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PURPOSE AND DESCRIPTION

T he Czech and Slovak American Enterprise Fund (the "Fund" or "CSAEF") was

established by the U.S. government in March, 1991 to foster the development of

small and medium-sized private enterprises in the Czech and Slovak Federal Republic

("CSFR") which have the likelihood of becoming commercially viable in a free-mal .~t

environment. Formed pursuant to the Support for East European Democracy Act of

1989 (the "SEED Act"), the Fund is similar to three other American Enterprise FunJs

presently operating in Bulgaria, Hungary and Poland.

U.S. taxpayers have provided the money for the Fund through appropriations by the

U.S. Congress. The Fund is privately managed by a Board of Directors (the "Board")

consisting of U.S. and Czech and Slovak private citizens. The offices of the Fund are

located in Prague, Bratislava, and Washington, DC.

The CSAEF receives its funds from the U.S. Agency for International Development

("AID"), and has been authorized to commit $27 million through September 30, 1992.

Additional funds are to be received during fiscal year 1993. Subject to further

appropriations, the total grant to the Fund from AID will be at least $60 million plus $5

million for Technical Cooperation.

The Fund invests in Czech and Slovak enterprises through loans and the provision

ofequity capital. Technical Cooperation grants are also available. The Fund charges

interest and fees and tak~s collateral on loans. For equity investments, the Fund takes

an ownership interest related to the amount invested, and does not typically seek to

retain a majority voting position. Joint investment with U.S. direct investors and other

foreign investment is encouraged. All revenues after operating expenses are retained to

further the dngoing activity of the Fund.
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LETTER FROM THE BOARD OF DIRECTORS

T his first full year ofoperations of the Czech & Slovak American Enterprise Fund

was one ofexpanding investment activities as our organization and the

entrepreneurs in the CSFR responded to the promise of the new market oriented

environment.

Selected from among the thousands ofgeneral inquires and detailed applications

received these past twelve months were thirty-nine transactions which received at least

preliminary Board approval. Twenty-nine of these investments became funded

commitments through September 30, 1992 and $7 million was disbursed by the end of

our fiscal year.

In keeping with the CSAEF's mandate to foster small and medium sized

enterprises that have the likelihood of becoming commercially viable in a free market

environment, these approved investments are concentrated in businesses of fewer

than 30 workers where investments average under $350,000. Equity represented 23%

of the total board authorizations.

The Board considf"rs its responsibility offostering entrepreneurship as prompting

investment at a stage earlier than is normally available from regular sources of finance.

On the other hand, businesses must be potentially profitable: that is, there must be

evidence of "commercial viability". The risks inherent in making these choices are well

recognized in the legislative history of the Enterprise Funds.

The Board is encouraged by the development ofentrepreneurship which jehas

witnessed in the CSFR. The basic skills of the people and their initiative arc \Ycll

manifested in the extensive economic growth throughout the economy.

New businesses have faced special challenges in the CSFR. The well managed but

strict macroeconomic polic:y, which has reduced inflation from around 58% in 1991 to

presently under 10% per annum, accentuated the problems·ofadjustment for new

businesses. Lost export markets in Eastern Europe have reduced the Gross Domestic
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Product si~nificantlywhile requiring the redirection ofexports. Price levels have been

seekin~new equilibrium from those which prevailed in the past. Bus!:'~:;~; p..ople have

had to reorient their past experience to the realities ofa demJnd driven ·environment.

The CSAEF is very encouraged by the adaptability which the economy of the

CSFR has displayed. In addition, we arc heartened by the adjustment enterprises

themselves arc making and we UJe confident that it will continue. This progress fully

justifies not only the foreign investment that has taken place already, but additional

investment-both direct and portfolio-as the economic development we are seeing

continues to grow.

Businesses served by the Enterprise Fund involve markets nor normally available

to the U.S. export market. Moreover, CSAEF investments which have involved U.S.

investors have had, if anything, a positive impact on U.S. employment.

The announcement by both the Czech Republic and the Slovak Republic of their

intention to dissolve the Federated Republic on January 1, 1993 was accompanied by

reassuring plans for a customs union and a currency arrangement designed to continue

their uninterrup~edeconomic growth. Undeterred by the announcement, the CSAEF is

continuing a "business as usual" policy and believes there is ample opportunity ahead to

~djust to the political developments described.

Following election by the Board of Directors as the CSAEF's first President,

Stephen L. Wald assumed office in April 1992. Mr. Wald had previously served with

distinction in the investment management field on Wall Street. In order to make way for

Mr. Wald's leadership, the Chairman correspondingly reduced his role as executive

officer with day-to-day involvement in the activities of the Fund.

In December 1991, Messrs. Jan Tauber ofPrague and Milan Tomasovic of

Bratislava were elected to our Board. Their active participation has contributed

significantly to the success ofour process.

In the period ahead the opportunities in the Republics will reward the Czech and

the Slovak people in terms of their welfare, their pocketbooks, and their spirit. These

Republics, with their increased productivity, will reward the investor seeking a fair

return as well.
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Investments - Loans,

Equity and People

PRESIDENT'S REPORT

I am pleased to present the President's Report of the CSAEF. This year ending

September 3D, 1992, was the Fund's first full year ofoperations.

The Fund provides capital through loans and equity participation to new, existing, and

restructured private enterprises and joint ventures throughout the Czech and Slovak

Federal Republic. The CSAEF functions as a venture capital investor, providing both

equity and debt capital. This activity is enhanced primarily by the necessary ongoing

role ofadvisor.

The purpose of the Fund is to foster entrepreneurship, and five priorities guide the

Fund's investment decisions:

• Enhance and upgrade the level ofemployment in the CSFR

fl Promote exports

• Contribute to environmental betterment

• Encourage and develop energy efficiency

• Assist in agricultural sector investments, including food processing

The Fund seeks and encourages strategic and financial joint venture partners,

principally from the U.S. Such relationships attempt to create a multiplier effect on

the Fund's resources as well as assist in the management and nurturing of the

Fund's investments.

The Fund uses underwriting criteria and valuation methodoiogies similar to those

used in the U.S., and expects to get its loans repaid and to obtain a fair rate of return

on its equity investments. Income from loans and dividends or gains on equity

investments support the Fund's overhead expense, and any profit will be used to expand

the Fund's investment base in the CSFR. It is hoped that the profitability the Fund

achieves over time will give private U.S. investors further evidence of the value of

investing in the CSFR.
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Tht: Fund's goal, however, is more than to make u profit A critical priority i~i

fostering entrcprt;ncUf!ihip in the CSFH. The CSAEF's professional staff. augmented

with outside t;Xpcrts, works to nurture till; companies in which the CSAEF lends and

invests. Technical Coopemtion gmms nrc available, on a highly selective basis, for this

pmpos,: (as wel1 as for providing general training and :ducation for the CSFH

entrepreneurial community). Balancing the goals of profitabiiity and helping CSF H

entrepreneurs is a primary constant concern of the Fund's sraff and directors.

The Fund invests where others may fear to tread... today. The infrastructure

available to an investor in a. developed market docs not yet exist in the CSFH.

Fo{ example:

There arc no public equity markets. While banks do lend to the private

sector, the transition hom a state-owm:d to a private-sector banking system is

still in process.

Applicants generally have little or no knowledge of the common clements of

commerce and finance which are normally used as a basis for discussion and

negotiation between entrepreneurs and financing 10urces.

Accounti'lg methodology has yet to be fully adjusted to Western standards.

Utilizing financial data in.; manner helpful to running an enterprise in a

market environment is a management skill now under development.

There is little public data with which to analyze a product's potential market.

Legal documentation ofa transaction is required in an environment with

little such tradition which is now in the midst ofchanging its commercial

code. The only thing know:1 about the tax laws and regulations is that they

will be changed and there are simply more questions than answers.

As a result, much effort is required to understand a proposition and help shape a

possible investment for the Fund. At the same time, we see positive movement towards

building the infrastructure needed to attract private investment. The legal and

accounting framework is slowly coming into place. More important, the entrepreneurial

spirit is high among Czechs and Slovaks and, as free-market methods and concepts are

grasped, the free-market concepts and methods are employed.
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Technical Cooperation

Given these realities, the Fund, in some ways, plays an advance role for private

investment. It is willing to spend the time and money necessary to analyze and develop

small-business investment opportunities. It works closely with the entrepreneurs to

help get the businesses going. As the market develops in the CSFR, it is expected that

the CSAEF will pave the way for other foreign investors.

Numbers cannot tell the whole story. As President, I have been impressed by the

energy ofCzech and Slovak entrepreneurs building the businesses that are the future of

the country. Two illustrations are representative:

Leader Gasket: A small American concern in Louisiana that manufactures a

highly machined product wanted to develop a low cost production site, both

to expand its U.S. sales and brt:ak into the European market. It found,

through us, a modern plant in an area of high unemployment in Slovakia that

had previously made a product for the Soviet military. The Americans

provided some technology and, more importantly, sent a senior manager to

live in this small town in Slovakia three hours from Bratislava. This was a

win-win for everyone. The U.S. company expanded production with no

cutback on its U.S. operation and the potential for related U.S. exports was

created. The Slovak town not only saved a plant and the jobs that go with it,

but additionally it has seen two other businesses developed there ~o support

the joint venture.

Alp: Two Czech mountaineers began making ba::kpacks and rucksacks in

1988 in a back room in their home after hours. With a loan from the CSAEF,

they have been able to expand their business and now cannot meet demand

for their products. They have obtained an American MBA through the MBA

Enterprise Corps (a recipient ofa CSAEF Technical Cooperation grant) who

lives with the business, providing day-to-day assistance on business matters.

The SEED Act spe~ifically supports Technical Cooperation as part of the Fund's

program. Technical Cooperation assists in the development ofa viable enterprise and

helps generate a financial return for the Fund. While this assistance is in the form of a

gram, it frequently allows for some financial return to the Fund.

In essence, the Fund's Technical Cooperation program is oriented to two areas:

(a) oringing industry experts to the companies in which the Fund lends and invests, to
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help realize till: potential (Jfthest~ f1cd~lin~businesses; and (b) bringing more general

tr,lining and expertise to rhe CSFR entrepreneurial community.

The Fund intends to significantly expand its Technical Cooperacion program

during fiscal t l)93. However, Technical Cooperation will always be a relatively small

pan of the Fund's program ($5 million ofthc expected $65 million in expected AID

funding).

leveraging Our Resources 1. Equity Participations

Through involving local investment banks in equity investments. fewer of

the Fund's resources are involved and additional parties are brought into this

investment process.

The Fund welcomes portfolio and other foreign direct investors' equity

parcicipation. We anticipate t993 will provide opportunities in this regard

and efforts arc underway to bring this about.

2. Loan Participation

Similarly, local banks frequently participate in transactions origo":.ated by the

Fund. This is an ongoing accivity.

3. Joint small busines31ending program

Subsequent to September 30. 1992. the Fund rear-heel tentative agreement

with two banks. one in each Republic, for a joim-Ic..ding program. with

details still being negotiated. It is expected that in e},(;~ instance. the bank

and the Fund will share equally in loans of up to $100.000 to local

entrepreneurs, particularly those who may not be able to get loans at present

due to lack of substantial outside resources and collateral. The loans will

ordinarily be collateralized to the extent possible and charged market rates of

interest.

Development of such a program has been a top priority of the Fund. As

discussed at length in last year's annual report, finding a cost-effective

mechanism to get capital to smaller companies is a difficult challenge. By

using the existing branch network of local banks, the CSAE F hopes tC' reach

the small-business entrepreneur in a cost-effective manner. The CSAEF

also receives a partner with which to share the risk pari passu. Training is

provided to the lending officers in this program.

a
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Staff

Sleplzm L. Wold
Presidmt, CSAEF

Our training program ill also directed to the CSFR !inlall business communitv

and it is designed to assist in business planning and in achieving bl~ttcr access

to the financial marketplace. The Fund has earmarked $H million towards

this program ($5 million for the C;lech Republic, $3 millioll foJ' Slovakia) plus

up to an additional $500,000 in Technical Cooperation funds for training

both the bankers and applicants/entrepreneurs. We expect to launch the

program early in the first quarter ofcalendar 1993.

Fund professiona13taff is composed ofexperienced, trained individuals, American,

Czech and Slovak - all of whom have had hands-on business, banking, or securities

experience. All of the Fund staff is ultimately responsible for the success of the Fund's

investment program, and I would like to thank them for their efforts, long hours, and

good nature.

9
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Loans and Investments

THE YEAn IN REVIEW

I n its first full year ofoperation, the Fund made considerable progress in terms of

quantity of investment proposals received and reviewed, investments approved, and

funds distributed. As of December 10,1992, the Board had authorized management to

commit a total of$27 million in programs in three broad categories: Loans &

investments ($18 million), Technical Cooperation ($1 million), and Joint-Lending

($8 million, as discussed above).

As of December 10,1992,39 investments totalling$18 million had been authorized by

the Board. Disbursements to September 30, 1992, were $7 million for 29 trar.sactions.

As indicated in the 1991 Annual Report, the Fund participated actively in the

bidding process associated with large scale privatization. A small volume materialized

and $11 million ofauthorizations involved in privatization were cancelled. The CSAEF

has not fou:td the privatization process an efficient vehicle for its particular financing,

and concentrates instead on companies in formation or which are already private.

Geographi~ Diveraification Nineteen approved investments totalling $8.6 million are located in the Czech Republic,

with the re"!laining 20 approved investments totalling $9.5 million located in the Slovak

Republic. These investments are located widely throughout each Republic, with onl)' a

few located in Prague and Bratislava. Particular emphasis has been given LO companies

located in areas ofhigh unemployment.

Note that the description of the portfolio given here is based upon the assumption

that all 39 transactions presently approved close and are fully funded (to a total of$18

million, assuming an exchange rate of28 Korunas to$1). There is no assurance that the

Fund will close and fund aliI0 remaining transactions in as much as each is subject to

final review and negotiation. However, a profile of these companies provides an overall

picture ofthe natureofthe Fund's investment program.
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Indu8try The Fund has also diversified by industry, as shown below:

Number of Amount Percent of
Investments ($000,000) Investment

Manufacturing 14 $7.8 43%

Food Related 19 9.1 50%

Energy Related 5 0.9 5%

Services 0.3 2%

TOTAL 39 $18.1 100%

Manufacturing includes a wide range ofcompanies, such as metal products (gaskets,

gasoline cans), plastics and fire extinguishers. Food Related includes introduction of

new cattle breeds to both republics as well as bakeries and other food processors. Energy

related includes several low-head hydro power transactions, where entl'epreneurs

are rebuilding sites that were operating before they were nationalized and destroyed by

the Communists.

'. ~.

, ~".

Size In fulfilling its mandate to meet the needs ofsmall and med~um sized businesses, the

expected employment~basefor Fund investmentsisas follows:

Numb~tof Amount Percent of

Investments ($000,000) Investment

Less than 30 Employees 28 $8.9 49%

30-99 Employees 8 4.3 24%

100 and More Employees 3 4.9 27%

TOTAL 39 $18.1 100%

11
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Type The CSAEF has focused its investment activity on start-up or recently established

enterprises. The large scale privatization process of former state-owned companies

normally involves more than 500-1000 employees. Moreover, involvement in th~

privatization process has not proven the most effective form ofCSAEF participation.

Types of investment include:

Number of Amount Percent of
Investments ($000,000) Investment

Startup 22 $ 9.1 51 %

Expansion 10 1.8 10%

Privatization 2 3.9 21 %

Joint Venture 5 3.3 18%

TOTAL 39 $18.1 100%

12
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Teohnlo.' Cooperetlan The Fund"s $1,193,000 in approved Technical Coop~ration is divided R!lshown

below. Some of these programs are at an early stage ofdcvelopmc.nt:

$500,000 Training for both th<r.lenders and entrepreneurs in the Small-Business

Lending Program.

$300,000 MBA Enterprise Corps, to support the work ofan organization that trains

graduates of20 top U.S, Business Schools to live in Central and Eastern

Europ" while working for companies there (and receive local salary and

benefits). The CSAEF is a beneficiary of~he Corps, with four Corps

members, two working in the Prague office and two in the Bratislava office

for fiscal year 1993. During fiscal year 1992 two Corps members made

significant contributions when they worked in the Prague Office.

$115,000 To develop a waste-management program for a town in Slovakia. A

portion of the total cost of the study will be shared with the:: U.S. Trade

and Development Agency.

$100,000 To develop a program to train Czech and Slovak accountants on Western

accounting practices.

$ 85,000 Central Europe Entrepreneursh!p Center, to suppornwo small-business

advisory centers (Prague and Bratislava).

$ 70,000 To develop model loan (and related) documentation for small business

transactions, in conjunction with the Czech Bar,Association. Such

stimdard documentation can help reduce transaction costussociated with

small-business lending.

$19,000 Feasibility studk.. associa~ed with two investment proposals.

$ 4,000 East European Foundation for Entrepreneurship Research, to expose to
, • r. ,

Western business practice 25 Faculty from 15 East Europ~an countries.'

$1,193,000 'TOTAL

; ,

"

,1,3 '
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Coopers
&Lybrand

certified public accountants

REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors
Czech and Slovak American Enterprise Fund

We have audited the accompanying consolidated balance sheets of the Czech and
Slovak American Enterprise Fund and subsidiary (the "Fund") as ofScpteJlibcr 30, 1992
and 1991, and the r:lated consolidated statemeius of revenues, expenses and changes in
fund balance, and cash flows for the y(;;ar ended September 30, 1992 and for the period
from March 6,1991 (date of incorporation) to September 30, 1991. These financial
statements are the responsibility of the Fund'smanagement. Our responsibility is to

express an opinion on these financial statements based on our audits.

Wit conducted our audits in accordance with generally accepted auditing standards and
Government Auditing Standards, issued by the Comptroller General of the lJ nited
States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. Our procedures included confirmation of
investments owned as ofSeptember 30, 1992, by correspondence with the investees. An
audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presenmtion.
We believe that our audits provide II reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the consolidated financial position of the Czech and Slovak American
Enterprise Fund and subsidiary as ofSeptember 30, 1992 and 1991, and the consdi.dated
results of their ope,dtions, changes in fund balance, and their cash flows for the year
ended September 30, 1992 and for the period March 6, 1991 (date of incorporation) to

September 30,1991 in conformity with generally accepted accounting principles.

As explained in Note 2, the consolidated financial statements include investments
valued at $6,938,636 (73% of total assets), whose values have been estimated by the
Board of Directors in the absence of readily ascertainable market values. We have
reviewed the procedures used by the Board of Directors in arriving at its estimate of
value ofsuch investments and have inspected underlying document.ation, and, in the
circumstances, we believe the orocedurcs are reasonable and the documentation
appropriate. However, because of the inherent uncertainty of valuation, those estimated
values may differ significantly from the values that would have been used had aready
market for the investments existed, and the differences could be material.

Washington, D.C.
December 11,1992
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CZECH AND SLOVAK AMERICAN ENTERPRISE FUND

CONSOLIDATED BALANCE SHEETS

SEPTEMBER 30. 1992 AND 1991

ASSETS 1992 1991

Investments at fair value, net of
$200,000 reserve $6,938,636

Cash and cash equivalents 1,833,192 $4,355,777

Restricted cash 310,000

Accrued interest receivable 105,144

Prepaid expenses and other assets 81,636 21,787

Fixed assets, net 229,788 224,212

Total assets $9,498,396 $4,601,776

LIABILITIES AND FUND BALANCE

Liabilities:

Accounts payable and accrued expenses

Deferred origination fees

Deferred grant revenue

Total liabilities

Fund balance:

Cumulative translation adjustment

Fund balance

Total fund balance

Total liabilities and fund balance

$187,816

98,933

1,545,589

1,832,338

323,120

7,342,938

7,666,058

$9,498,396

$35,261

4,240,000

4,275,261

326,515

326,515

$4,601,776

Tlte accompanying notesare an integralP(;1101tltesefinancial statements.
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CZECH AND SLOVAK AMERICAN ENTERPRISE FUND

CONSOLIDATED STATEMENTS OF REVENUES, EXPENSES

AND CHANGES IN FUND BALANCE

FOR THE YEAR ENDED SEPTEMBER 3D, 1992 AND

FOR THE PERIOD MARCH 6, 1991 (DATE OF INCORPORATION)

TO SEPTEMBER 3D, 1991

Year Ended September 30, 1992

Loan
Investment

Program

Technical
Cooperation

Program Total

Period
March 6, 1991

(date of incorporation)
through

September 30, 1991

INVESTMENT INCOME

Investment interest and fees $193,375 $ $193,375
Investment interest on bank deposits 111,699 111,699

Investment income 305,074 305,074

Provision for losses on investments (200,000) (200,000)

Ncr investment incomc 105,074 105,074

17
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CZECH AND SLOVAK AMERICAN ENTERPRISE FUND

CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR nlE YEAR ENDED SEPTE:MBER 30. 1992 AND

FOR THE PEFHoD MARCH 6. 1991 (DATE OF INCORPORATION)

TO SEPTEMBER 3D. 1991

The accompanyingnotes are an integralpartofthesefinancial statements.
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CZECH AND SLOVAK AMERICAN ENTERPRISE FUND

NOTES To CONSOLIDATED FINANCIAL STATEMENTS

SEPTEMBER 30, 1982

1. ORGANIZATION OF FUND

The Czech and Slovak American Enterprise Fund and Subsidiary (the "Fund") is a noc

for-profit corporation formed pursuant to the Support for East European Democracy Act

of 1989 (the "SEED Act") for the primary purpose of promming the development of the

Czech and Slovak Fcderal Republic (the "CSFR") private sector and policies and

practices conducive to such development. It is similar to funds now operating in Poland,

Hungary, and Bulgaria. As part of the SEED Act, the United States Congress authorized

rppropriations of$360 million over a three year reriud to be granted to Enterprise Funds

by the United States Agency for International Devclopment ("AID") to be used for

program purposes and administrativc expenditurcs of the Enterprise Funds. Grants

received from AID are conditional on the Fund's compliance with the requirements of

the SEED Act, which imposcs certain U.S. policy objcctives and reporting obligations.

Under the terms of the grant agrecment with AID, the Fund may hold funds in interest

bearing accounts and may retain interest, investment income and investment profits for

program purposes. At Scptember 30, 1992, the Fund has $27 million available under

letters ofcredit fr:)m AI D.

On October 22, 1991 the Fund was granted incorporation ofa wholly-owned

subsidiary in the CSFR, the CSAEF Enterprise Finance, spot. s r.o. (the "Subsidiary").

It is capitalized at 300,000 Kcs (approximately $10,000 at the exchange rate on the day of

incorporation), and is consolidated at September 30, 1992.

The Fund is engaged in a broad private investment program in the CSFR which,

throug~ equity investments, loans, grants, technical cooperation and ocher measures,

emphasizes a commitment to small-to-medium sized businesses. The Fund provides

technical cooperation to businesses in the CSFR private sector, including those in which

the Fund has invested, and to the CSFR government to assist it in developing the

,Jrivate sector and a market economy in the CSFR. Through its direct role in

investments in the CSF R private sector, the Fund seeks to generate profits that will

further support its activities and attract investments by others. As part of its investment

operations, the und may obtain representation on management and supervisory boards

of investee companies. Entities in which the Fund invests may enter into business

transactions with each other in the normal course of business.

19
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CZECH AND SLOVAK AMERICAN ENTERPRISE FUND

NOTES To CONSOLIDATED FINANCIAL STATEMENTS

SEPTEMBER 30, 1992

2. SllMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies are as follows:

Basis of Presentation

Investment Valuation

The consolidated financial statements include the financial position and the results of

operations of the Subsidiary. Intercompany accounts and transactions are eliminated

in consolidation.

The Fund's investments, as set forth in footnote 3, are not readily marketable and are

not listed on an excharlge or quoted in an open market. These investments are stated at

fair value as determined by management. In determining fair value, management

considers relevant qualitative and quantitative information available. In general, the

Fund's policy is to carry investments at cost except where a change in the investee

company's circumstances warrants a lower or higher valuation. The values assigned to

investments are based on available information and do not necessarily represent

amounts that might ultimately be realized, since such amounts depend on future

developments inherent in long-term investments. Investment valuation is

recommended by management and adopted by the Board of Directors (the "Board")

annually, and more often ifdeemed net.:essary by management or the Board.

The reserve for losses on investments is maintained at a level to allow for the

dimunition of value of the investment portfolio. This determination is made after

evaluating the portfolio, current economic conditions, information about specific

investment situations, including its payment history, collateral value, cash flows,

earnings, and other factors considered relevant by management. These factors are

subject to change over time and are reviewed periodically. As adjustments become

necessary, they are reported in the period in which they become known. There is no

precedent for valui'ng such investments in the CSFR. Therefore, there is little

experience upon which to base the estimate of risk and amount of possible losses.

There have been no specific charge offs ofany investment.

20



Cash equivalents

Fixed aRsets

Revenue recognition

Translation of

foreign currency

CZECH AND SLDVAI( AMERICAN ENTERPRISE FUND

NOTES To CONSOLIDATED FINANCIAL STATEMENTS

SEPTEMBER 3D, 1992

For purposes of the s~atementr:f cash flows, the Fund considers all highly liquid financial

instruments purchast~dwith a maturity of three months or less to be cash equivalents.

Cash held in banking accounts in excess of FDIC insurance limits is collateralized by US

Government and Agency securities.

Fixed assets and leasehold improvements are stated at cost net ofaccumulated

depreciation and amortization. Computer hardware/software, furniture and equipment

arc depreciated on a straight-line basis over their estimated useful lives, principally five

years. Leasehold improvements ar~' amortized on a straight-line basis over the lesser of

their useful lives or the term of the lea:.c.

Grants from AID are recognized as revenue when funds are invested or expended

consistently with the purpose of the Fund set forth in the SEED Act. Amounts received

but not yet recognized as revenue are repClfted as Deferred Grant Revenue. Loan fees

charged to borrowers are recognized as an adjustm~ntof yield over the life of the loan.

The Subsidiary uses the local currency as the functional currency and translates all assets

and liabilities at year end exchange rates, and income and expense accounts at average

exchange rates. Resulting net exchange gains or losses are accumulated in a separate

section offund balance titled "Ct'mulative Translation Adjustment". Gains and losses

resulting from investment transactions of the Fund denominated in currencies other

than the U.S. dollar are included in investment income as they occur, and were not

material fN either period presented.
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Program development;

Doneted services

ReletC3d party

CZECH AND SLOVAK AMERICAN ENTERPRISE ::I.IND

NOTES To COI\!SOLIDATED FINANCIAL STATEMENTS

SEPTEMBER 3D, '1992

Expenses directly attributable to the Fund's operating activities, such as consulting and

travel, are recorded as program development expenses. Included herein are directors'

travel expenses of$48,855 and Federal Republic directors' fees of$1 O,O,f)() for the year

ended September 30, 1992.

Members of the Fund's Board of Directors donate significant amounts of their time to

the Fund's progralll. No amounts have been reflected in the accompanying financial

statements for such donated services inasmuch as no objective basis is available to

measure the value ofsuch ser'. ices.

The Fund shares the cost ofcertain operating expenditures in Washington, D.C. with

the Hungarian-American Enterprise Fund. The shared operating costs include

occupancy ($142,000 and $142,000) and employees ($156,000 and $141,000) who served

both Funds for the year ended September 30, 1992 and the period March 6, 1991 (date of

incorporation) through September 30,1991, respectively. These operating costs are

currently allocated equally between the two Funds.

22



•

CZECH AND SLOVAK AMERIW\N ENTERPRISE FUND

NOTE!; To CONSOLIDATED FINANCIAL STATEMENTS

SEPTEMBER 3(\ 1992

3. INVFSTMENTS

The f()lI()win~summarizes the dollar equivalent value of investments of the Fund as of
September 30,1992: .,

Investment Description Carryin~Value Type % Owned Republic

AGMANAGEMENT, INC. Cattle Breeding, j.v. $109,688 Loan Czech
AGMANAGEMENT, INC. Cattle Breeding, j.v. 109,688 Loan Slovak

ALP -MARTIN MANUS Backpacks 75,556 Loan Czech

AMERIBIF,SPOL. S R.o. Biofermentation, j.v. 90,858 Loan Czech
15,792 Equity 33%

BRYNDZIAREN- Cheese manufactllrer 6,045 Loan Slovak
P. MAKOVICKY

B8KA.S. Cement roof tile 302,229 Loan
377,786 Equity 49% Slcvak

CHIRANAA.S. Dental instruments 377,786 Loan Czech

DEDlN8KY Bee products 96,336 Loan Slovak

DEKOPLA8T, 8POL. S R.O. Plastics molder 260,673 Loan Slovak
103,891 Equity 31%

EMU Low-head hydro 24,574 Loan Czech

HANZL, SPOL. S R.O. Bakery 85,959 Loan
1,116 Equity 30% Czech

HELAS, 8POL. 8 R.O. Hospital supply 151,115 Loan Slovak

HELl, SPOL. S R.O. Helicopter patrolling 337,799 Loan Czech

ISTROCERA, SPOL. S R.O. Beeswax processor 199,773 Loan r·

6,649 Equity 31% Slovak
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CZECH AND SLOVAK AMERICAN ENTERPRISE FUND

NOTES To CONSOLIDATED FINANCIAL STATEMENTS

SEPTEMBER 3D, 1992

JAMI· JAROMIR MISAR Small AgrL Eqpmt. 41,556 Loan Czech

KOVOPODNIKATi<:L TOPIC Metal products 270,495 Loan Czech

KRIZ, SPOL. S RO. Embroidery machinery 202,692 Loan Czech

LEADER GASKET OF Gasket manufacturer, j.v. 318,154 Loan Slovak
SLOVAKIA, SPOL. S R.O. 400,000 Equity 33.3%

MARBROT BAKERY 63,018 Loan Czech

MATUSKA, SPOL. S R.O. Wooden pallets 151,114 Loan Slovak
377,786 Equity 40%

MYKOINTEGRA A.S. Biofermentation 79,335 Loan Czech

PEKLTON, SPOL. S RD. Bakery 303,740 Loan C1.ech

PENTA, SPOL. S R.O. Motorcycle manufacturer 302,244 Loan Slovak
453,328 Equity 32%

PESKO, SPOL. S R.O. Bakery 83,113 Loan Slovak
18,889 Equity 31%

PODOLAK, SPOL. S R.O. Bakery 178,088 Loan Slovak
58,179 Equity 31%

PYROKONTROL, SPOL. S R.O. Fire extinguishers, j.v. 385,467 Loan Slovak
359,946 Equity 18%

ROTOR Low-head hydro 310,956 Loan Slovak

SVANDA, SPOL. S RO. Bakery 1,133 Equity 30% Czech

VYSKOCIL Low-head hydro 46,090 Loan Czech

11 Subtotal $7,138,636
Less reserve for losses on investments (200,000)

Net investment balance $6,938,636
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4. COMMITMENTS

Investments

Letter of Credit and

other Guarantees

Leases

CZECH AND SLOVAK AMERICAN ENTERPRISE FUND

NOTES To CONSOLIDATED FINANCIAL STATEMENTS

SEPTEMBER 30, 1992

In addition [() t1w investments included in the consolidated schedule of investments at

September 30, 1992, the Board has authorized management to commit to investments

and technical cooperation of$5.4 million that were subject to fully funding existing

investments. The Board has also authorized management to commit up to an additional

$17.4 million to investments and technical cooperation which arc subject to the

completion of investment negotiations and the signing ofclosing documents, to the

satisfaction of all parties.

The Fund has $310,000 in an irrevocable letter ofcredit (the "Letter") outstanding at

September 30, 1992 which guarantees payment for equipment to be shipped to a

portfolio company. This Letter is fully collateralized by restricted cash held in escrow in

the same amount which will be used to pay the letter ofcredit ifexercised before January

31, 1993, the expiration of the Letter.

The Fund has guaranteed a lease obligation through December 31, 1996 on behalfof

one of its investees in the cumulative amount of$S60,OOO based on September 30, 1992

exchange rates.

The Fund is obligated under noncancelable operating leases for its Washington, Prague

and Bratislava offices. Lease terms arc five, two and two years respectively and each

began in fiscal year 1991. The Prague lease is payable in German Deutsche marks and

the Bratislava lease is payable in US dollars. Future minimum payments under

noncancelabie leases are as follows:

Fiscal Year ($US)

1993 $122,270

1994 70,914

1995 70,914

1996 47,272

Total $311,370

The leases are subject to annual escalation based on increases to the consumer

price index.
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CZECH AND S'LOVAK AMERICAN ENTERPRISE FUND

NOTES To CONSOLIDATED FINANCIAL STATEMENTS

SEPTEMBER 3D, 1992

5. FIXED ASSETS

At September 30, 1992 and 1991, fixed assets consist of:

1992 1991--
Computer hardware/software $157,817 $116,529

Furniture and equipment 125,342 112,714

Leasehold improvements 8,353 7,723-
291,512 236,966

Less: accumulated depreciation

and flmortization (61,722) (12,754)
---

$229,788 $224,212

6. TAX STATUS

United States

Czech and Slovak

Federal Republic

The Fund is exempt from federal income tax under Internal Revenue Code section

501 (c)(3) and from District ofColumbia franchise and income taxes.

The Fund is exempt from income and wage taxes in the CSFR, retroactively from the

date of incorporation until December 31, 1992. The Fund expects to retain the

exemption under the new Czech and Slovak Republic tax laws which af(: scheduled to

take effect January 1, 1993.

7. CONCENTRATION OF CREDIT RISK

By statute, all of the Fund's investments are in business activities conductl,~d in the

CSFR. As such, these investments are subject to the political and economic

uncertainties associated with doing business in the CSFR at this time.

8. SUBSEQUENT EVENTS

Effective January 1, 1993, the CSFR will split to become the Czech Republk and the

Slovak Republic. Management does not believe this separation will have a material

impact on the financial position or results ofoperations of the Fund.
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