achieved.
Fenix’s EO programis referenced as one of the most
successful outcomes of broad-based EO across
sub-Saharan Africa, especially due to the resultsit
provided forthe company and its employees.




Case Study: Fenix International & Delta40 (cont.)

The impact of Fenix Flames was felt on many levels.
First, Fenixemployees with shares worked harder to
make the core business more profitable, scalable,
andimpactful. Employees actively suggested and
executed strategic budget cuts and strategies for
improving customerretention. The strength and
commitment of the team across Africa was one of
thereasons that ENGIE selected Fenix over other
potential M&A targets. Finally, after the exit, Fenix
employees ofteninvested their payoutsin many
differentimpactful ways from enrolling their children
inbetterschools, investinginland orreal estate,
orsavinginhighinterestinvestment accounts the
company helped them set up. Many Fenix alumni
started orjoined other high-impact companies
afterthe exit, ranging from small- and medium-
sized enterprises to equity-backed technology
companies such as BasiGo, Holocene, Grounded,
Adia, Working Trees, and PowerUP. Other former
Fenixemployees have remainedin the ecosystem
in Africa, holding key rolesinimpactful companies
such as SunKing, d.Light, Talus, Cross Boundary,
UpEnergy, One Acre Fund, Turaco, and many more.
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This ecosystemimpactis very powerfuland can act
as aflywheel forattracting more talent and capital
into the next generation of ventures.

Following the success of Fenix, Handler started

an early-stage venture capital fund and venture
studio called Delta40. All portfolio companies of
Delta40 are encouragedto dedicate a portion

of their capital structure to broad-based EO and
receive supportto setupinclusive plans. Handler
believes that well-structured EO programs can
deliver 5-10x gross salary to workers in the event of
an exit or sustained profitability, helping to attract
top talentand ensuring that returns are re-invested
inthe ecosystem over time. In addition to giving
allitsemployees shares, Delta40is also providing
founders with sharesin the fund and venture studio
to drive collaboration and help entrepreneurs
diversify theirrisk. Through this program and
others, Delta40 aims to be the ally founders need
tointroduce broad-based EO, realize successful
growth, and create win-win exits forinvestors,
customers, employees, and the broader ecosystem
across sub-Saharan Africa.®”

| believe that well-structured EO programs can deliver 5-10x
gross salary to workers in the event of an exit or sustained
profitability, helping to atfract top talent and ensuring that
returns are re-invested in the ecosystem over time. At Delta40,
we aim to be the ally founders need to intfroduce broad-based
EQ, realize successful growth, and create win-win exits for
investors, customers, employees, and the broader ecosystem
across sub-Saharan Africa.”

- Lyndsay Handler, Founder and CEO of Fenix International and Delta40

37 Allinformation for this case study was provided by the Delta40 team.




KeysRisks and Challenges

Growing employee ownershipin sub-Saharan Africais not withoutits own set of unique risks and challenges.
These fitinto three core categories: market uptake, impactintegrity, and execution complexity.

Interms of market uptake, the below table outlines some fundamental differences between the
opportunities forEO in North America and Europe and those in sub-Saharan Africa:

_ North America & Europe Sub-Saharan Africa

companies of all sizes

expensive

Corporate e Diverse economies e Manysmaller e Market may skew more
Stage withmany early stage businessesin toward EO as agrowth
and mature companies fragmentedindustries strategy
e Significant number of e Investorsfocused o EO exits may be more
large, cash generative, predominantly rare/limited
and mature businesses ongrowth-stage
companies
e Limited number of
large cash generative
businesses; often
family-owned
Debt e Deep debtcapital o Corporate debtless e Distinctlending
Markets markets to support availableand more product willbe

neededforEO exits

Demographics

e “Silvertsunami” of
aging business
owners seeking
third-party exits

« Significantly younger
population

e Businessownerswho
areretiring may be
moreinclined to keep
theirbusiness within
the family

e Retiringbusiness
ownerslesslikely to
be catalystforEO
transactions

(atthe operating level)

macro and logistical
challenges

Political o Relatively significant ¢ Virtually no government e EOcannotbecome
Support support forEO, with tax programs orrecognition mainstreaminthe
incentives of EO shortterm by primarily
(outside of South Africa) relying on government
Macro ¢ Relatively stable e Business oftensubject e EOplansinsub-
Conditions economic environment tounpredictable Saharan Africamust

be able to withstand
earnings volatility and
lessliquid markets
during transitions
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Inaddition, the table below provides a high-level overview of key considerations toimplement EO plans
that drive meaningful benefits forlower- and middle-income workers. PDl anticipates furtherrefining
these conceptsinfuture guidance co-created with diverse stakeholders, including investors, companies,

workers, and others:

1 | Limited Regulations for Employee Ownership Plans

RISKS

Giventhelack of regulations,

EO couldbeusedasatool
tonegotiate wage, benefit,
orcollective bargaining and
freedom of associations
concessions, orto sell portfolio
companies atinflated valuations.

MITIGATIONS

This Playbook outlines the need forEO to be broad-
based andincremental to the existingwages and
benefits workersreceive (ideally livingwagesif a
company can affordit). It also highlights theimportance
of ensuring that key terms (e.g., valuation, financing)

are structured to ensure employeesreceive atangible
benefit. Ultimately, if an EO planfails to internalize these
recommendations, itisunlikely to generate the benefits
highlighted and can even have negativeimpacts, as well
asbusinessandinvestmentrisks.

2  EO.Literacy & Expectations

RISKS

Lack of EO literacy, particularly
forworkers, is arisk to growing

the market and benefitting
employees. Thisincludes unrealistic
expectations, such ashow equity
value changes given market
dynamics and capital structures.

MITIGATIONS

Throughout this Playbook, workforce engagement
and education are highlighted as critical factors to
the success of EO. FenixInternationalis profiled as
anexample of acompany thathad managed thisrisk.
While EQ literacy and expectations willbe company
specific, thisisanimportant area for additional
technical assistance.

3 | Accessibility for Marginalized Groups

RISKS

Thereis ariskthat marginalized
groups, suchaswomenand
informal workers, may face
challengesto participateinEO.

MITIGATIONS

It willbe critical to consider equitable compensationratios
when structuring EO opportunitieswhenitcomestorace,
ethnicity, and genderdifferences across the workforce.
Furthermore, the opportunitiesidentifiedin this Playbook
include structures that are well suited to the participation
of informal workers, as the structures themselves do not
require aformalemployment arrangement. In addition,
the emphasis onbroad-based plans and workforce
engagement and education areintended to ensure that
marginalized workers are not left behind by EO growth.
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Finally, there are numerous challengesrelated to execution that need to be addressed, including but
notlimited to:

Jurisdictional Complexity: Not only are there limited governmentincentives for EO across
the subcontinent (outside of South Africa), but there are alsoinconsistent taxand legal
regimes thatimpactissues such ashowandwhenemployees are taxed. These inconsistencies
canmake it particularly challenging toimplement plansin cross-border businesses.

Regulatory Uncertainty: In many countries within scope for this project, there are no
explicitregulatory opinionsrelated to EO plans. Inothercases, suchasinLagos State
(Nigeria), there have been legislative changes that have heightenedrisk and uncertainty
forthe taxtreatment of these plans.38In either case, the regulatory uncertainty poses
challengesforcompanieslookingtointroduce them.

Lack of Experienced Service Providers: Accounting, tax, and legal professionals are
crucialadvisorsin EO transactions. Given the nascency of the EO marketin sub-Saharan
Africa as well as the regulatory uncertainty, there are alimited number of advisors with the
required experience and comfort to support EO plans. In particular, giventhat EO as a
transition strategy is highly uncommonin the region, there are few advisory professionals
familiar with designing and executing these transaction structures.

While none of these issuesindividually or collectively prevent EO from beingintroduced and scaledin
sub-Saharan Africa, they do necessitate a patient, long-term perspective to grow this market. To build
momentum for EO in sub-Saharan Africa, itis also necessary to be strategic about where to focus efforts
inthe shortterm. PDI’sresearch suggests thatimpactinvestors and Development Finance Institutions
(DFls) have the greatest potential to catalyze growthin EO in sub-Saharan Africa, due to theirdemonstrable
commitment to impact, flexibility in capital structuring, and broadinfluence in the private sector. Early
examples of successin thiscommunity are likely to generate outsized awarenessin other parts of the economy.

Building and sustaining a vibrant ecosystem will
require a long-term commitment and the

development of localized approaches to employee
ownership that reflect the distinct realities for workers,
companies and investors across the continent.

38 Bloomfield LP, "Company Lawissues around employee share-based compensationin Nigeria,” Lexology, March 28,2023,
https://www.lexology.com/library/detail.aspx?g=060f535d-6092-4816-9b92-c60ffbd2b2ad.
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Case Study: fairafric

fairafricis a German-Ghanaian social enterprise
that produces and processes high-quality organic
chocolate entirelyin Ghana. The company is part of
the FairChain movement which advocates leaving
the entire production process of goodsin the
country of origin of the raw materials, in this case
cocoaand chocolate. By manufacturing “fromtree
to bar”in Ghana, fairafric aims to retain value within
the local economy, create well-payingjobs, and
contribute to sustainable development.

fairafricis deeply committed to fairemployment
practices, social sustainability, and climate
action. The company is dedicated to offering fair
and competitive working conditions toits 148
employees. It pays wages that are significantly
higherthanthe local minimumwage - atleast
fourtimes higher. Additionally, it provides health
insurance not only forits employees, but also for
theirfamilies, enhancing the overall well-being of
the community. Moreover, it offers free commuting
and subsidized food to allits employees.

The company is committed to environmentally
friendly practices throughoutits production
process. Thisincludes sourcing organic cocoa
beans to ensure no harmful chemicals are involved
infarming or production, operating a solar-powered
factory to significantly reduce its carbon footprint,
and using compostable packaging materials which
supportthe company’s commitment to sustainability
from production to final product delivery.

To supplementits commitment to fairwages and
working conditions, fairafric first pursued a broad-
based employee ownership programin 2020.

Underthe original program, the company sought to
provide workers in Ghana with participationin the
German holding company stock option program.
Unfortunately, there were several challengesin
rolling out that program. First, cross-border tax

was a major administrative impediment to rolling
out the planto allworkers. Second, Ghanaian
workers expressed a strong preference toward
cash-based compensation, instead of share-based
compensation.

As aresult, in May 2024 fairafric rolled out anew EO
programthatincorporated feedback from Ghanaian
employees. Under the new program, management
and German employees continued to participate
instock optionsinthe German holding company,
and Ghanaian workers participate in alocal profit-
sharing program. This approach has beenmuch
more positively received by employees and has
been coupled with significant capacity-building,
education,and new communication strategies by
the management team. fairafric hopes that this new
structure willnot only provide employees with a
strong wealth building opportunity, but also support
the company’s long-term growth through a highly
engaged and aligned workforce.

fairafricis aninvestee of ThirdWay Capital, an
investment manager and holding company that
invests in growth-ready small and medium-sized
enterprises throughout Africa. ThirdWay Capital is
an advocate forbroad-based employee ownership
and works with portfolio companies to adopt and
implement EO structures where possible. They are
currently exploring EO transitions as an exit strategy.




Localization Principles

As apartof ourresearch andinterviews with abroadrange of stakeholders, cleartrends beganto emerge
onhow to enable the success of employee ownership in sub-Saharan Africa. Given how few examples

we were able toidentify of companies that have implemented broad-based plans, these ideas are better
framed as hypotheses that need to be reevaluated overtime as experience builds and programs are
exploredandimplemented. Nevertheless, these are the core, common principles to designing alocally
optimized approachto EO:

Ensure Accessibility: In certain EO structures, workers are required to purchase shares or
pay taxup front on the shares they are granted. Inlow-income regions like sub-Saharan
Africa, these approaches canbe asignificant obstacle to broad-based ownership. Many
workers, especially those at the lowestincome levels, often lack savings for critical life
events suchas majorhealthissues, letalone forinvestingin something like an EO program.
As aresult,itisimportant to ensure that thereis no upfront cost foran employee to
participateinthese programs, which will likely lean toward particular models such as stock
optionplans, profit sharing, or trusts.

Create Near-Term Benefits: When discussing EO with stakeholders, there were two
related messageswe heard consistently. First, low-wage workers tend to view shares
aslessvaluable foranumberofreasons, including that they can’t make animpacton
immediate needs. Second, EO models thatrely on exit eventsin which shareholders -
including employees - sellthe company torealize gains may be less successful given the
limited numbers of exitsinthe market. As aresult, it can be beneficial to design plans that
distribute near-term cash-based rewards to workers, evenif those rewards start small,
as they make EO more tangible. That doesn’t necessarily mean that programs that are
share-based ortied to exits should be entirely avoided. As Fenix International’s experience
shows, plans tied to share ownership canbe tremendously impactful. However, share-
based plansrequire a strongcommitment fromleadership to support the workforce and
communicate how value is growing, as well as transparency about any potential risks to
growth. Companies canalso explore hybrid approaches thatincorporate profit-sharing
and shares, where the allocation varies depending onthe level of seniority orpay (i.e.,
lower-wage workers can have a high proportion of profit-sharing interests over shares).

Investin Worker Engagement and Education: Research fromthe US has shown that

the best performance results are delivered when companies complement the financial
incentives of EO with strong workerengagement strategies. This may be challengingin
some contexts where there are lower rates of financial literacy, limited knowledge of EO
programs, and higher degrees of mistrust betweenworkers and management. While
there are learnings from other markets on employee engagement strategies that can be
translated to sub-Saharan African contexts, inany geography, the influence of culturaland
social factors onwhat resonates with employees will be critical to consider.
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Leverage Each Market’s Unique Resources: Eachregion or country has a distinct set of
factorsthat create opportunities for EO. Forexample, in North America, demographics and
relatively lowinterestrates are creating a significant opportunity for EO exits. Ininterviewing
stakeholders from different countries, a distinct set of opportunities has emerged thatrequire
furtherexploration. In South Africa, strong political support forand experience with EO create
astronger policy opportunity. Through ourinterviews whichinformed this Playbook, we also
heard suggestions foropportunities forgovernments to use EO as an alternative to traditional
privatizations. More researchisrequired to surface these opportunities, but what appears to
translate across markets are both the need for new exit alternatives and the commitment to
impactamong some of the subcontinent’s largestinvestors.

Create The Right Incentives: When creatingan EO program, the incentive design can
materially alter motivations of employees. Forexample, short vesting periods on stock
options canmakeitless attractive foremployees toremain with a company long-term, unless
additional options are issued regularly. Similarly, if profit-sharing only incorporates a single
year of performance into the payout formula, it can disincentivize reinvestment orretention
becauseitencourages employees to have a short-term focus on cash payouts. As aresult,
itisimportant to carefully considerhow plans are designed to ensure that the right mix of
incentives are created. Specifically, plans need to be designed to encourage employee
retention, fosteralong-term outlook, and balance individual and group performance. Whenit
comes toliquidity foremployees, itisimportant to ensure that plans are not designedinaway
thatleads to concentrated ownership with a small group of employees®® orengenders alack of
trustinliquidity mechanisms, which could create pressure to sellthe company. Incentives are a
crucial factorinsuccessful EO and need to be carefully considered when designing a plan.

%% Certainemployee-owned companies have created secondary markets where one employee cansellto another,
which hasledto situations of highly concentrated ownership.

Background: Worker Engagement

Economic ownershipisjust one part of what makes but three stand out: transparent communication,
employee ownership work. The other crucially education, andinvolvementin decision-making.
important partis employee engagement strategies,
which fostera sense of belonging, commitment,
and alignmentamong employees that can help

Transparent communicationis often the starting
point foremployee engagement and focuses,
atabasiclevel, onensuring that allemployees
understand the structure, benefits, and
responsibilities of ownership. Many companies

drive improved performance. When employees
feelinformed andvalued, they are more likely to
embrace theirroles as owners and contribute
positively to the company’s success. There are many
approaches to promoting employee engagement,

pursue even greater transparency by introducing
open-book management, which involves sharing
financial performance widely inside a company.“°

40 John Case, “Opening the Books,” Harvard Business Review, March-April 1997, https://hbr.org/1997/03/opening-the-books.
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Background: Worker Engagement (cont.)

Similarly, education plays a significantrolein
empowering employees to have an ownership
mindset. Financial literacy programs are particularly
important, as they equip employees with the
knowledge needed tounderstand company
finances and the impact of their contributions on
overallperformance. Leadership development
initiatives furtherengage employees by preparing
them to take on more significant roles and
responsibility, fostering a culture of continuous
learning and growth. By investingin the professional
development of their workforce, companies
ensure that employees are not only skilled but also
deeplyinvestedinthe company’s success, driving
innovation and productivity. By inviting employee
participationin decision-making processes - for
example, establishing employee advisory councils
and suggestion programs - companies encourage
employees tovoice theirideas and take partin
shaping the company’s direction, enhancing
engagement asitrelatesto ownership and broader
corporate strategy. Thisinclusive approach both
leverages the diverse perspectives and expertise
of the workforce andreinforces employees’ sense
of ownership andresponsibility. Additionally,
recognition programs and profit-sharing schemes
tangibly link company performance to employee
rewards. These strategies collectively create an
environment where employees are motivated,
engaged, and committed to the long-term success
of the company.

SRC Holdings#*'is an employee-owned, US-based
business and market leaderin the remanufacturing
sector. Centralto SRC’s success withEO is

the company‘s commitment to open-book
management, as outlinedin “The Great Game

of Business.™?This approachempowers SRC

employees by teaching them to understand financial
statements, business metrics, and the direct

impact of their efforts onthe company’s financial
health. Transparency is equally crucial, with SRC
maintaining a system that regularly shares financial
and operationalinformation. Weekly huddles and
regularmeetings keep employeesinformed about
key business metrics and progress toward goals,
fostering a culture of trust and alignment.

Additionally, SRC Holdings has emphasized that
theirsuccessreliesoninvolving employeesin
decisionmaking andrecognizing their contributions.
The company encourages active participation
through structured programs and informal channels,
valuing employeeinputin business operations.
Thisinvolvementis complemented by a gain-
sharing program that links bonuses directly to the
company'’s financial performance, motivating
employees to work toward common goals. These
strategies collectively fostera strong ownership
mindset, leading SRC Holdings to be a model of
successful EO.

While SRC provides a strong case study onhow to
enhance employee engagement, itisimportant
torememberthat the approaches that workinan
American context may not be directly transferrable
to other contexts. As a part of growing the field

for EO onthe African continent, it will be crucial
todeveloplocallyled approaches to employee
engagement that factorinthe social and cultural
dynamics that underpin organizational success. It
willalso be important forcompanies to dedicate
adequate attention to uncovering where distinct
challenges to employee engagement exist, the
resources foraddressing these challenges, and
sharing best practices widely within the community.

4 SRCHoldings, "Employee-Owned Manufacturing Since 1983,” SRC Holdings Corporation, June 11,2024,

https://www.srcholdings.com/.

42 SRCHoldings, "The Great Game of Business,” SRC Holdings Corporation, June 11,2024,

https://www.srcholdings.com/great-game-of-business.
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Employee Ownership Structures

With the support of Norton Rose Fulbright, we evaluated four common employee ownership structures
across seven countries**in sub-Saharan Africa toreach animportant conclusion: EOis anactionable
opportunity. While the legal, tax, and regulatory details vary from country to country, we see clear
opportunities tointroduce EO that do notrely on politicalintervention. In general, stock option plans and
share purchase plans are already widely available across the countries in scope, while worker cooperatives
are not. With the exception of Ghana, trusts are also available throughout the region, though the ability
toutilize atrust as a transition vehicle will require work with local law professionals, as this model has not
commonly beenemployed.

Stock Option Plans (and Synthetic Equity)

Stock optionplans are one of the most common Stock option plans and other forms of synthetic
models foremployee ownership. For the purposes equity are one of the most broadly applicable

of thisreport, we have focused on stock options solutions forEO, including for growth stage
whenlooking at the broader category of synthetic companies that are not yet profitable. That said,
equity, which caninclude restricted share units, stock option plans and similarapproaches are
share appreciationrights, and other forms of alsofavored by large private equity firms that
“phantom” equity. These plans are generally similar investinlarger, more mature, cash-generative
inthat they give employees aright to participatein companies. Giventhe highdegree of knowledge
the equity growth of a business, whichis typically among advisors andregulatory clarity on stock
captured during aliquidity event.Insome casesthat  optionplans, they canbe astrong choiceinmany
appreciation may be crystallized and paid out prior settings. However, stock option plans are not

to aliquidity event, butinabroad-based context well suited for ownership transitions because
that canbe more challenging given the cashflow they are not amechanismfor transferring shares
demands forcompanies. between shareholders, but for providing ownership

through dilution.
Underpinning the popularity of stock option plans

isthe favorable tax treatment they tend toreceive. Appendix A outlines the availability of stock option
Employees are typically not taxed when they are plans across the markets we have researched.
granted a stock option, but only when they exercise Ingeneral, these plans are a widely available EO
orsell, whichisimportant foraccessibility. Inaddition,  solutionwith a high degree of regulatory certainty.
employees oftenreceive capital gains treatment Stock optionplans, or otherforms of phantom
onatleastaportion of the appreciation. However, equity, canalso be usedinconjunctionwith other
theyrarely receive any governance rights under this employee ownership structures. Forexample, we
model giventhat they do not hold shares directly. encouragereaders to evaluate Delta40’s approach

of combining phantom equity with trusts.

43 Countriesincludedinscope were South Africa, Kenya, Uganda, Rwanda, Tanzania, Nigeria,and Ghana, chosenbased
onsimilarlegal foundations and their significance ininvestor portfolios. We intend to expand the countries coveredin
subsequentiterations of this Playbook.
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Share Purchase Plans

Employee share purchase plans (ESPPs) are
anothercommon form of employee ownership.
The simplest approachto an ESPPis to utilize
payrolldeductions to allow employees to
purchase asmallamount of sharesusinga
predetermined valuation methodology. However,
some companies have utilizedloan mechanisms to
supportemployeesin purchasing shares without
any upfront cash outlay. Inthese circumstances,
employeesrepay the loans utilizing dividend
proceeds. However, there can be tax or cashflow
issues foremployeesif theloanis provided ata
below marketinterestrate orif employees do not
have the cashto payinterestontheseloans.

Giventhatemployeeshold shares directly, itis
reasonable to expect ESPPsto confersome
degree of governancerights, though thatisrarely
the caseinpractice. ESPPscanalsobeused
across both growth scenarios and as a potential
ownership transition strategy, but thiscanbe
difficult for severalreasons. First, relyingon cash
investments fromemployees canresultinavery
long timeframe foran ownership transition, given
thatitis constrained by the financial assets of
workers. Second, if individual loans are utilized,
they canhave a high administrative burden. Third,
direct share ownership can be challenging to
sustaininthelongrunif employees choose to
leave the company and cash out theirshares ata
time when the company cannot afford to make
repurchases through cashflow. Inthese events,
itisnotuncommon to see employees apply

pressure to sellthe company to a third-party buyer.

Appendix A outlines the availability of ESPPs
across the markets we analyzed. In general, ESPPs
are also awidely available EO solution with a high
degree of regulatory certainty.

Worker Cooperatives

Cooperatives have alonghistory of supporting
communities across the world. From producer
cooperatives such as the KenyanTea Development
Authority, toretailer cooperatives suchas Ace
Hardware and worker cooperatives such as
Mondragon, these models are often firstinmind
when discussing the topic of EO.44 Akey feature

of acooperativeisits typical “one member, one
vote” governance model.Inthe case of worker
cooperatives, allemployees are typically treated
equallyinterms of ownership regardless of their
position, salary, tenure, orotherfactors. Inits most
commonly known form, aworker member buys an
interestin the cooperative foranominal price when
theyjoin,andforaslongasthey’reanemployee,
they can participate in dividend distributions.

While PDI explored the potential of worker
cooperativesin sub-Saharan Africa, ourlegal and
regulatory research determined that outside of
Rwanda, and possibly Ghana, there are significant
impediments forcompanies andinvestors to
pursue thisroute. Ourinitialresearch suggests
that the vast majority of cooperative activity
onthe subcontinentisinthe form of producer
cooperatives, whichinvolve members who
donothave atraditional employee-employer
relationship. Appendix A provides additional detail
onourlegal findings.

44 Nebraska Cooperative Development Center, "Types of Cooperatives,” University of Nebraska-Lincoln, October 21,2024,

https://ncdc.unl.edu/typescooperatives.shtml.
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Employee Trusts

Asoutlinedinthe Taylor Guitars case study, trusts
have become anincreasingly popularmodel for EO.
While their popularityis on theriseinthe US, UK, and
Canada, they have along history of success. Inthe
US, the predominant model for ownership through
trusts - Employee Stock Ownership Plan trusts
(US-ESOP trusts) - dates back to the 1950s4> and

is utilized by high profile companies such as Publix
SuperMarkets, Amsted Industries,and Coborn’s
Inc.%¢Inthe UK, the dominant modelis the UK
Employee Ownership Trust (UK-EOT), which dates
backtothe early 20th century* whenintroduced
by the John Lewis Company. Inboththe US and UK,
the growth of these markets canbe traced back to
specific public policy interventions. Forexample,
taxincentives forUS-ESOP trust companies, along
withbusiness owners who sellto them and banks
thatlend to them, have helped grow the market
dramatically. Inthe UK, taxincentives andregulatory
changesintroducedin 2014 have led to a 90%4®
growth of the EO sectorsince 2014.

There are two differing approaches to employee
trusts. Firstis the American model, whichinvolves
individual share ownership by employeesinside a
trust. Under this approach, employees are allocated
shares eachyearthroughatrust,and when they
leave orretire those shares arerepurchased by the
company. Second is the Britishmodel, whichisa
profit-sharing trust. Under this model, allemployees
are part of an aggregate group that owns shares
inthe trust, and on anindividual level participatein
annual profit (ordividend) sharing.

There areimportant trade-offs to the American
and British approach. Forexample, the American
model more easily offers along-termincentive for
employees and ensures that they benefit during
periods where thereisless cashflow available
(e.g.,due to debtrepayment orreinvestment).
However, the American approach faces significant
liability inrepurchasing shares and cancome

with greater complexity. The British modelis very
simple to administerand communicate and does
notrequire shares to everberepurchased. Even
so, economic benefits foremployees are closely
tied to the available cashflow during their period
of employment. Itis also worth noting that the
American modelfaces amuch more significant
regulatory burden, though thatis not necessarily a
reflection of the underlying structure butrathera
function of when and how legislation was passed®’.

Boththe US and UK approaches are most oftenused
inownership transitions (although can also be used
to structure EO alongside otherinvestors)and are
mechanically quite similar. Typically the trustis set
up onbehalf of employees and arranges financing
to buy out the company from existing shareholders.
Financing can come from third-party lenders or
investors, but a significant portion oftencomes from
the selling shareholders who provide avendornote
thatisrepaid out of cashflow overtime. Underboth
models, employees benefit as the company grows
and debtisrepaid.

45 JohnD.Menke, "The Origin and History of the ESOP and its Future Role as a Business Succession Tool,”
Menke & Associates, Inc.,May 12, 2011, https://www.menke.com/esop-archives/the-origin-and-history-of-the-

esop-and-its-future-role-as-a-business-succession-tool/.

46 National Center for Employee Ownership, "The Employee Ownership 100: America’s Largest Majority-Owned Companies,”
NCEOQO, October2023, https://www.nceo.org/articles/employee-ownership-100.

47 John Lewis Partnership, "Our History,” John Lewis Partnership, August 20,2024,
https://www.johnlewispartnership.co.uk/about/who-we-are/our-history.html.

48 Employee Ownership Association (eoa), “Research,” the eoa, August 20,2024, https://employeeownership.co.uk/Site/
Site/content/News-and-Insights/Research/Research.aspx?hkey=1c415376-cfbd-46a6-89c6-6e5904622c7c.

49 The US-ESOP was formalizedinlegislation as a part of the Employee Retirement Security Act of 1974, and as aresult

isregulated as aretirement plan.
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Case Study: Kinvest

Kinvest Venture Partners (Kinvest)®°is currently
raising afund - the Capstone Kinvest Impact Fund -
which seeks to build and operate farms with a focus
onsustainable agriculture and local ownership. They
have used the proceeds from their first closes to
purchase land and begin developing three farms,
totaling 605 hectares of coffee, avocado, banana,
and multiple varieties of chilipeppers and beans.
These farms are locatedin Nyagatare district, arural
communityin Rwanda, and combine regenerative
agriculture practices with professional management
and market access to enhance productivity and
fosterthriving communities. Unique to Kinvest's
strategyis a predetermined exit to local workers
through an employee ownership trust, whichis
designedto help workers build capital assets over
time. The fund aims to generate market rate returns
forinvestors and hasraised capital to date from
individuals, corporations, donor advised funds,
andboth private and public foundations. Kinvest

is targeting a commercial rate of return generated
through the cash flow yield over the life of the fund.

The ideaforKinvest emerged from the founders’
experiencein Africa’s charitable sector. Ray Sawatsky,
Kinvest’s President, had grown disillusioned with his
work foraleading charity on the continent because
he felt thatitlacked afocus on helping create jobs
and capital assets forworkers. In Sawatsky’s view,
creating new pathways to quality employment

and appreciating capital assets was critical to
sustainable economic development, and new
solutions were needed to address this. Inearly 2020,
Ray and his partners set out to address this gap and
had an early focus on creating abusiness that could
eventuallyincorporate employee ownership.

Designing the Kinvest fund conceptandits EO
approachwas complexandwithout precedent. The
founders evaluated several business models and
sectors before settling on agriculture due to

its fundamentalroleinrural economies, where
more than 60% of sub-Saharan Africans live.®!
They conducted extensive surveysinrural African
villages, which highlighted the need for capital
assetslike land ownership to create wealth.
However, Kinvests’s founders recognized the
importance of designing an EO structure that
would fit arural agricultural context, which needed
to be different from the complex share schemes
that are designed for executives.

Afterengaging multiple law firms and communicating
directly with the Rwandan Business Development
Fund,52Kinvest was able to navigate regulatory
frameworks to develop a trust structure allowing
employeesto gradually gain ownership of the land
initially purchased by Kinvest and operated by the
local farmers. Embedded inKinvest’s fund structure
isarequirement that investors exit to employees,
with the stake and timeline dependent onreturns.

The potentialimpact on workers is significant.
Kinvest’'s model allows employees to gradually
earnownershipinthe farm operations, leading to
financial security and wealth creation. By the end of
the partnership term, Kinvest must transfer70-80%
of its shares to employees at cost, significantly
improving their financial standing. This model not
only provides stable livelihoods but also fosters

a sense of ownership and empowerment among
workers, particularly women, 3 thereby transforming
rural economies and creating lasting financial assets.

What makes Kinvest’'s modelunique is the fact

that the company structured aninitial and binding
commitment to EO at the start of operations.
Through careful planning and a commitment to
sustainable development, Kinvest aims to generate
highreturns forinvestors while significantly
improving the livelihoods and economic prospects
of rural communities in Africa.

50 Kinvest Partners, “Investment Strategy,” Kinvest Partners, July 16, 2024, https://kinvestpartners.com/.

51 Jean-Marc Faurés and Guido Santini, "Water and the Rural Poor: Interventions for Improving Livelihoods in sub-
Saharan Africa,” International Fund for Agricultural Development, 2008, https://www.fao.org/4/i0132¢/i0132e.pdf.

52 Business Development Fund (BDF), "lkaze MuriBDF,” BDF Rwanda, July 16,2024, https://bdf.rw/.

55 Kinvest Venture Partners, "Inaworld where employers are at the apex of the economic pyramid...,” Linkedin, December2023,
https://www.linkedin.com/posts/kinvest-venture-partners_how-gig-work-exploits-instead-of-empowers-

activity-7135613392253325312- QURwy/.
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Appendix A outlies the findings of ourlegal and
regulatoryresearch ontrusts. With the exception

of Ghana, our primary finding was that trusts are
available across the marketsinscope. However,
theyremainrelatively newinan ownership transition
context. InKenya and South Africa, trusts have been
implemented, but typically for smaller ownership
programs or as a holding vehicle for othermodels
such as stock option plans. While thereisno
precedent forusing employee trustsinanownership
transition, ourresearch found no clear obstacles
that would make this modelimpossible. Infact,
fund managers such as Kinvest Venture Partners
are showing that, withcommitment and the right
legal advice, anew path canbe trailblazed.

There are many important factors that mustbe
considered foranyone seeking to facilitate an

employee trustin sub-Saharan Africa as a transition
strategy. First, theright company needs tobe
identified. Financially, this company willneed

to be highly cash generative and stable, while
operationally, it willneed a clear successionplan
withindependent managers who can continue to
operate the business moving forward. Second,
therightadvisorswill be essentialin addressing
country-specificlegaland taxissues. Forexample,
ineach country, aseparate approach willneed to
be designed, allowing for transaction financing

to be the obligation of the company (secured by

its assets) while also allowing the trust to buy shares
from existing shareholders. Given the potential
impactforemployees and the ability to create
anew exit strategy forasset managers thisisa

high upside opportunity that PDIwill continue to
explore and support.

Other and Hybrid Solutions

Profit-sharing plans were not separately evaluated,
asthereisrarely alegal ortaximpediment to
introducing what are effectively cashbonuses for
employees. While itis possible thatincentives may
be availablein certain countries toissue broad-
based profit-sharing plans, this was not part of the
scope of thisiteration of the Playbook. However,
profit-sharing plans are animportant opportunity
forbroad-based employee ownership, particularly
when coupled with other models, suchas an
employee trust, that can preserve the integrity of
the programoveralong period of time.

29

Finally,itisimportant to highlight that these plans
are not mutually exclusive. Forexample, stock
optionscanbeheldinside trusts (andinfact this
is often observedin certain countries like Kenya),
orthey canbe utilizedinthe same companyasa
separateincentive structure alongside ownership
by anemployee trust. These hybrid solutions are
oftenwell suited to companies that have highly
diverse workforces, where certainemployees are
betterincentivized through share ownership and
others through profit sharing.



Opportunities

While ourlegal andregulatoryresearchidentified many structures available foremployee ownership
investments, the number of opportunities begins to narrow whenincorporating the localization principles
identified above. These opportunities broadly fitinto two categories of EO; first, duringinvestment periods
andsecond, as an exit strategy.

Aligning Employees During an Investment Period

Incorporating employee ownership during investment periods can help drive alignment and employee
engagement, andinturnimprove company performance. The exact structure to utilize during aninvestment
period will vary based on the characteristics of abusiness.

Forexample, if acompany has a high probability liquidity event (i.e., majority owned by a fund managerwith a
10-year fund life), then stock option plans or hybrids such as the Kenyan trust model can provide the simplest
pathtoanEO arrangement thatis highly accessible foremployees. These plans can generally be utilized
regardless of the stage orindustry of acompany, as they do not rely onthat company having significant
cashflow. Inorderforthese plans to be designed appropriately, we encourage:

1 | Ensuringtheplanisbroad-based, withatransparent formula forallocations to employees.

Vesting schedules that promote retention (i.e., proportional vesting over multiple years)

- but are not punitive to employees who have made significant contributions before leaving
the company (i.e., cliff vesting aftera 5-year period).
3 Exerciserequirements that do not penalize employees without significant cashresources

(i.e.,norequirement to exercise shares within three months of departing the company).

One challenge with stock option plans, as highlightedinthe localization principles, is that they rarely provide
near-termrewards that are meaningful to lower-wage workers. To the extent possible, companies can
complement stock option plans with profit-sharing arrangements or dividend rights that demonstrate the
benefits of ownership early on. Even small profit-sharing bonuses, equal to 10% of payroll for eligible workers,
can be meaningful to the extent possible given the cashflow characteristics of abusiness. In certain circum-
stancesitmay make sense to design a profit-sharing program for low-wage workers that management does
not participatein, and to supplement managers with greater participationin a stock option program.

Both stock option plans and profit-sharing programs offer flexibility and ease of implementation. Not
only do these programs work forawide range of companies, but theirterms can also be customized to fit
the nature of the business and workforce. These plans canbe small orlarge in scale, presenting a strong
opportunity to explore EO forcompanies of any size.
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Delivering Value to Stakeholders Through Exit Strategies

The second category of opportunities involves utilizing employee ownership trusts as a highimpact exit
strategy. Giventhe challenges that fund managers face with exits, this can be awin-win that enhances
liquidity forinvestors while creating an unparalleled wealth building opportunity forworkers.

When considering EO exits, there are two key barriersimportant to keep inmind. The firstis the ownership
structure of acompany - specifically that while itis possible to exit a minority stake to an EO trust, doing
soismore complicated than a majority or100% sale. Minority sales are oftenimpacted by governance
restrictions (forexample aright of first refusal) and if debt financed canimpact the value of equity held by
othershareholders.

The second, and more significant barrier, is identifying the companies that are a good fit for this strategy. Tobe
astrong candidate foran employee trust exit, itisimportant forcompanies to have strong and predictable
cashflow torepay the debt financing associated with the transaction. Furthermore, given that these
transactions generally resultin a gradual change of control, itisimportant that the company has stable
manage-mentinplace who canensure the transitionis wellmanaged, including by committing to broader
workerengagement. While there may be alimited number of companies that fit these requirementsin sub-
Saharan Africa today, the few that do canhave an outsizedimpact on employees and the marketas awhole
by inspiring business leaders and governments with the potential of EO. In addition, as economies and capital
markets mature, there will likely be anincreasing number of candidates foremployee trust exits overtime.

Boththe US modeland UKmodels for EO exits have been profiled in this Playbook, butitis likely that the
UK model of profit-sharing trusts will have more supportin sub-Saharan Africa than the US model of share
ownership. Thisis drivenin part by legal and tax constraints that make individual share ownership inside
atrust more challenging, and more importantly, by what we heard fromlocal experts who report the
preference fornear-termreward, especially among lower-wage workers.54 With that said, these exits can
also benefit from hybrid structuring. Forexample, stock option plans can be utilized alongside a profit-
sharing trust toreward allemployees, especially management, with alonger-term, share-basedincentive.

There is an employee ownership model for every
company, regardless of ifs stage, industry or financial
profile. EQ is a cross-cutting strategy that can drive

performance and impact. Whether a company is venture-
backed and undergoing significant growth, mature and
owned by a multi-generational family, private equity firm
or even government, employee ownership is possible.

54 Arabo K. Ewinyu, David Francis, Zoheb Khan, Etumeleng Mogale, Stuart Theobald, and Imraan Valodia,
“The Inequality / Financial Markets Nexus: Implications for Developing Metrics for Voluntary Disclosures,”
Southern Center forInequality Studies, January 2024,
https://wiredspace.wits.ac.za/server/api/core/bitstreams/679e2572-20a2-425a-8blb-3af4bd648fff/content.
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Beyondselecting the right candidates foran EO trust exit (e.g., cashflow profile and management team),
there are anumber of otherdesign choices that canhelp ensure success:

Similar to the profit-sharing and stock option plan guidance, abroad-based plan
with atransparentallocation formulais critical.

Experienced advice on transaction structuring, particularly asit relates to valuation
and financing, isimportant to ensuring that the former shareholders can exit and
thatvalue accrues to employees.

One of the primary drawbacks to a profit-sharing trustis the tensionit creates
betweenlong-terminvestments and the short-term profit sharing. In orderto create
sustainable, long-term oriented profit sharing plans, companies canintegrate multi-
year performance metricsin profit-sharing targets, allocate a greater share of profits
tomore tenured employees, and ensure there is an ability fornew employeestojoin
the profit-sharing plan.

Insituations where shares are utilized, including stock option plans, it is essential

to develop anallocation formula and liquidity mechanism that do not create
unnecessary pressure to sell the company in the future. Specifically, itisimportant
that the scale of shares granted to employees be repurchased through available
cashflow, aswell as allocated overtime so that thereis not a concentrated demand
torepurchase shares from a specific generation of workers. In addition, company
cashflow should be the exclusive mechanism to provide liquidity to employees,
giventhat secondary sales can oftenlead to concentrated ownership.

Giventhatanexittoemployeesis oftenintended to be along-term ownership
structure, itisimportant to adequately engage the broad set of stakeholders

who will ultimately steward the company. This often begins post-transaction,
where employees and theirrepresentatives (i.e., trade unions)®® can begin to play
anincreasingrole with the governance of the company asis best suited to the
business. However, in some situations, employees may be represented earlierinthe
transaction, such as with the conversion of Homeland Food Storesin the US.%¢

There are additional design choices that need to be considered as a part of an exit, and pilot transactions
canhelp establish best practices and precedentsin sub-Saharan Africa. While these are undeniably
complextransactions thatrequire appropriate advisory support, thereis higher certainty of closing these
transactions given that the sale processis driven by existing shareholders, internal stakeholders, and
theiradvisors. This complexity can also be minimized over time as the market gains familiarity with these
transactions. Inany case, the potential benefits for shareholders and workers are significant and create an
exciting opportunity forbusinesses in sub-Saharan Africa.

55 PDlintends to pursue furtherresearch and field-building to advance best practices thatincorporate the voice of
workers and theirrepresentativesinto the design of EO structuresin sub-Saharan Africa.

“«

5¢ Sharmeen Contractor, Irit Tamir, and The PredistributionInitiative, “Getting Ahead of the Curve on Dynamic Materiality,
Oxfam America, March 11,2024,
https://www.oxfamamerica.org/explore/research-publications/getting-ahead-of-the-curve-on-dynamic-materiality/.
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Growing the Market

Growing employee ownershipin sub-Saharan Africa willrequire concerted effort from a myriad of
stakeholders. The graphic below highlights each of the components needed for EO to flourish.
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Anear-termfocus onactionable opportunities canhelp pave the way for structural changesin the longterm.
Inparticular, stakeholders need to come togetherto:

Build a Community: EO is becoming a movement relevant to many stakeholders.
Policy makers, business owners, employees, investors, tax professionals, lawyers,
accountants, and others have animportant role to playinthis ecosystem. As aresult,
itisimportant to create abroad coalition of support to grow EO ineach countryin
sub-Saharan Africa, aswell as across theregionas awhole.

Popularize an Ownership Lens: In North America, impactinvestors areincreasingly
adopting an ownership lens, whichincorporates an evaluation of the ownership

of afund orcompanyintoinvestment decision-making. Fundinvestors and direct
investors alike have an opportunity toincorporate this ownership lens. Forexample,
afundinvestor can considerboththe ownership of the general partnerof afund and
the structure of ownership at the underlying portfolio company. Itisimportant to
acknowledge that thislensisnotjust aboutbroad-based EO, but about considering
diverse andlocal (vs. expatriate) ownership as well. In the case of real assets like
infrastructure, this may also include community ownership models.%”

Develop Technical Assistance Facilities: There is no shortage of opportunities for
technical assistance, given the early stage of the EO market. Four areas that merit
particular attention are workforce engagement strategies, incentives design,
professional advisory support, and co-createdimpact standards to help avoid
unintended negative consequences of various terms and approaches. There is
significantresearch that can and should be done onhow to identify and refine localized
approaches to workforce engagement. Similarly, there may be distinct social and
culturalfactors thatinfluence how EO plans are designed, which technical assistance
can help explore. Finally, advisory support forEQO (e.g., tax, legal) will be much more
expensiveinitially than overtime, and technical assistance can help subsidize what are
more like investmentsin the advisory community. There are other opportunities for
technical assistance, but each of the above are key to developing the EO market.

Execute Pilot Transactions: Arguably the mostimpactful short-term opportunity to
grow EO willbe in executing pilot transactions, which can create employee-owned
companies as examples forotherbusinesses and policymakers. Pilot transactions can
prove the benefits of EO and dispel concerns about whetherthese models canworkina
sub-Saharan African context. While companies such as Fenix, fairafric, and Kinvest can
serve asbeacons, more are needed, especially in countries where successful examples
of EO have not yet emerged. In addition, pilot transactions can help accelerate the
development of dedicated financing facilities by highlighting the types of capital
needed and demonstrating a sustainable path forward. In any pilot transaction - as the
case studies demonstrate - it willbe important foremployees to be engaged.

5 PDlintends to pursue comparable research on community ownership opportunitiesin sub-Saharan Africaasa
follow-on project to this Playbook.
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These types of initiatives can help build a strong foundation for scaling EOQ in sub-Saharan Africa, developing
astrong ecosystem of stakeholders, proving the concept, and enhancing market readiness. In addition,
they each provideinvaluable learningin alocalization effort that this Playbook only begins to explore. With
this strong foundation, longer-terminitiatives can be pursued, including:

Dedicated Financing Facilities: Employee ownership, particularly in an exit context,
canbe dramatically scaled through access to capital. Forexample, inthe US the
availability of bank financing has helped make the US-ESOP one of the most prevalent
models forEO, because it provides selling shareholders with the necessary liquidity
foratransaction. Early pilot transactions can help identify the type and structure of
capitalneeded forEOin asub-Saharan Africa context. Itislikely thatimpact-oriented
investors, such as DFIs, willbe needed in the early stages of the financing market.
However, throughloan guarantees and syndication opportunities, commercial capital -
forexample, frombanks - could be crowdedin at appropriate interestrates.

Best Practice Guidelines: While there are global best practices for EO, there are likely
distinctlocal best practicesineachregionand countryinsub-Saharan Africa. Through
technical assistance programs and pilot transactions, local best practices canstart to
be developedtoensure that EO drives theintended commercial and impact benefits.

Best practices couldinclude commercial considerations, as well asimpact standards.

Enabling Public Policy: Success stories and demonstrable marketinterest canhelp
create the political appetite for policies to encourage EOQ. These policies - in particular,
taxincentives - have proveninstrumentalin scaling the market for EO and encouraging
itsadoption. Inthe UK, qualified sales to EO trusts, forexample, are exempt from capital
gains tax, anincentive that hasled to 90% growthin employee-owned businesses since
2014.%8 Similarly, in the US, qualifying 100% ESOP-owned companies are functionally
exempt from corporate income tax, allowing themto accelerate the repayment of any
transaction debt that facilitated their conversion to employee ownership.

Inaddition to taxincentives, other policy programs have been utilized toincrease
accessto capital forEO transactions. While the exact nature of incentives and policy
supportswill vary across each country in sub-Saharan Africa, building political support
willbeimportant to the long-term evolution of the market. Depending on how these
incentives and programs are structured, itis also possible that the expenditures could
be tax-revenue neutral or positive when considering the broadereconomicimpact.

58 Employee Ownership Association (eoa), “Research,” the eoa, August 20,2024, https://employeeownership.co.uk/Site/
Site/content/News-and-Insights/Research/Research.aspx?hkey=1c415376-cfbd-46a6-89c6-6e5904622c7/c.

35


https://employeeownership.co.uk/Site/Site/content/News-and-Insights/Research/Research.aspx?hkey=1c415376-cfbd-46a6-89c6-6e5904622c7c
https://employeeownership.co.uk/Site/Site/content/News-and-Insights/Research/Research.aspx?hkey=1c415376-cfbd-46a6-89c6-6e5904622c7c

Itishard to predicthowlongit will take to develop
arobustEO ecosystemin sub-Saharan Africaand
the size of the market opportunity. Most likely, each
country and asset class (venture capital vs. buyout)
willmove atvarying paces.

According to the African Private Capital Association,
inthe decade priorto 2023 there was an average

of 264 private capital transactions totaling US$4.7
billioninvalue peryear.’ Inrecentyears, most of
these transactions have beeninventure capitaland
private equity. Forexample, in 2023, venture capital
and private equity made up 394 of 450 total private
capital transactions, as wellas US$3.8 billion of the
total US$4.5 billionin transaction value.©

As EO scales,itmay bereasonable to expecta
significant majority of venture and private equity
backed companiestointroduce asmallscale
broad-based EO plan during aninvestment period.

That could equal hundreds of companies peryear,
with significantlong-termvalue foremployees.
However, itis more difficult to predict how many of
these companies may consideran EO exit. Very few
of these companies will have the characteristics
(i.e., strong cashflow) to supportan EO exit today,
but asthe economiesintheregion mature thatis
likely to change. Withregard to the potential market
size forEQ, itis alsoworthnoting that there are
likely othercompany types (e.g., family-owned
businesses, privatizations) where EO could play a
role overtime.

While the trajectory of EO in sub-Saharan Africa
ishardto predict, one of the benefits of EQis that
any individual transaction can contribute tolonger-
term growthin the market while having atangible
impactonthelives of workers. We encourage local
stakeholders to be both patientand ambitiousin
scaling EO, and to celebrate wins along the way.

There are concrete opportunities to promote
employee ownership, which a broad range of
stakeholders can contribute to immediately. While
some opportunities require significant investments

and a long-term horizon, others offer potential
quick wins that can build momentum for employee
ownership. The time is now fo commit to building
a vibrant employee ownership ecosystem.

59 African Private Capital Activity Report 2023, November 2024
60 |bid.
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Opportunity: Development Finance Institutions

Development Finance Institutions (DFls) have alongstanding history in catalyzing the growth of new markets,
providing early andimportantinvestmentin fund managers across the developing world, including in sub-
Saharan Africa. Inmany ways, DFIs are the mostimportant stakeholdersin building momentum foremployee
ownershipinsub-Saharan Africa. In particular, there are four core opportunities for DFIs:

Ownership Lens Investing: DFIs are some of the mostinfluential fundinvestors

in sub-Saharan Africaand are oftenapproachedearlyinafund’slifecycle and
fundraising process. They are also active directinvestors, bothin debtinstruments
aswellasthrough minority equity investments. As aresult, they are more likely than
any other stakeholderto make investing with an ownership lens mainstream and can
alsoleverage theirexperience in promoting Gender Lens Investing®' to popularize
Ownership Lens Investing.

Equity Ownership Exits: Giventhe mandate of DFIs to driveimpactandlocal
economic development, there may be no better exit strategy foran equity investment
made by a DFIthanto broad-based employee ownership. While minority sales

to employees are complex, DFIs have the resources to demonstrate how these
transactions can be successfuland to more widely share learnings and best practices.

Debt Financing for Employee Ownership Exits: The cost of debtinsub-Saharan
Africa, aswell as therisk appetite of commercial banks, make DFls a crucial source of
capital for EO exits. Without DFl capital, itis likely that there willbe no feasible third-
party financing for these exitsin the short term, creating a significantimpediment to
proving the concept. DFIs have the opportunity to supportindividual transactions,
create dedicated financingfacilities, oreven provide guarantees to commercial banks
to support these transactions.

Stakeholder Mobilization: Through technical assistance programs and collaboration
with otherrelated organizations (e.g., aid agencies, foreign affairs departments),
DFls can help mobilize stakeholders and build a coalitionforEO. Indoing so, DFIs can
accelerate the development of the market.

¢ Anexample of GenderLensInvestingis the 2x Challenge: https://www.2xchallenge.org/
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Conclusion

Employee ownershipin sub-Saharan Africais not justanidea;itis anactionable opportunity with clear
benefits forabroadrange of stakeholders. Proven possible by trailblazing companies such as Fenix
International, Kinvest, and fairafric, the EO movement has the pieces to begin to build momentum across
the subcontinent asits potential fortransformative impact comesinto focus.

Across this emerging economic ecosystem, all stakeholders have arole to play and stand to benefit
considerably. Through EO, sub-Saharan African workers - who include some of the lowest-wage earners
inthe world - have the opportunity to achieve previously unavailable levels of wealth and security. EO
presents one of the few opportunities forworkers to capture a fairer share of thereturns generated on
capital. As the workforce becomes more successful, engaged, and aligned, investors too reap the benefits
of increased productivity, improved company performance, and reducedrisk. And with greatereconomic
stability andinclusive growth, governments and their citizens will be lessimpacted by the pitfalls of
inequality and ownership concentration that have become so deeply entrenched in mature economies.

Inordertorealize thisvision, aconcerted effort from diverse and local stakeholdersis needed to grow the
market. These stakeholders should consider near-term, actionable next steps, including:

1 = Comingtogether to build acommunity of support.
2  Advancing anownership lens amonginvestment leaders.
3 Building capital through technical assistance facilities.

4 = Proving the concept through pilot transactions.

Intaking these initial steps, stakeholders willlay the groundwork forlong-term development and growth.
Withtheright supportand collaboration, this market has the potential to drive significant commercial
andsocialimpact forcompanies, investors, workers, and other stakeholders across the region.

Inthis firstiteration of the Playbook for Employee Ownership in sub-Saharan Africa, PDI provides aninitial
roadmap for this emergent community and the leaders who seek to pursue the transactions, research, and
policy that willmake EO core to the sub-Saharan African economy. As more companies adopt these models
overtime and furtherresearch becomes available ontheirimpacts, thisroadmap will evolve to include more
detail andrigor, helping to spurthe continued growth of EO and ultimately drive more equitable, inclusive,
and favorable outcomes across the subcontinent.

38



AppendixsAz Legal Structure Heat Map

EMPLOYEE STOCK EMPLOYEE SHARE WORKER EMPLOYEE
OPTIONPLAN PURCHASEPLAN COOPERATIVES TRUST?

GHANA Gl G ab

Presents no majorobstaclestothe use of ESOPs and ESPPs. Worker cooperatives are, intheory, available where in
practice employee trusts are notused.

KENYA G

Presents nomajorobstacles touse of ESOPs and ESPPs. Listed companies are subject to certain approval requirements,
but the disposal of listed shares can potentially be tax-free. Specificrelief fromtaxis also available for certain start-ups
ESOP arrangements. Worker cooperatives and employee trusts are not used, save that most share plans operate
inconjunctionwith a specific form of trust (and listed company plans must operate in conjunction with such a trust).

NIGERIA Gl @&

Presents no majorobstacles to the use of ESOPs and ESPPs. Thereis some uncertainty surrounding the tax treatment of
ESOPs, but the disposal of listed shares can potentially be tax-free. Worker cooperatives are notused. Nigerianlaw does
accommodate employee trusts, although thereisuncertainty around whetherfinancial assistance(i.e., loans) would be
lawfulinthe context of a takeover.

RWANDA G a

Equityincentivizationand employee ownership are uncommonin Rwanda. Consequently, the Rwandanlegal system
doesnothave any significantregulatory framework but, equally, it does notimpose any material obstacles on the use of
ESOPs and ESPPs. The lack of familiarity with such structuresis, however, amaterial point to consider before extending
equityincentivesinto Rwanda, resultinginthe Amber categorization forboth ESOPs and ESPPs. Worker cooperatives
are more commonly used. Employee trusts are not, in contrast, common, but there are no barriers to the establishment
of anemployee trust.

SOUTH AFRICA Gl @&

Has arelatively developedregulatory framework reflecting the frequency with which companies use ESOPs, ESPPs, and
employee trusts. Worker cooperatives are not, however, a feature of employee ownership in South Africa.

TANZANIA Gl @&

Equityincentivization and employee ownership are uncommonin Tanzania. Consequently, the Tanzanian legal system
doesnothave any significant regulatory framework but, equally, it does notimpose any material obstacles onthe use of
ESOPsand ESPPs. The lack of familiarity with such structuresis, however, amaterial point to consider before extending
equity incentivesinto Tanzania, resultinginthe Amber categorization forboth ESOPs and ESPPs. Employee trusts are
more commonly used.

UGANDA Gl G eaaB> o

Equityincentivizationiscommonin Uganda, and while the Ugandan legal system does not contain any specific
legislation, Ugandanlawis generally permissive towards both ESOPs and ESPPs. Worker cooperatives are not a feature of
employee ownership inUganda, butemployee trusts are used.

. no materialissues structure feasible: structure feasible: . material issues
administrative requirements to note issues to consider

52 Employee trust categorisationis split toreflect the positioninrelationto use of such trusts (i) to source shares for
share plans (left) and (ii) to be used to effect acompany buy-out (right).

Note: This colorcodingis based onalegal review from Norton Rose Fulbrightin partnership withlocallaw firms.
However, asindicated earlierin this Playbook, we are aware of at least one case study where a trust modelwas used.
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AppendixsAz Final Thoughts

The findingsinthe report demonstrate that the selected countries are generally well equipped to support
arange of employee ownership models operated by public or private companies. The feedback from the
wider feasibility review shows that whilst legislationis not frequently amended to provide for EO models,
therelevant authorities are willing to adapt toinnovation by takingan accommodating approach to the
operation of these models. Similarly, the market feedback received shows that EO structures are becoming
more commonly usedinthesejurisdictions and thereis noindication that this will change inthe near future.

bout PDI

The Predistribution Initiative (PDI) is a nonpartisan, multistakeholder non-profit that works with investors
andtheir stakeholders to improve financial analysis and investment decision-making processes in ways
that more adequately value workers, communities and nature.

Predistributionis an approach to addressing socioeconomic inequality and conservation that prevents
risks to people and nature before they occur, as opposed to having to remedy problems after the fact
through redistribution.

The pathway to advance a predistributive economy is through market reform, with input fromworkers and
communities across the political spectrum. We hope you will join us!
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