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Objective

To provide an empirical source of truth based
on data (from merchants on Kippa) that the
tech ecosystem, investors, and policymak-
ers can use to learn more about small and

medium scale businesses.
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Introduction

According to the Small and Medium Enterprises
Development Agency of Nigeria (SMEDAN), MSMEs
accounted for 96.7 percent of businesses, 87.9 per-
cent of employment, and 49.7 percent of national
GDP as of 2020. A report by World Economic Fo-
rum states that MSMEs represent around 90% of
all firms globally, provide roughly 70% of all employ-
ment, and, by some estimates, contributes up to
70% of global GDP. This proves that Small and me-
dium-sized enterprises (SMEs) are the engine that
pushes global economies.

The success of MSMEs in Africa is the continent’s
hope for economic prosperity. This reality is con-
fronted with severe and several challenges neces-
sitating the need for a robust support system to
help them grow and scale. Geared toward provid-
ing the fuel that will help African MSMEs become
more efficient, profitable, and sustainable, Kippa
took a trip around Nigeria engaging with MSMEs to
understand their biggest problems and the appro-
priate solutions.



Premise

The research into the operation
of MSMEs has led to the dis-
covery of a riddle that we can’t
keep to ourselves, necessitating
the publication of this report.

The goal is to provide you with
a comprehensive understanding
of how small and medium-size
businesses operate in Nigeria
and Africa; the unique business
environment, the potential, the
challenges encountered as well
as insights into how technology
can create solutions and foster
growth. As more people in Afri-
ca embrace smartphones, and
as mobile network penetration
and internet access improve,
technology products will be-
come more accepted.
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There is no better moment to
deliver digital tools and services
that will help MSMEs succeed
than NOW!

SMEDAN estimates that there
are approximately 39.6 million
MSMEs in Nigeria as of 2020, a
country with a population of 200
million people.

When compared to other coun-
tries with higher populations,
such as the United States with
30 million MSMEs, India with 42
million MSMEs, China with 38
million MSMEs, and Indonesia
with 64 million MSMEsS, itis clear
that Nigeria and Africa have sig-
nificantly more entrepreneurs
than these other regions.



According to the African Devel-
opment Bank, 22% of Africa’s
working-age population are
starting businesses. This is the
highest entrepreneurship rate
in the world. The entrepreneur-
ial rate ranges from 9% in Alge-
ria to about 40% in Nigeria and
Zambia. This demonstrates the
continent’s entrepreneurial spir-
it as well as the continent’s big
young population. It’s almost as
though every Nigerian/African is
naturally entrepreneurial.

The higher density of MSMEs
can also be explained by the
fact that harsh economic en-
vironments, lack of access to
capital, and poor business prac-
tices have stunted the growth
and transition of micro-busi-
nesses. Or that the proliferation
of MSMEs is a result of unem-
ployment.

MSMEs in other emerging mar-
kets like India, Brazil, Mexico,
Peru, and Indonesia outgrow
their founders, employ more
than one person, grow and re-
cord profits over time. The ma-
jority of MSMEs in Africa don’t,
even though they have that po-
tential, 80% of businesses in Af-
rica fail within five years of start-
ing up. For example, SMEDAN
reported a reduction in the num-
ber of MSMEs in 2020 of 39.6
Million as against 41.5M in 2019
which accounts for 3.7% reduc-
tion in less than a year. Apart
from these, African MSMEs are
majorly a one-person show,
they often don’t grow to em-
ploy more labour, and they don’t
scale to out-live their founders
or become generational.



With this reality
comes the big
‘Why ?’

“That’s the fundamental question we tried to

answer in this research; we went a step fur-
ther to see what can be done to change the
narrative and whether the problem is worth
addressing. This report is a first of many of its
kind that Kippa will be producing as we work
with MSMEs and unravel more mystery?”



MSME Behaviour
and Attributes
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We looked deep into some of
the behaviour and characteris-
tics that define African MSMEs
to better understand how they
operate, because these quali-
ties are determinants for many
of their operations, and under-

standing these features is cru-
cial to understanding merchant
operations.
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39.7 million MSMEs

38.4 million

are Microenterprises, representing

96.9%~

are SMEs, representing

3 1 0/0 of he ot

O
MSMEs in Nigeria contributed 4 6 . 31 (@)

to the GDP

MSMEs accounted for 1 o/ of gross exports
o 2 O

Source: SMEDAN-NBS 2021 MSME SURVEY REPORT



Where are MSMES
located and domiciled
across Nigeria?

- North West South South
[ NorthcCentral [ South West

- North East - South East

The Nigeria MSME Report | Fuel For Africa’s Next Billion Businesse!



The Nigeria MSME Report | Fuel For Africa’s Next Billion Businesses

From the 23,618 MSMEs surveyed across
the 36 states of the country, majority of Ni-
geria’s MSMEs are in the south, with Lagos,
Oyo, and Ogun accounting for a significant
portion of the total. Based on merchant ac-
tivity on Kippa, the city of Lagos alone is
home to 19% of all MSMEs in the country.
As a result of Lagos’ population, urbaniza-
tion, and some cultural variations at play,
more economic activities are taking place in
the state. Both men and women, as well as
white-collar professionals, are in the busi-
ness of selling something, generally referred
to as a “side hustle”.

According to the National Bureau of Statis-
tics, Nigeria has 43 million households, with
an average of one entrepreneur per house-
hold. Lagos has over a million homes with
over three million MSMEs, implying that
practically every family in Lagos has three
entrepreneurs on average. Many young peo-
ple in Nigeria have discovered that a single
source of income is insufficient for survival,
which is why a larger percentage of Nigerian
entrepreneurs are between the ages of 18
and 50. According to the FATE Foundation’s
report on the State of Entrepreneurship in
Nigeria, 67 percent of Nigerian entrepre-
neurs are between the ages of 18 and 35.
Furthermore, businesses in the South are
also more open to embracing technology to
manage their business. One reason for this
may be because the south is more urban-
ized, and has more internet connectivity,
and smartphone usage than the north. The
North also has a lesser rate of technological
adoption and research reports has suggest-
ed this can be attributed to the insecurity,
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Another important factor that
may be at play is Government re-
form and policy that facilitates the
growth of MSMEs. For example,
The Kaduna state government es-
tablished the Kaduna Investment
Promotion Agency (KADIPA), with
the mandate to handle all invest-
ment in the state and create an en-
abling environment for businesses
to thrive with the use of technol-
ogy. Other states have followed
this trajectory, such as Edo, which
established the Edo State Invest-
ment Promotion Office (ESIPO),
and Nasarawa, which established
the Nasarawa State Investment
Development Agency (NASIDA).
These agencies have played a key
role in strengthening the business
climate in the states.




Business model adopted by
MSMEs operating in Nigeria

46.2%

Business to Business - Business to Customer

Half of the companies polled
use a B2C strategy, selling
directly to consumers, while
the other half use a hybrid
strategy, selling to both con-
sumers and businesses.
The majority of wholesalers
sell to small-scale retailers
(merchants) as well as con-
sumers. Solely 7.5 percent
of MSMEs are strictly B2B,
meaning they only sell to
other firms. It’s even

more fascinating to learn
that most of these compa-
nies rely on pen and paper
or ledgers for bookkeeping
and keeping track of critical
trade data. Some traders
rely solely on their heads to
keep track of things. This is
one of the reasons why MS-
MEs struggle to keep track
of sales, maintain adequate
inventory, and keep track of
goods, all

3 Both B2B and B2C

of which Kippa helps them
with. It’s also worthy to note
that when a company grows
and expands, a strictly B2C
SME may evolve into a hy-
brid B2B and B2C model,
and a strictly B2B SME may
evolve into a B2C and B2B
model as they gain a deep-
er understanding of their
end customers. We have
seen how well the approach
works for small firms.



Business
Categories

Physiological needs
such as feeding and
clothing take the lead in
terms of the business
sector with the most
merchants, favouring
Abraham Maslow’s hi-
erarchy of needs.

Clothing & Apparel
accounts for 40% of
the total businesses,
this is followed by the
food and restaurant
businesses (13%) and
Retail/Grocery stores
(6%). Shelter and Feed-
ing are two essential
necessities that every
individual survives and
lives by, hence the ma-
jority of MSMEs fall into
these three categories.
Shelter and feeding are
essential needs, and
they will always be in
need.

0%

- Food Vendor/Restaurant - 13.56%
- Retail/Grocery Shop - 6.63%

- Perfumes - 6.38%

- POS Stand - 5.39%

- Electronic Stores - 5.06%

- Jewellery - 4.45%

- Repair Service - 3.22%

. Photo Studio - 2.84%

Supermarket - 2.81%
Pharmacy/Drug Store - 2.77%
Fruit, Vegetable & Dairy - 2.57%
Laundry Service - 2.36%

I Manufacturing - 0.9%

| Skincare Manufacturing - 0.46%
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Halimah runs a clothing and
apparel business that she
started in 2018. She started
the business with her life sav-
ings, and a few contributions
from family and friends, these
are sources of capital that she
could not afford to lose.

o~
In her words;
“The major reason why I
started this clothing business
is because | love fashion and
| believe clothes will always
be a need because everyone
wears one. However, | lat-
er realised the hard way that
running a successful business
takes more than the need,
one need to understand much
more in terms of how much is
coming in and going out of the
business, how much profits

one is making, documenta-
tion, and much more?”




It was sad that she had to
close down her business after
two years in 2020 during the
COVID 19 pandemic as her
business was badly affected
by the pandemic.

She said “I even tried to take
a loan from a microfinance
bank along the way to boost
the business during this peri-
od though it was a high-inter-
est loan, | didn’t really mind as
that seems like the only hope
to raise funds because | didn’t
want my business to fail but
to my amazement, a major
requirement was for me to
provide a financial statement
of my business and of course
how on earth could | get that,
| am not an accountant, nei-
ther do | have one, and that
was how the hope for loan
was declined and the busi-
ness died a natural death”

In 2021, Halimah decided to
give entrepreneurship another
shot, she started a new busi-
ness where she sells female
clothes and fashion items,
she came across the Kippa
app sometime in August of
2021 and signed up immedi-

ately.
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Halimah uses the Kippa app
to manage her business fi-
nances, and inventory, track
her debtors, and generate in-
voices for customers and re-
cently started receiving pay-
ments on the app as well.

Halimah has been recording
profits month after month and
has even expanded her busi-
ness to open another branch
within a year of starting this
new business. Now she can
even access loans as she can
now provide a financial record
of her business. In her words
“Kippa should have come
earlier to save my first busi-
ness in 2020”

There are many Halimahs
with similar stories all around
Africa, and what Kippa is do-
ing is helping to prevent these
enterprises from collapsing
and even offering those who
have failed a second oppor-
tunity by making it simpler for
them to start and grow their
business”

19.



The other reason why most merchants are
into the apparel or food business is that, un-
like in developed markets where big cloth-
ing brands like Nike, Channel, Gucci, etc.
produce what people wear, the majority of
Africans have to rely on their local manufac-
turers to make garments that are affordable
and sometimes a dub of global names. But
this isn’t just a problem in Africa; China was
once in this situation, but thanks to inter-
ventions and support from entrepreneurs
like Alibaba, as well as massive investment
from western investors, the Chinese manu-
facturing sector has been transformed into
a trillion-dollar economy that now exports
standardized products to every country on
the planet.

This potential is also present in Nigeria, as
evidenced by the Ariaria market in Aba,
southeastern Nigeria, which has been
dubbed “Africa’s China” This market is the
manufacturing center for a variety of prod-
ucts, including shoes and textiles, which are
used in Nigeria and even exported to other
African countries. This market has the po-
tential to become the next China or even
bigger, exporting items around the world
and allowing Nigerian MSMEs to flourish
and thrive.
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“Emmanuel operates a shoe
business in Aba; these shoes

are locally created directly in
Aba market and are sturdy,
inexpensive, and long-last-
ing since they are made of
high-quality leather that lasts
for years” Emmanuel is an ex-
pert in this craft; he has been

doing it for 15 years, but he is
the only employee and has 2
apprentices, he hasn’t been
able to expand or grow the
business beyond the stage
it was 10 years ago; when
asked how the business has
been doing and if he is think-
ing of an expansion, he said




When asked what his growth
rate has been over the years,
he couldn’t provide any solid
response as there is no doc-
umentation of that, nor does
this business has any proper
structure which makes it hard
for any meaningful growth
to happen even if he could
access the funds for expan-
sion; and this is a business
with the potential to expand,
employ more labor, grow, and
compete globally. This reality
is complicated by a lack of
appropriate digital tools and
support systems to make this
growth happen. Emmanuel
began using Kippa in October
2021, and within six months,
he has been able to record all
his transactions, understand
his finances, register his busi-
ness and record profits, now
he is already looking forward

to accessing a low-interest

loan to make his expansion
plans a reality.

Millions of Emmanuel are dis-
tributed across Nigeria and
Africa, working in various
sectors and experiencing the
same issues. This is the real-
ity they speak of when they
argue that African enterpris-
es have potential, but lack
the tools and resources to
transform those potentials
into economic advantage and
wealth. Kippa is attempting to
bridge this gap by providing
entrepreneurs like those in the
Ariaria market all the digital
tools they need to establish
and scale their businesses
and compete globally”




Gender and age of
MSME Merchants

In terms of gender, 52% of
MSMEs surveyed are run by
males while 48% are owned
and operated by females.

Age Group

34.3%

[ Lessthan20 [ 31-40
21-30 B 450

[ 50 and above
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The majority of SME own-
ers polled are between
the ages of 20 and 50 and
have some level of literacy,
suggesting that many SME
owners can use technolo-
gy to help their businesses
grow. As long as you are
agile and youthful, you can
use technology to operate
your business. However,
most of these MSMEs are
unwilling to pay a month-
ly fee for bookkeeping be-
cause their business is a

means of survival. They,
too, desire for more, but
lack the necessary skKills
and digital tools to reach
that next stage of devel-
opment, so they continue
to play at the ground level.
While some may perceive
this as a problem, we see it
as an opportu nity, a poten-
tialworth exploring and a
market ripe for expansion.

This is why we decided to

offer bookkeeping services

on a freemium model and
then stack other services
on top of that, for which
they will be charged and will
gladly pay once they see
the entire impact of digital
tools on their business.

24.




Key Takeaways




Africa is a huge market for large companies,
and so it is for Small and Medium-size Enter-
prise on the continent. Unlike large compa-
nies, MSMEs have unique challenges, includ-
ing limited access to financing and digital
infrastructure, lack of scale economies, and
corporate structure as well as skilled labor.
Innovative firms such as Kippa are striving to
level the playing field by creating digital tools
to help SME entrepreneurs succeed in this
environment. Digital bookkeeping, invento-
ry management, debt recording, affordable
capital infrastructure, and payment services
that work are some of the technologies that
help MSMEs become more efficient, profit-
able, and scale over time.

For example, 60 percent of MSMEs polled
utilize Kippa’s free bookkeeping application
to keep track of their transactions and de-
termine how much money is coming in and
going out of their company. To record debit
and credit transactions, 21% utilize the cash

book tool, while 50% use the inventory man-
agement tool to keep track of their stock
and supplies.

Previously, they used pen and paper for this
and could barely extract any insights from
the records, especially as the records piled
up; however, with the Kippa app, they can
generate reports of weekly, monthly, quar-
terly, and yearly transactions, gaining deep-
er insights into their business and becoming
more informed about how to manage and
grow the business.
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How do digital tools aid
MSMES’ operations in
Africa?

This is how digital technologies are
supporting the growth of MSMEs in
Nigeria.

How Merchants use
the Kippa App

Transaction Percentage

Transaction 60%

(money in and out)

Cashbook 21.44%

(debit and credit)

Inventory 50%

(product catalog)

Invoice 25.93%
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On weekdays, the most trans-
actions are recorded because
it is when consumers are most
likely to transact. Mondays and
Thursdays are the busiest days
in this regard, with Mondays
being the start of a new week
and everyone

Thursday

Monday

Wednesday

Tuesday

Friday

Saturday

Sunday

anxious to get something, and
Thursdays being the end of
the week and no one wanting
to be stranded over the week-
end while they’re either resting,
lounging, or Netflixing.

15.94%

15.713%

15.67%

15.52%

14.75%

13.20%

9.19%
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Key Takeaways

The majority of MSMEs
are concerned about
how much money they
are bringing in and out
of their business. They
make use of the book-
keeping feature well.

The mornings are for
business, and the eve-
nings are for recording.

In 2020, there were 76.7

million online  buyers
in Nigeria, and internet
penetration was approxi-
mately 46%, implying that
digital sales will be the
next big thing, and MS-
MEs would want all the
digital tools to compete
effectively in this new
normal

Credit infrastructure that
is easily accessible and
affordable is critical for
MSMEs to develop and
grow their businesses.
Most bank loans are diffi-
cult to obtain for MSMEs,
and the requirements
and procedures are typi-
cally difficult to meet.



Interview with
a Stakeholder




Interview

$ .l
i'* '~.-,l 4 A L ?*
r'J"':'f*' HII‘ fl' Y i;“ ml

'|| [l |
:II ﬂ |

Dr Friday
Okpara

Director of Partnerships

and Collaboration at Small
and Medium Enterprises
Development Agency of
Nigeria (SMEDAN)

Image obtained from www.nfnvnigeria.org

We didn’t want to work in si- agencies that work with MS-

los; instead, we wanted to
gain a broad understanding
of SME operations, and in or-
der to do so, we needed to
interact with all stakeholders
in the sectors. Merchants are

just one of those stakehold-

ers; while they are the most
important, there are other

stakeholders, particularly
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MEs, and one of them is the
Small and Medium Enterpris-
es Development Agency of
Nigeria (SMEDAN), which we
reached out to and spoke
with Dr. Friday Okpara, the
Director of Partnerships and
Coordination at SMEDAN.
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What are the most signifi-
cant MSMEs difficulties that
SMEDAN has identified over
time?

Dr. Okpara believes that MS-
MEs are recognized around
the world as the engine that
drives the economy, which is
why every country has a gov-
ernment agency that works
with them, such as the Small
Business Administration
(SBA) in the United States,
which supports American
small businesses, and SMED-
AN in Nigeria, which supports
Nigerian small businesses. He
added that MSMEs in Nigeria
have several challenges, in-
cluding a lack of market ac-
cess, money, contemporary
technology, support services,
and infrastructure to help
them establish and develop
their businesses. According
to him, MSMEs in Nigeria op-
erate as their own local gov-
ernment because they pro-
vide almost everything they
require with little or no gov-
ernment assistance, they pro-
vide their own electricity and
security, and these are issues
that impede their growth and
prevent them from competing
globally; all of these issues

eat into their cost of doing
business. He also noted that
power/electricity is a key dif-
ficulty for MSME, according
to a World Bank study, while
access to market is a huge
problem for MSMEs, ac-
cording to a Lagos Business
School research, and access
to finance is a major prob-
lem for MSMEs, according to
a SMEDAN report. Multiple
taxation, a lack of business
structure, and inadequate
bookkeeping are all issues.
These are issues that im-
pede SME growth, and the
COVID-19 epidemic com-
pounded the situation by
eliminating a large number of
enterprises.

What initiatives is SMEDAN
implementing to support
and enable the growth of
MSMEs in Nigeria?

SMEDAN’s mandate, accord-
ing to Dr. Okpara, is to pro-
mote and facilitate develop-
ment programs, policy ideas,
instruments, and support ser-
vices to accelerate the devel-
opment and modernization of
MSME operations.
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We collaborate with other
sister government agencies,
private organizations, and
stakeholders to make this
mandate a reality.

To that end, we’ve been de-
veloping programs and ini-
tiatives to assist MSMEs in
building their capacity to run
their businesses successful-
ly, as well as gaining access
to affordable financing and
business tools.

These are some examples of
such programs:

® SMEDAN has granted 150 qualified
Business Development Service Pro-
viders (BDSPs) Practicing Licenses.
These Business Development Service
Providers (BDSPs) are professionals
who will help MSMEs create the ca-
pability they need to be economically
sustainable in the long run.

® MICRO AND SMALL ENTERPRISE
JAIZ/SMEDAN MATCHING FUND
PROGRAMME.
The goal of this intervention is to pro-
vide credit to the sub-sector as a
promotional instrument for increasing
company output, competitiveness,
and job creation.

® In the past, SMEDAN has partnered
with Facebook and Google to give dig-
ital skills to small businesses.

® SMEDAN’s National Business Skills
Development Initiative (NBSDI) focus-
es on entrepreneurship and vocational
skills training and empowerment for
youth.

® SMEDAN intends to establish a ‘Rating
Agency’ to make loans more accessi-
ble to small enterprises. It will be set
up in collaboration with the Nigerian
Export-Import Bank (NEXIM), the Bank
of Industry (BOI), and others.
When fully implemented, the new na-
tional policy on MSMEs wiill create 41

million jobs in three years.
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What specifically is SMEDAN
doing for MSMEs in Nigeria
in terms of provision of cred-
it and training (particularly
financial management)?

Due to the risk involved, ob-
taining credit is difficult. Large
firms have a corporate struc-
ture, a financial history, and a
proper record of their books,
but MSMEs do not, which is
why banks are hesitant to
lend to them. The truth is that
there are many reliable sourc-
es of finance for MSMEs, but
the issue is the risk involved
for lenders. Some commer-
cial banks, such as FCMB,
Fidelity Bank, and First Bank,
operate lending programs for
MSMEs, however the criteria
are typically difficult to meet.
Now the key question is who
will de-risk this industry. The
problem is that we don’t have
the means to de-risk funding,
for example, we don’t have
the tools to examine MSMES’
credit histories, commercial
banks have short-term loan
portfolios that aren’t always
suited for MSMESs, and anoth-
er issue is double-digit inter-
est rates. To completely over-
come the problem of

access to financing, a united
effort of several agencies and
stakeholders must come to-
gether to solve the problem.

The Nigerian Central Bank,
commercial banks, devel-
opment banks, and private
lending institutions must all
be willing to lend to MSMEs.
To make it easier for lenders
to give them loans, MSMEs
must do their part by creating
a bankable business plan, ti-
dying up their books, keeping
proper records of their trans-
actions, putting a structure to
their business and making it
appealing, as well as demon-
strating their willingness and
capacity to repay these loans.
It is critical to establish credit
rating organizations that as-
sess MSMEs, and SMEDAN is
currently planning to do so.

Banks prefer sending money
to pools and cooperatives be-
cause they check themselves
and guarantee members pay
back. Trade groups may also
organize their members into
pools and cooperatives and
access finance collectively.

35.
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What is SMEDAN doing for
Studentpreneurs?

The Mindshift program was
created by SMEDAN to help
youth shift their perspective
from working for someone
else to creating something on
their own and thinking about
entrepreneurship.

Another program, NEDEP, fo-
cuses on skill acquisition, en-
trepreneurship training/busi-
ness development service
(BDS), and financial access.
The OLOP platform is being
used to implement the en-
trepreneurship training/busi-
ness development service
component, while the Bank of
Industry (BOI) is handling the
access to financing compo-
nent and the Industrial Train-
ing Fund is handling the skills
acquisition component (ITF)
TERTIARY INSTITUTIONS EN-
TREPRENEURSHIP SCHEME
(TIES) OF THE CBN - The
Scheme’s goal is to make it
easier for undergraduates
and graduates of Nigerian
polytechnics and universities
with breakthrough entrepre-
neurial and technology con-
cepts to get funding.

What strategic collabora-
tions does SMEDAN hope to
form, particularly with the
private sector, to help them
better assist SME growth in
Nigeria?

SMEDAN is Open to collabo-
ration, we have collaborated
with Central Bank of Nige-
ria, Nigeria Incentive-Based
Risk Sharing System for Ag-
ricultural Lending (NIRSAL),
Development Bank of Nige-
ria (DBN), Bank Of Industry
(BOI), Nigeria Export Promo-
tion Council (NEPC), Nigeria
Export-Import Bank (NEXIM),
commercial banks and other
private institutions that can
help SMEDAN in achieving
its mandate. We are always
open to collaboration.
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Sales Report




Since the launch of Kippa,
we have observed a contin-
uous increase in the number
of times merchants utilize the
app to manage their busi-
ness. Our customers logged
the most transactions in the
ember months, as Christmas
and the new year approach,
as well as the first quarter of
the year. Clothing/apparel (25
percent), retail/grocery stores
(24 percent), food vendors/
restaurants (22 percent), and
pharmacies (20 percent),
account for a considerable
share of these transactions.

Impact of Seasons
on sales

Impact of seasons on sales
became a necessary phe-
nomenon to explore as busi-
ness owners report changes
in sales, profits, and or losses
depends on seasons and the
type of business.

In view of this, we analysed
sales during the Christmas
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This steady increase in mer-
chant adoption of Kippa
demonstrates that MSMEs
are wiling to adopt digi-
tal tools to optimize their
business. COVID and its in-
cessant lockdown and re-
strictions which negatively
impacted many businesses
have given most merchants a
wake-up call to digitize their
processes in order to reach
generate
more revenue, and become

more customers,

more competitive in order to
unlock more growth for their
business.

period and found that man-
ufacturing enterprises, phar-
macies, supermarkets, and
electronics retailers all saw
an increase of 40%, 14%, 12%,
and 8% respectively in sales
during the Christmas sea son.
This is due to the fact that
consumers are more in

spired to buy more groceries,
upgrade their electronics and
lighting, purchase new de-
vices towards the end of the
year, and begin the new year
with a fresh resolution.
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Transaction volumes
of MSMEs

Within our nine months of operation, we
have recorded over $3 billion in trans-

actions that has been recorded over
time.
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Report on Credit
Sales by Merchants
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“Mr. Emeka runs a small phar-
macy in his community, and
he frequently stocks essen-
tial medicines that meet the
most urgent medical needs
of people in the community.
Mr. Emeka is well-known and
has built strong ties with the
community, and he frequent-
ly sells on credit to people in
that community. This wasn’t
a major problem at first be-
cause his debtors usually pay
back within 30 days, which
is just in time for him to need
new stocks until the COVID-19
Pandemic. Things took a wild
turn when the COVID pan-
demic hit almost everyone
economically, and the major-
ity of his debtors started tak-
ing longer time to pay back,
with 30 days turning into 60
days and then forever, he
won’t even remember some
debtors until he sees them
in person. This put a signif-
icant limit on his operations
because debtors held critical
funds needed for operations.

Mr. Emeka began using the
Kippa app, and he was able
to track all of his debtors and
send them automatic debt
reminders thanks to the debt
tracking and reminder func-
tion.

“Debts that used to take up
to two months to recover pre-
viously, now | get paid back
in two weeks or less in most
cases, and bye-bye to having
to remember all my debtors, |
simply use my app and | can
see all of them and remind
them, Thank you Kippa,” he
says when asked how this

has benefited him.
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Kippa’s automated credit re-
minder feature allows avail-
able merchants to track their
debtors and issue automatic
reminders. This enables them
to gain access to the vital
cash flow they require to run
their business and stay afloat.

Unlike standard credit ser-
vices where lenders have ac-
cess to financial records and
credit histories before lend-
ing to customers, MSMEs are
not able to request for the fi-
nancial records of their cus-
tomers before making credit
sales to them, making mer-
chants fully accountable for
the risk.
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Kippa is changing the game.
Using Kippa’s mobile appli-
cation, MSMEs now have re-
al-time access to their debt-
or’s history and know who to
sell to on credit and who to
reject. This levels the playing
field for MSMEs to compete
on an equal footing with big-
ger businesses who readily
access credit to expand their
business from financial in-
stitutions because they can
present detailed business re-
cords.

Greenfield
Pharmacy

Add Business

INVOICE
CASHBOOK

Yyou'LL GET

& 25,000.00

Q Ssearch

(1 Mrs Lawson & 5,000.00
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An Outlook of Pay-
ments to MSMES




Cashstill 4
reigns
supreme!

According to our survey, cash

is used in 73 percent of all

AT

transactions with MSMEs.
This is not unique to Nige-
ria; the same behavior can
be seen across Africa. Cash
was the most popular pay-
ment option in online retail in
Morocco, Egypt, and Kenya in
2021, accounting for 74 per-
cent, 60 percent, and 40 per-
cent of the total, respectively
as reported by Statistica.



A whopping 73.66% of all the payments

made to MSMEs are paid by cash.

Although one might be quick
to assume that with all the
new digital payment options
payments
would be taking over, this is

available, digital

not entirely true, particularly
for business categories where

Cash Transactions
(as a % of total tansactions)

100

60

*2010 *¥2011 *¥2012

Latin America

Western Europe

few

payments are made.
When it comes to payment,
the apparel and clothing in-

dustry leads the way, with
40% (the highest) of their cus-
tomers opting for digital pay-
ment. Customers patronising

*¥2013 *2014 ¥2015 ¥2016 ¥2017

[ North America

Source: Euromonitor International

@ Asia Pacific

grocery stores, restaurants,
electronics stores, and super-
markets, on the other hand,
almost always pay with cash

the available data reveals.

¥2018 *2019 *2020

@ Middle East and Africa
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Tax avoidance and evasion, criminality,
theft, and misappropriation are all con-
cerns connected with high cash use,
yet businesses in Africa still receive
cash as their dominant mode of pay-
ment. With these obvious drawbacks,
you might ask why cash is still domi-
nant.

We learned from our interactions with
SME owners and research that what
MSMEs need in digital payment is still
unmet.

Merchants need the
following:

A digital payment platform that is;
Stable, secure, and affordable.

Simple to use and has a has-
sle-free onboarding process.

This platform must also have an;
Instant settlement and seamless
dispute resolution process.

~IG
ER@ 1000 -
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Even consumers prefer cash
when they can because of the
irregularity and unpredictabil-
ity of digital payment options;
Nno one wants to be stuck in a
store after a shopping trip or a
night of fine dining when their
cards or bank transfers fail.

This problem presents an op-
portunity and a potential for
growth in digital payments;
Understanding whatis import-
ant to the MSMEs is their abil-
ity to receive the funds once
the transaction is done (in-
stant settlement) rather than
having to wait for a next-day
settlement is a guide towards
providing them with a solution
that meets that needs.

The Nigeria MSME Report | Fuel For Africa’s Next Billion Businesses

The use of a point-of-sale
(POS) system and QR codes
for payment could be the
way to go in the future. Mex-
ico’s “CoDi,” which allows for
immediate, free, and secure
payments, and Brazil’s “PIX;”
which is rapidly transforming
the way people and business-
es pay in this regard, both
have a lot to teach us. These
two payment infrastructures
have completely transformed
the payment landscape in
two of Latin America’s most
important markets.
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Why is POS Payment

adoption still very low
in Africa and the way
forward...

According to our survey, POS
payments account for fewer
than 5% of all digital payments
received by merchants across
all business categories. You
may question why this is the
case; we discovered that the
high cost of renting or acquir-
ing POS machines, as well as
paying interchange fees to
card players, presents some
costs to an average retail-
er. These expenses eat into
a MSMEs’ already low-prof-
it margins, resulting in a de-
sire for cash. Most POS mer-
chants run a business (often

referred to as a POS busi-
ness) where customers can
withdraw, transfer money and
pay bills; they act as a sort
of mini-bank for small-scale
transactions, and they can
be found on practically every
street and neighborhood, pro-
viding fast, quick, and easy
services to their consumers.

Long queues, too much pa-
perwork to fill out, and inef-
ficient processes are all con-
nected with traditional banks,
not to mention the fact that

they are not present in many

4

According to our sur-
vey, POS payments
account for fewer
than 5% of all digital
payments received by
merchants across all
business categories.”



areas; in some, you have to go
10 kilometers to find a bank.
Yewa North Local Govern-
ment in Ogun State, for exam-
ple, is the state’s largest local
government, with a land area
of 2,087 square kilometers, a
population of over 300,000
people, and only two com-
mercial banks. According
to World Bank data, Nigeria
has 4.93 bank branches per
100,000 people, which is one
of the lowest in the world. To
this large group of banked
and unbanked consumers
who need to transact, POS
merchants provide a viable
and simple means of sending
and receiving money, as well
as payment of bills.

According to an article by
Techpoint, as of August 2021,
there are only 167,000 active
POS terminals out of the over
300,000 deployed in Nigeria
serving 79.3 million banked
consumers, and processing
$13 billion in 2021 alone. While
this is an increase of 11% from
2020, over the next 5 years,
Kippa has the opportunity to
considerably gain and own
the market share.
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When you compare this num-
ber to what you will find in
other emerging markets, you
will see that African POS pay-
ment has a lot of room to
grow. For example, in the fis-
cal year 2021, India had over
4.7 million point-of-sale (POS)
terminals processing $60 bil-
lion, Brazil had about 4.5 mil-
lion POS terminals processing
over $47 billion, and Mexico
had almost 1.5 million POS
terminals, and Indonesia had
over 1.2 million POS terminals.

11

over the next 5 years, Kippa
has the opportunity to con-
siderably gain and own the

market share.”

Despite a 100 percent in-
crease in the number of POS
terminals deployed and pay-
ments processed between
2016 and 2021 in Nigeria,
Egypt, Rwanda, Kenya, and
South Africa, POS payments
still account for less than 20%
of all digital payments.
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Not to mention the fact that in Africa, the usage of

point-of-sale (POS) to make payments for goods

and services by MSMEs is still not mainstream yet.

686,577

700,000

424,000

POS terminals

across Africa

@ 22,696 m

50.

South Africa Rwanda

@ 2022 @ 2016

Nigeria Egypt Mozambique kenya

Key Takeaways

In Africa, POS adop-
tion is still quite low.

Mobile
and wider internet

SMEs really want to
have a digital pay-

penetration Cash transactions
account for over 70%

Nigeria has 4.93
bank branches per

coverage encourage
technology adoption;
they are important
infrastructures  that
must be established
to allow African MS-
MEs access to the
technology tools they
need to grow and
scale their business-
es.

of the total transac-
tions recorded by
MSMESs in Africa; this
shows that there is
still a huge potential
for digital payment
towards achieving a
truly cashless Africa

100,000 population,
one of the lowest in
the world

POS payments ac-
count for less than
20% of total digital
payments, and unlike
their counterparts in
other growing econ-
omies such as Brazil,
Me

ment platform that
works swiftly, simple
to use, and offers
both immediate set-
tlement and a smooth
dispute resolution
process.



Conclusion; The
African Advantage




The outbreak of COVID-19 and
the resulting lockdowns have
increased public awareness
on the use of mobile banking
and other digital platforms.
Indeed, the pandemic may
have sped up the adoption of
digital banking services and
technologies by a few years.
According to Reuters, mobile
money transaction volumes

in Sub-Saharan Africa sits at
$490 billion in 2020, howev-
er, the exponential increase
in this is unprecedented as
Nigeria alone records a trans-
action volume of $690 billion
in 2021.
expected to continue to rise
steadily and rapidly in the
coming years.

These figures are

Young Africa with the

Digital Advantage

. I

e—

@ Viddie Youth (30-44)

. Young Adults (18-29) . Mid Lifers (45-64) Late lifers (65-79 l Seniors( 80+)

Source: Euromonitor International



As the youngest continent on
the planet with the highest
number of young people aged
18 to 44 and Nigerian being
the most populous black na-
tion, the digital landscape is
a thriving and a massive mar-
ket for the internet economy.
With the continent’s largest
population and one of the
world’s youngest, Nigeria has
a large digital audience. Ni-
geria also boasts of one of
the best network coverages
and mobile connectivity infra-
structure in Africa. According
to Statistica, the percentage
of people who use the inter-
net in Nigeria is around 104
million as at 2021, and it is ex-
pected to continue to rise.
According to various statis-
tics, the number of smart-
phone users in Nigeria ranges
between 25 and 40 million.
In fact, mobile devices are
utilized to access the inter-
net far more frequently than
desktop computers. In 2019,
mobile devices accounted for
over 70% of internet access,
with this percentage much
greater when it come to on-
line marketplace visits.

Finally, Nigeria has the big-
gest number of MSMEs (42
million) on the continent and
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one of the highest in the
world. Unfortunately, these
MSMEs do not have access
to the digital tools they need
to build and scale their busi-
nesses, which often leads to
their demise.

According to Statistica, just
35% of the African popula-
tion utilizes the internet for
banking or financial services,
and fewer than 15% for sell-
ing goods or services. That
shows available potential for
growth. In 2020, 82% of the
people in North America used
the internet for banking ser-
vices, and 51 percent used it
to sell or buy things, indicat-
ing that this is an area where
Africa has untapped opportu-
nities.

Per the Mastercard MEA SME
Confidence Index, 81 percent
of MSMEs in Nigeria are op-
timistic about future growth,
owing to the potential of ac-
cepting digital payments,
easier access to credit, and
doing business international-
ly. These MSMEs have iden-
tified three top priorities for
their growth: accepting digital
payments (75 percent), easier
access to credit (72 percent),
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doing business international-
ly, and digitizing business op-
erations (72 percent).

This is a classic example of
a market with many wants
and opportunities but no
products. This highlights the
opportunities for companies
like Kippa, Payhippo, Bumpa,
Brass, Prospa, Fairmoney,
and others who are offering
digital solutions to small busi-

nesses.

For us at Kippa, we are confi-
dent that the market requires
the products we are offering,
as evidenced by the positive
response we have received,
and we know how to help MS-
MESs solve their most pressing
issues by providing them with
the exact digital solutions that
can be layered on top of their
existing offline operations to
fulfil their needs.

We have also learned from
the market, and we are better
equipped than ever with the
insights we have uncovered,
and we are more motivated
than ever to work with these
businesses to ensure that
they begin to grow, scale, ex-
pand and outlive their found-
ers, putting them on the path

to becoming true generation-
al enterprises.

We have the talent, the ca-
pacity, and the market - the
demand is evident, and we
will continue to supply the
digital tools that the market
requires, making it easier for
anyone to establish and build
a business on the African
continent.
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Methodology

In carrying out this research, we inter-
acted with 23,000 MSMEs who use the
Kippa App across Nigeria’s six geopo-
litical zones and thirty-six (36) states.

Our team of data analysts went
through these records in order to pro-
vide us with information that was use-
ful for the purpose of this research. We
didn’t stop there; we also used sec-
ondary data from Statistica, Euromon-
itor, Techcrunch, Nairametrics, The
Economists, Indian Times, Research
Gate, and Techpoint to supplement
our primary data and support some of
our hypotheses.
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The Journey
ahead for Kippa

For us at Kippa, we are laser-fo-
cused on offering the tools and
services that MSMEs require to
start and grow a successful busi-
ness in Africa. Digital financial
management, credit infrastructure,
payment infrastructure, business
education, and operational man-
agement are the most significant
tools we have discovered MSMEs
require the most.
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Our Mission

Kippa is on a mission to make it
easier for anyone to start and grow
a business in Africa. Our aim is to
contribute to the success story of
the next generational MSMEs to
emerge in

Africa.
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Words from
our'Founders

Due to the long-standing tradition
in Africa of keeping small busi-
ness financial records on paper
and pen, there is a dearth of infor-
mation available to both business
owners and solution providers on
how to improve and streamline
business operations. We found-
ed Kippa to put small business-
es’ financial data online so they
could have access to insightful
data that would help them oper-
ate their business profitably and
sustainably. We have been able
to gain significant insights into the
operations of small businesses
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and we have some thoughts on
why some challenges they face
occur after one year of serving
over 350,000 small businesses.
For us, we believe that we are in
the best position to create solu-
tions that can aid small busi-
nesses in Africa in expanding and
operating more profitably. We
prepared this report because it is
crucial for us to share these find-
ings with everyone working on
solutions for this enormous mar-
ket in Africa. We sincerely hope
you will have as much fun reading
it as we did putting it together.

Kennedy Ekezie-Joseph
Duke Ekezie-Joseph
Jephtah Uche
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Disclaimer

This report is based on aggregated and anonymized
data. Kippa’s data scientists study customer data
to enhance personalization and user experience. We
strictly abide by all relevant privacy regulations.

No claim, demand, or cause of action may be made
based on this report. Any losses caused as a result
of the report are not the responsibility of Kippa. Po-
sitions taken in the data are as of the publication
date of this paper.

Additionally, the material in this report was derived
from publicly accessible data; internal data, and
other sources. Despite making every attempt to
guarantee the accuracy and completeness of the
information provided, Kippa disclaims all liability and
responsibility for any errors or omissions in the data.
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