GUIDE TO ENTREPRISE GROWTH MARKET (EGM)

1. Introduction

In an effort to modernize and develop capital markets in Tanzania, Capital Markets and Securities Authority (CMSA) carried out a study on the market structure most appropriate for the country. The study identified the need to change the existing structure to cope with the requirements of the economy as well as to facilitate the implementation of national policies aimed at economically empowering Tanzanians. Such policies include policy on encouraging Small and Medium Enterprises (SME) to grow, the National Strategy for Growth and Poverty Reduction (NSGR - Mkukuta), the Properties and Business Formalization Programme (PBFP - Mkurabita) and the Zanzibar Economic Growth Programme (Mkuza).

The implementation of above policies, require a market segment which will cater for the needs of a section of the economy that up to now has not been able to tap into capital markets. With the support of CMSA, DSE is about to launch the Entrepreneurship Growth Market (EGM) which will support the implementation of above policies by creating entry to capital markets for entities which up to now have not had access to this opportunity. EGM is envisaged as a new equities market segment that will exists in conjunction to, and complement the existing Main Investments Market Segment (MIMS).

2. Rationale for the establishment of Entrepreneurship Growth Market

EGM is an equity market specifically intended for Small and Medium Enterprises (SMEs) and start-ups. With the liberalization of the Tanzanian economy, entrepreneurship is growing more and more; the number of SMEs has been increasing and is expected to increase further. However, both the government's policy and strategic studies and CMSA's capital markets studies have unequivocally shown that access to capital has been a key hindrance to the development of entrepreneurship and growth of SMEs

Creating an environment that is conducive to the growth and development of entrepreneurship and SMEs, is a key objective and an integral part of the government's National Strategy for Growth and Poverty Reduction and Zanzibar Economic Growth Programme initiatives. Enhancing and facilitating access to a capital markets thus is key to creating an environment that is conducive to entrepreneurship and SME growth. Another key policy initiative, the Properties and Business Formalization Programme (which is an integral part of NSGR) also formulated the need for eliminating barriers to accessing Capital Markets. Easier access to capital markets should be one essential benefit for enterprises to move from the informal to the formal sector. However MIMS, with its relatively stringent market entry requirements, could not provide this essential incentive.

Also, commercial banks have not been able to address the needs for capital for the startup and SME segments. Banks, being too few and relatively "small" have been, extremely adverse to risk and highly conservative in their lending policies. While access to short-term, overdraft or trade financing type, loans have become more common accessible, longer term loans are still tied to very stringent collateral requirements as well as high medium and long term interest rates. Obviously, the Properties and Business Formalization Programme is also expected to impact the banks policies regarding collaterals. However, the introduction of the EGM market should bring a healthy competition into the sector, and an alternative source of funding for SMEs. 

Another dimension for the need for a new market structure is the need to enhance the growth and development of the equity market. EGM is expected to bring new dynamism and vibrancy to the equity market, through an increase in issuances and listings. In time, for investors, this should translate into more choice in investment opportunities and more investment incomes. Obviously, this would contribute to enhancing the Tanzanian saving culture.

3. Reassessment of market structure

Having established the need for restructuring the market structure, CMSA considered various alternatives. The two main contending solutions to restructuring equities markets were the creation of EGM' or the fostering of the Over the Counter (OTC) market.

CMSA's appropriate market structure study examined both scenarios. Both local surveys and experience from other countries pointed in the direction of EGM. It was found that the ad-hoc, not organized and not formalized structure of OTC is not suitable for Tanzania. Surveyed potential issuers and investors were extremely uncomfortable with the lack of organization and formalization of OTC trade. Also, several countries which had experimented OTC driven growth of capital markets, had negative experiences. Many such experiments, in essence failed, primarily because of not having been able to attract issuers and investors; as well as problems caused by fraud, negligence and mismanagement, thus aspects that arose from low levels of formalization and organization that is inherent to OTC markets.

Ultimately, the choice was to implement EGM: thus, a market segment within the organized and formalized structure of a Dar Es Salaam Stock Exchange, with less stringent issuance and listing rules of the existing equities market segment. The equities market thus becomes two tiered, EGM being the less stringent, more easily accessible, and therefore, by definition, more risky segment aimed at start-ups and SMEs; and MIMS the more stringent, less accessible and less risky market segment aimed at larger, more established enterprises. EGM is also expected to be the market segment on which organizations can grow and mature until they are ready for MIMS listing.

EGM is expected to become operational in the financial year 2009/2010.

4. Entrepreneurship Growth Market - Benefits

4.1. Issuers:

4.1.1. EGM will help enterprises that can not access capital markets, to do so fairly conveniently;

4.1.2. Enterprises can obtain needed capital for their expansions;

4.1.3. EGM expands the financing options available to SMEs and start-ups;

4.1.4. Enterprises wishing to raise capital after being listed on the EGM have the benefit of knowing the price at which new shares will be issued (price discovery);

4.1.5. New economic ventures which would have been impossible to implement due to lack of capital can now be implemented;

4.1.6. EGM has a built-in system that assists potential companies for listing to plan and manage the company right from the time the idea of running the company is conceived to actualization of the idea.

4.2. Investors:

4.2.1. Investors have a wider choice when investing their funds;

4.2.2. EGM can be used to diversify investments;

4.2.3. Investors are able to unlock their values in EGM companies; and

4.2.4. Investors are in a position to use EGM company shares as collateral as the worth of such shares will be known.

4.3. The Economy:

4.3.1. EGM enhances transparency and accountability - Issuing and getting listed, even under the less stringent rules of EGM, will still involve regulatory and public scrutiny. Also, the involvement of shareholders in companies' decision making should contribute to enhancing good corporate governance practices.

4.3.2. EGM is expected to increase government tax revenues – Public companies are less prone to evading and avoiding taxes. Getting SMEs to become public organization should contribute to a decrease in the practice of evading taxes, thus lead to higher tax revenues.

4.3.3. EGM facilitates the implementation of the Government policies on growth of Small and Medium Enterprises (SME), National Strategy for Growth and Poverty Reduction (NSGR - Mkukuta), Properties and Business Formalization Programme (PBFP - Mkurabita) and Zanzibar Economic Growth Programme (Mkuza) - the above policies all require the facilitation of access to capital and capital markets. EGM will facilitate access thereby contributing to the successful implementation of these policies.

4.3.4. More employment is created as a result of expanded operations - it is expected that EGM listed companies will access capital through capital markets; they will be able to expand their operations and therefore increase employment both directly and indirectly. This should lead to increased economic growth. Also, the tax payer base should increase

(more employees paying taxes) which should lead to more income for the government.

4.3.5. Contribute to the economic empowerment of Tanzanians – By facilitating access to capital EGM will contribute to the growth of entrepreneurship, and thereby allow more Tanzanian to become economically independent.

5. Enterprise Growth Market - Issuing and Listing Requirements

The following are the eligibility conditions for a company applying to issue and list its shares on EGM:

5.1. 4.1. Must be incorporated as a public company under the Companies Act;

5.2. No minimum capital required;

5.3. No minimum track record required;

5.4. No minimum profitability required;

5.5. If the company has no track record; the promoters will not be allowed to exit for three years from listing;

5.6. The company must appoint a Nominated Advisor for the duration of its listing on EGM;

5.7. Must have 5 years business plan and an independent technical feasibility report prepared by the Nominated Advisor.

5.8. Minimum number of shareholders is 300;

5.9. Public shareholding in EGM should be at least 20% of the issued shares;

5.10. Must prepare a Prospectus to be approved by the CMSA;

5.11. Publication of an abridged Prospectus in the press;

5.12. Must have an Audit Committees as per the guidelines on corporate governance; and

5.13. The Memorandum and Articles of Association should provide for the observance of good corporate governance.

6. Enterprise Growth Market - Issuing and Listing Procedures

An issuer who has met the initial listing conditions must follow the following procedures:

6.1. The issuer must appoint a Nominated Advisor who will nurse the company from the time the idea of raising capital came.

6.2. The issuer must submit to CMSA and DSE the application of a Nominated Adviser for approval of both institutions; and

6.3. The issuer must appoint a team of consultants to prepare the company for public issue of securities and the listing of these securities on the stock exchange;

6.4. Prepare a prospectus for the purpose of public offer and listing that must be approved by CMSA.

6.5. The approval of the prospectus allows the issuer to start selling its securities 

6.6. The issuer must retain a nominated advisor to advise the company throughout its listed life on EGM;

.

7. The Nominated Advisor

7.1. Roles and Responsibilities

This is a new category of advisors. Nominated Advisors will operate on the EGM market segment only. The role of a Nominated Advisor will be to act as a key consultant to companies and help them achieve EGM issuance and listing. In the case of start-ups, Nominated Advisors are also expected to help in the transformation of a business idea into reality, thus assist in the incorporation and organization of the company. Such companies are expected to use capital markets to raise the needed capital for the launching of the company by obtaining listing on EGM. 

Nominated Advisors have to be appointed for the duration of issuers' listings on EGM as they are also expected to protect investors interests' on an on-going basis by ensuring sound financial management. Furthermore, they are expected to guide the issuer towards MIMS listing.

Companies wishing to obtain listing on EGM will not be permitted to list if they have not appointed a Nominated Advisor.

8. Conditions for one to be appointed as Nominated Advisor

As mentioned earlier, Nominated advisor will stay with the company for its entire listing life on EGM (until the company graduates to MIMS listing or is de-listed). The conditions to be met to be appointed nominated advisors are as follows:

8.1. Must be incorporated as a public company under the Companies Act;

8.2. Must have enough professionals who are licensed by CMSA;

8.3. Must have an adequate capital as prescribed by CMSA.

N.B: Please note the role and responsibilities of the other consultants and advisors can be refereed to in the booklet 7 “Issuers Guide to Primary Markets” 

9. Entrepreneurship Growth Market - Issuance and Listing Fess

9.1 Capital Markets and Securities Authority – Prospectus Evaluation Fee.

	Market value of shares
	Fees charged 

	TZS 1 billion or less
	TZS 2 million

	Between TZS 1 billion and TZS 5 billion
	TZS 1 million plus 0.1% of the amount exceeding TZS 1 billion

	Between TZS 5 billion and TZS 10 billion
	TZS 5 million plus 0.05% of the amount exceeding TZS 5 billion

	More than TZS 10 billion
	TZS 7.5 million plus 0.025% of the amount exceeding TZS 10 billion


9.2 Dar Es Salaam Stock Exchange – Listing Fee.

	Initial Listing Fee (when a company comes to the market for the first time)
	0.1% of the value of the securities to be listed (Min. TZS 1 million - Max. TZS 10 million)

	Additional Listing Fee (payable by a company already listed and is seeking listing of additional securities)
	0.1 % of the market value of the additional securities to be listed (Min. TZS 1 million - Max. TZS 10 million)

	Annual Listing Fee (payable annually by all listed companies)
	0.025% of market capitalization (Min.  TZS 1 million - Max. TZS 10 million)


10. CAUTION:

The Entrepreneurship Growth Market will be inherently risky. It will be more risky than the Main Investments Market Segment, the equity market that investors are currently used to. Investors in this market segment are expected to be extra cautious when investing their money. Just like in other investments and in MIMS investors should carry out due diligence before investing. This market calls for informed investors who can assess the market and make informed decisions about the companies they invest in. Investors who cannot carry out the necessary assessment or who have doubts should consult investment advisors, brokers or dealers before investing in EGM listed companies.
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