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In a deal that closed in 2007, Ethos Private Equity purchased 
Georgepipe, a maker of water and sewer pipes and fittings for 
municipalities and private developers, from the family that owned the 
company. The company is based in George, an industrial town in 
South Africa’s Western Cape province. It supplies pipes, fittings and 
water system equipment to customers throughout the Western and 
Eastern Cape. The R200 million purchase price was equivalent to 
6.5 x EBITDA. 

Of the equity, Ethos contributed 85% of the total, with management chipping in 10%. Lender 
Nedbank filled in the remaining 5% gap. Total equity represented approximately 40% of the 
purchase price. Based on a 6% real growth rate, the equity sponsors have estimated a 27% rate 
of return in this investment. 

On the debt side, Nedbank led a R120 million senior facility, along with ABSA and Old Mutual 
Capital Corp. The senior debt component also contains a revolver to be used in the future as 
working capital (and not included in the R200 million purchase price). Vantage Mezzanine Fund 
provided a subordinated note in the amount of R34 million. 
 
A summary of the financing terms follows: 

• Senior debt: Jibar + 4.50%, 4-year amortization  
• Subordinated notes:  

• 4% cash interest 
• 8.5% pay-in-kind interest  
• Warrants to purchase 5% of the company’s equity at $0.0005 per share 
• Repayment after 5 years or at exit event  
• Fees 1.5%  

• The equity investors were seeking an estimated 27% rate of return. 

 
 
Question:. What is the effective rate of return to Vantage,  the mezzanine investor? 
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