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EXECUTIVE SUMMARY
 

A. Project Profile 

The purpose of the Kenya Trust for Enterprise Development Program (the Program) 
as stated in the U.S. Agency for International Development (USAID) Project Authorization 
dated May 8, 1987 is "[t]o strengthen institutions that can improve Kenya's business 
environment and to encourage growth of businesses directly through the financial and 
advisory assistance those institutions provide." 

The equity capital component of the Program was aimed at both institutional change 
and at supplying direct benefits. On the institutional side USAID's assistance was expected 
to lead to the establishment of a new equity capital company in Keny2, the introduction of 
equity investing through an intermediary, improvements in the equity capital market, and 
increases in the number of skilled Kenyans in these areas. Direct benefits from the 
component were expected to include the creation, expansion and/or restructuring of 25 to 40 
businesses, with increases in total new investment, employment, output, foreign exchange, 
and tax revenue. 

The institutions involved in the Trust Agreement are Kenya Equity Management Ltd. 
(KEM), Industrial Promotion Services Ltd. (IPS), and Standard Chartered Bank Ltd. (the 
Trustee). For the equity capital component, the Trustee was established to channel money to 
IPS, the existing company, and KEM, a new company designed to operate as fund manager 
for the Kenya Equity Capital Ltd. (the Fund). 

B. Purpose of Evaluation 

The purpose of this evaluation, as stated in the Scope of Work (see Annex H), is "to 
provide USAID/Kenya with an independent assessment of the progress made thus far in 
meeting the objectives for setting up and funding the respective institutions under the Trust 
(Agreement)." Upon review of the ability of these institutions to meet their obligations as 
outlined in the Trust Agreement, the evaluation team was to determine if the Trust 
Agreement was a viable instrument for the provision of equity capital and to recommend 
improvements to the implementation of this project. 

C. Methodology 

The methodology consisted of 1) a review of project-related USAID documents, files 
and agreements, reports produced by USAID-supported financial institutions, and reports and 
accounts of Portfolio Companies; 2) interviews with USAID and Trustee officers and related 
personnel, KEM and IPS officers and related personnel, the management of the Portfolio 
Companies, senior officials of financial institutions including banks and insurance companies, 



and owners of non-Portfolio private companies in search of additional equity financing; and 

3) visits to IPS and KEC Portfolio Comparies. 

D. Findings and Conclusions 

Although all except one of the Program's quantitative goals of increased investment, 
total employment, output as measured by revenue increases, foreign exchange earnings, and 
tax revenue to the Government of Kenya were achieved, the evaluation team believes these 
are misleading criteria by which to judge the success of the Program. Moreover, there is 
evidence that the environment is unfavorable for a venture capital experiment in Kenya, and 
that the Program should be reoriented or discontinued (see Section II.B). 

More specifically, this evaluation found that the market is not mature enough to 
support a firm or activities devoted primarily to venture capital investments. There are many 
reasons why the principal players in Kenya have not supported the development of a venture 
capital market. There is little incentive for companies to seek equity when they have 
reasonable access to debt and are unconcerned with the risks of maintaining a weak equity 
base. The pervasive practice of maintaining two sets of books--double bookkeeping-for tax 
purposes inhibits companies from sharing financial information that investors need to make 
responsible investment decisions. Insufficient market information and inexperienced 
company management compound the difficulties faced by investors and contribute to their 
belief that there is a dearth of advantageous investment opportunities. From management's 
perspective there is little interest in creating a new venture capital firm, as the belief persists 
that it is better to enter the financizl market later when the need for equity services has been 
established than before such a need is clearly identified. 

Although by sound financial standards Kenyan companies generally may have too 
much debt and too little equity, this does not necessarily indicate that there will be support 
for a commercial market for venture capital. There is no more evidence today than at the 
inception of this Program that either local private institutions or individuals will consider 
private equity investments, except on a selective project-by-project basis where the investor 
has personal knowledge of the business and the management. Donor financing cannot create 
a venture capital equity market if companies do not perceive the need for venture capital or 
are unwilling to accept the constraints involved in obtaining it. These findings and others 
contained in this evaluation indicate that much more than "changes in implementation of the 
current project" are needed. If continued, the Program needs a thorough restructuring. 

The pre-established goals concerning the number and size of investments that could be 
made substantially exceeded the historic results of venture capital, even in developed 
countries like the United States. This discrepancy between what was projected for IPS and 
KEM and what was achievable created an unrealistic benchmark for judging the Program and 
impeded proper understanding and implementation of the Program by participants. 

Neither IPS nor KEM is operating as a venture capital company, as outlined in thz 
Trust Agreement, nor is there any indication that either can or will operate as a venture 
capital company in the near future. 
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IPS was and is a hulding company, not a venture capital institution. Venture capital 
companies typically monitor their Portfolio Companies. In contrast, IPS actually manages its 
Portfolio Companies, thereby giving it the ability to solve directly the management, financial, 
and operating problems of its Portfolio Companies. In its 30 years of business activities, it 
has divested itself effectively of fewer than 25 percent of its businesses. Nonetheless, IPS is 
a successful well-managed holding company and is fulfilling a need for good commercial 
management skills. Efforts by IPS to broaden its investment and management base beyond 
the Ismaili community have not yet achieved significant results. However, there are positive 
indications that with the right USAID incentives, encouragement, and cooperation, IPS could 
play an expanding and beneficial role in Kenya, both socially and economically. The 
evaluation teorn believes that USAID and IPS could benefit from a restructured relationship 
that both furthers USAID's goals and provides IPS with financial support. 

Although KEM was established to operate as a management company for KEC, it is 
actually operating as a merchant banking company. It currently provides financial 
structuriiig and organizational advice to other equity and debt investors for a fee on a project
by-project basis, as well as a modest KEC equity investment if necessary. KEM was 
initiated with insufficient management and equity capital, without historic ties to the Kenyan
 
business community, and with serious questions as to the local appetite for venture capital.
 
This has contributed to its lack of success as a venture capital institution. Nonetheless, the
 
initial positive results of KEM's merchant banking activities may indicate a need for such
 
institutions in Kenya and should be explored further. KEM would welcome USAID support
 
for a merchant banking institution. It is recommended that USAID and KEM try to
 
restructure fundamentally their relationship so that it furthers both USAID's goals and
 
KEM's objectives.
 

USAID Program-related investments are not large enough to support the operation of 
two private investment companies. It is unlikely that these investments could even support 
one private investment company. USAID's financial support was insufficient to attract the 
minimum management resources needed by KEM to direct a successful private equity 
investment activity. USAID's interaction with and monitoring of IPS and KEM has been 
inadequate. Lack of information exchange has hindered the development of a constructive 
relationship between USAID and IPS and between USAID and KEM. In fact, IPS believed 
it was receiving only financial assistance from USAID and did not anticipate or receive any 
USAID input into project selection or operating methods. USAID's lack of monitoring and 
guidance to the two institutions also adversely affected the implementation of the Program. In 
particular, the lack of an adequate market, adequate management capabilities, and sufficient 
capital for KEM were all problems USAID was aware of at the inception of the project. 
This should have prompted USAID to rethink this part of the Program as ,t was originally 
designed. 

In reinvesting the reflows from Trust Loans, the Trustee has not been able to keep up 
with the devaluation of the Kenya shilling. Although the latest Trust account shows a modest 
increase in the shilling market value of investments held over costs, continuing high inflation 
in Kenya is dissipating the Trust in dollar terms because its assets are in shilling-denominated 
debt securities. This dissipation will occur without even the benefit of meeting the principal 
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objectives. Unless USAID can redirect trust investments toward equity participation In 
export-oriented projects, the Trust is likely to remain a rapidly depleting asset in dollar 
terms. 

E. Principal Recommendations 

The evaluation team recommends that USAID discontinue the IPS and KEM 
components of the Program at their present expiration dates if the relationships, as presently 
delineated in the Trust Agreement, cannot be fundamentally restructured. If USAID is able 
to restructure the role of IPS and KEM according to information learned thus far in the 
Program so that its social and economic goals are furthered, the evaluation team recommends 
that USAID do so. Recommendations on this issue appear in Sections IV and V. 

F. Lessons Learned 

1. To properly evaluate any project, its intrinsic nature must be established. The 
focus of this Program is on creating sources of "venture capital" in Kenya. In 
1986 when the Program was designed, venture capital in developing countries was 
embryonic, and as of yet there appears to have been little success in Africa to 
advance venture capital. Given these conditions and the lack of prior financial, 
managerial, and technical experience of the designers and administrators of the 
Program, the intrinsic nature of this project should be classified as experimental. 
Therefore, a restatement of the purpose of the Program "To discover and to 
strengthen institutions that can improve Kenya's business environment..." would 
help to clarify its objectives. 

2. Programs designed to fill institutional gaps in the financial markets must by 
definition be viewed as experimental. Theref-re, the evaluation of the Program 
reflects both its experimental nature and the fact that as an experiment it cannot 
ha'e preset, quantitative, anticipated results. Additionally, rather than focusing on 
failure/success questions, the evaluation should stress the design and 
implementation of the experiment, and the meaning of the results. Negative results 
can be almost as important as positive ones. 

3. Economic need in Kenya or elsewhere must not be confused with commercial 
markets-the later will always be much smaller. If Kenyan companies do not 
perceive a need for a commercial equity capital market, or are unwilling to accept 
the constraints involved in obtaining equity capital, no amount of donor support 
will be sufficient to create a market. USAID can correct flaws in implementing its 
Program and can support fledgling venture capital institutions, but it cannot create 
a market where none exists. 
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SECTION I
 
INTRODUCTION
 

A. Purposes 

The purpose of the Kenya Trust for Enterprise Development program (the Program) 
as stated in the U.S. Agency for International Development (USAID) Project Authorization 
dated May 8, 1987 is "[t]o strengthen institutions that can improve Kenya's business 
environment and to encourage growth of businesses directly through the financial and 
advisory assistance those institutions provide." 

Specifically, the equity capital component of this Program was aimed at both 
institutional change and at supplying direci benefits. On the institutional side USAID's 
assistance was expected to lead to the est'iblishment of a new equity capital company in 
Kenya, the introduction of equity investing through an intermediary, improvements in the 
operation of the equity capital market, and increases in the number of skilled Kenyans in 
these areas. Direct benefits from the equity capital component were expected to include the 
creation, expansion and/or restructuring of between 25 and 40 businesses, with increases in 
total new investment, employment, output, foreign exchange and tax revenue. 

The purpose of this evaluation, as stated in the Scope of Work (see below and Annex 
H), is "to provide USAID/Kenya with an independent assessment of the progress niade so far 
in meeting the objectives for setting up and funding the respective institutions under the 
Trust." 

B. Methodology 

.The lists of persons interviewed, document scanned, and files read are attached as 
Annexes A and B. In most cases, the evaluator conducted his interviews one-on-one without 
the presence of outside parties. Each interviewee was reassured that his/her comments would 
not be directly attributed except where they specifically related to a contractual agreement the 
interviewee had with USAID. In this manner, the evaluation team obtained the most candid 
commentary possible. 

Despite the sensitive nature of the assignment, the team was pleased by the universal 
cooperation by all designated interviewees, not one of whom declined to meet with the team 
or failed to provide the information requested. The interviews were not intended to 
challenge the performance or integrity of the interviewees, although in addressing the key 
participants in the Program some questions undoubtedly bore on such matters. Emphasis was 
placed on learning what did happen as it bears on the future rather than what was supposed 
to happen. 



C. Scope of Work 

Under the Scope of Work, described in Private Enterprise Development (PED) 
Project No. 615-0238, the evaluation team's prifary objectives in this evaluation were to: 

" 	Determine how successfully the equity component is contributing to meeting the 
goals of the private enterprise project and equity ccmponents. In so doing the 
evaluator will analyze the impact of the loans made under the project on the 
Kenyan businesses as well as the Kenyan equity market. 

• Determine whether the Trust arrangement is a viable instrument for the provision 
of equity capital, and whether it should be repeated in future USAID projects. 

" 	Recommend changes in implementation of the current project. 

" 	Provide general lessons learnud for equity capital as a development tool in Kenya. 
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SECTION H
 
THE MODEL
 

This section presents a brief outline of the organizational structure of the Program as 
originally conceived, with its four operating partners-USAID, the Trustee, IPS, and KEM. 
The Program set forth in the Project Paper called for USAID to provide financial assistance 
to two private institutions: one existing, Industrial Promotion Services Co. Ltd. (IPS), and 
one new, Kenya Equity Management (KEM). Financial assistance by USAID was to be in 
the form of a grant channeled through a Trust Fund (the Trust) managed by the Standard 
Chartered Bank Ltd. (the Trustee). The Trust Agreement was signed June 30, 1987. The 
Trust is intended to last 18 years, following which all assets will revert to the Kenyan 
government. 

Standard Chartered Bank was to perform three functions. First, it was to serve as the 
Trustee for a Trust to be set up with grant funds received from USAID for purposes of the 
Program. It was to make Trust Loans to IPS and to KEC Portfolio Companies, and to pay 
management fees to IPS and KEM as called for in their agreements with USAID. Second, 
the Trustee was to reinvest interest and principal repayments from Trust Loans until they are 
needed to fund additional Program outflows. Third, the Trustee was asked in vague terms to 
ensure that all loans, especially those to KEC Portfolio Companies, are in conformity with 
USAID guidelines. All three functions came to rest in the area of the Bank that normally 
manages the investment of trust funds in liquid securities. 

The Management Agreement between USAID and IPS, signed January 28, 1988, 
called for the expansion of the "venture capital" activities which IPS had been successfully 
pursuing for more than 25 years. IPS was entitled to borrow from the Trust up to $3 million 
as required (Trust Loans), to fund "Subloans" IPS made to and in conjunction with its equity 
investment in private Kenyan companies (its Portfolio Companies). The Trust Loans, 
denominated in Kenya shillings, carry an annual interest rate 5 percent below the local bank 
lending rate so that Subloans can be made at prevailing lending rates, effectively leaving IPS 
with a 5 percent spread--or fee-for its efforts on behalf of the Program. The maximum 
maturity of the Trust Loans is eight years from initial takedown, with up to two years' grace
period prior to commencement of principal repayments. The principal amount of the Trust 
Loans and the Subloans was not to exceed three times the amount of IPS' equity investment 
(about $1 million in total) or the total equity of the Sub-borrower. 

IPS was also to receive from the Trust an annual technical assistance grant of 
$275,000 for a period of three years to permit expansion of its in-house project development 
capabilities. 

KEM was a new entity established in Kenya by Equator Advisory Services Limited 
(Equator) and International Resources Group Ltd. (IRG) to serve as the management 
company for a new Kenyan venture capital fund, Kenya Equity Capital Ltd. (KEC). USAID 
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supported KEM/KEC by providing through the Trust a $4 million loan facility, denominated 

in Kenya shillings, from which KEM could direct loans (Trust Loans) at prevailing local 

bank lending rates to companies in which KEC made equity investment (KEC's Portfolio 

Companies). Neither KEM nor KEC was liable for the repayment of these Trust Loans, as 

the Trust has a relationship with KEM by which it lends directly to the Portfolio Companies. 

The financial terms of these Trust Loans was to be virtually identical with those to IPS, with 

the exception that the principal amount of these Trust Loans was not to exceed 1.5 times the 
equity invested therein by KEC (which was to be about $2.67 million in total). 

KEM was to receive an annual fee from the Trust of 3 percent of the principal 
amount of Trust Loans committed and projected, as well as operating expense subsidies equal 
to $1.35 million over three years (the company has actually received a total of $2.19 million 
to date). The Implementation Agreement for Trust Loans was signed by the Trustee and 
KEM on February 13, 1989. 

To fund all Trust Loans and the fees due IPS and KEM, USAID has made a grant of 
$9.644 million to the Trust to date. Payments on Trust Loans from IPS and from Portfolio 
Companies as well as additional amounts that may be granted to the Trust by USAID, may 
be used during the life of the Trust for the further support of IPS and KEM operations, as 
well as for other projects that meet the purposes of the Trust. 
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SECTION m
 
VIABILITY OF THE EQUITY CAPITAL MODEL
 

The Program was modeled after a description of U.S. venture capital contained in a 
USAID-financed study, "Kenya Equity Finance Study," completed in January 1986 by IRG 
and Price Waterhouse (the '86 Report). IRG joined Equator in establishing KEM. The '86 
Report presented only general parameters for successful venture capital investments; it was 
an insufficient blueprint for the establishment of a venture capital company in Kenya.
Significantfindings and conclusions in this and subsequent sections appearin italics. 

A. Features Basic to Venture Capital Projects 

Venture capital is equity-not secured debt. Debt is a loan agreement that is a 
liability of the firm. It is an obligation to repay a specified amount at a specified time, based 
on terms agreed upon by the parties. If the enterprise that borrows the funds prospers, the 
grantor of credit is limited to repayment of the amount of loan that was contracted. Equity is 
the basic risk capital of a firm. It is exposed to all of the risks involved in ownership, and 
provides a cushion or shield for the liabilities, loans and payables, that are senior to it. 

Investment in secured debt is risk averse, whereas venture capitalists seek significant 
returns on investment in line with the acceptable risk of losing one's entire equity 
investment. Venture capital business involves building and financing successful self
sustaining companies, often from scratch. Venture capital investments are most commonly 
made in situations where the timing of future revenues and profits growth are particularly
difficult to predict. Hence the need to avoid incurring obligations with fixed charges (e.g.,
interest and principal repayments that may fall due when the borrower is not yet in a position 
to repay). A venture capitalist company expects to liquidate each investment in its Portfolio 
in five to seven years, the goal being to generate a substantial return on the investment, 
commensurate with the risk involved, during that time. 

Assuming a market for venture capital is identified, the following are some features 
basic to venture capital projects: 

1. The naturalevolution of venture capital is from larger,more mature private
companies toward smallercompanies, including start-ups. Venture capital should be defined 
in relation to the current risk/reward parameters of a given capital market. Japan has a 
venture capital market about one-quarter the size of and far less developed than the U.S. 
market, and the emphasis of its 55 active venture capital funds is almost exclusively on 
investment in mature private companies. The same is true in developing countries 
throughout Southeast Asia. In Kenya, where there is modest institutional interest in equity
investing and even less beyond "blue chip" stocks listed on the Nairobi stock exchange,
equity investing in relatively mature private companies is the next logical step in the 
development of the Kenyan equity markets. Investment companies may accept less mature 
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investment opportunities, but only after they have developed a sound base among larger 
private companies. 

2. Venture capitalistsare highly specializedprofessionals and are usually supported 
by a managed fund equal to at least $8-10 million perprofessional. Donor efforts to support 
private equity investing in developing countries in Southeast Asia have found that to attract 
proven managers a fund needs at least $10-15 million with donor subsidies of the overhead, 
and that a minimum of $25 million under management is needed before such funds can 
generate enough management fees to obviate the need for donor subsidies. By these 
standards, the Program in Kenya did not have sufficient capital to suppo,, even one 
professional venture capitalist. 

3. There arefour steps in assembling a management team, and because each relies 
on the accomplishment of the previous it is almost impossible to do these tasks 
simultaneously. Step 1 is to assemble a management team with a track record. Step 2 is for 
the man .nent team to back its belief in its own abilities by subscribing to up to 10 percent 
of the,.,ired size of the fund. Step 3 is to raise at least a minimum size for the fund and 
have a first closing. Step 4 is to open the doors and wait for prospective investees. Failure 
to complete these steps in order should lead to the suspension and reevaluation of the 
business activity. KEM failed to complete steps 1 and 2, yet tried to move ahead to steps 3 
and 4. Failure to complete the initial steps contributed to its lack of success as a venture 
capital institution. IPS, in contrast, did accomplish all four steps. 

4. To attractoutside institutionalcapital (donorand private) in developing countries, 
a fund managermust have a record of successful iMvesting and should be preparedto back 
its investment judgment by subscribingto up to 10 percent of the totalfundfrom its own 
resources. IPS had a 25-year record of investing in Kenya and elsewhere in Africa and was 
willing to use its entire capital base to back its investment judgment. Neither KEM's 
corporate owners nor its initial project manager had experience as equity investors-nor were 
they willing to make a significant subscription to the capital needs of the fund. In addition, 
it takes time to generate institutional capital. U.S. venture capital projects often take a year 
to generate the necessary capital. KEM did not allow itself enough time to generate the 
necessary capital before diverting itself into other business activities. 

5. The time and effort needed to properly investigate, evaluate, negotiate, and bring 
added value to portfolio investments requires a minimum equity investment of about 
$500,000. In the United States, this figure is probably at least $1 million per portfolio 
company. USAID set a target of $200,000 for IPS and $300,000 for KEM. KEM realized a 
profit of about 45 percent (very attractive percentage wise) on its equity investment (about 
$255,000) in Punchlines, a computer stationary company, after almost one year of 
preparation and 18 months of actual investment. This profit did not even cover KEM's 
overhead for one year. In contrast, IPS was and is able to cover its overhead from 
management fees and dividends on 22 investments made before the Program began and from 
similar income sources on the next six new Portfolio Companies that were subsequently 
added. Even with the advantages of this large seasoned Portfolio and its management 
contracts, IPS has now raised its minimum equity investment requiremeits to about 
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$200,000. According to IPS managements it "can not afford to do another small project
 
such as Ukulime Tool."
 

Of IPS' six Portfolio Companies, the average equity investment is about $190,000, 
ranging from $280,000 to $52,000. IPS was able to operate with a substantially lower equity 
investment than was recommended because it is not functioning as a venture capital 
company, but as a holding company. As such, itis able to spread its management costs over 
a large Portfolio of companies from which it derives significant additional management fees. 
If IPS were to operate as a venture capitalist company this evaluation team believes that it 
would require a minimum equity investment of about $500,000. Of the five KEC Portfolio 
Companies, the average equity investment is $185,000, ranging between $295,000 and 
$21,000. Note that although KEM arranged the financing for a sixth company, Central 
Glass, KEC was not an investor. 

6. A minimumn equity ownership of 30-40percent is normally considerednecessary to 
ensure afund manager has sufficient influence over the managementof a portfolio company.
In Kenya, however, it is not certain that this is sufficient because the minority rights of
 
shareholders are relatively poorly protected. IPS reinforced its equity position by insisting
 
on a management contract giving it the right to insert its own senior operating officers in
 
each Portfolio Company. KEM has no such capability, and therefore has relatively little
 
ability to impact either management or management policies, regardless of its minority
 
shareholding.
 

7. A successful venture capitaloperation requiresafull-time, dedicatedmanagement 
team. A venture capitalist must combine the mental approach of a principal (a personal 
equity investor) with the integrity of a fiduciary (someone who manages other people's
money). The skills for succeeding as a venture capitalist are sufficiently unique that it is 
difficult to expect a venture capital operation to fill additional responsibilities as well. 
Fortunately, KEM's first managing director did dedicate himself exclusively to KEM affairs 
operating under the KEM name. IPS follows each of the strictures shown above, but is 
nevertheless seen by most outsiders as more linked to the Ismaili community. This may deter 
prospective investees from approaching the company. 

8. Effective management requires the direction of an experienced venture capitalist, 
almost always an expatriate (preferablywith a tie to an overseas v'nture capitalmanagement 
company), and the support of a partnerwith extensive local market knowledge and contacts. 
Whether KEM's recent establishment of a local tie with Lonrho Plc will fill this local 
knowledge quotient and whether it can attract an experienced equity manager remains to be 
seen. IPS has continued to benefit from the international IPS network of companies from 
which it has drawn continuously for management skills, market development, etc. The IPS 
portion of the Program also benefited from the long-term experience of IPS, its shareholders 
and friends in Kenya. 

9. It is common for new venture capitalfirmsto take at least nine months to complete 
theirfirst investment. Some ultimately very successful firms have taken as long as 18 
months to complete their first investments. Adequate investigation, evaluation, andi 
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negotiation of each investment makes it unlikely that one investment manager can close more 
than one or two investments a year. At this pace there is little time left to monitor existing 
investments. In larger venture capital firms, it is unusual for one investment manager to 
cover more than four to five investments at once, existing and in progress. KEM's 
unrealistic projections concerning the number and size of investments that could be 
undertaken in a given period of time and with a given amount of available resources led to 
its failure to achieve its investment goals. In addition, it was unreasonable for KEM's 
managing director to believe he alone was capable of investigating, evaluating, negotiating, 
and monitoring investments. 

10. To satisfyfinancial backers, venture capitalrequires an ability to liquidate 
investments with reasonablecertainty within five to seven years. Normally the most visible 
potential exit is the public stock market. The other is the sale of one's shares to another 
company. A third method is a sale to the other owners of the portfolio company, including 
management. In Kenya, the stock market is insufficiently developed to convince 
knowledgeable investors that they can rely on it as the sole vehicle for the liquidation of their 
investments. The second alternative is usually only attractive for more mature companies. 
As KEM and IPS experienced, the only exit for small companies is sale to management, and 
no investor likes to contemplate having only one buyer when it is time to liquidate the 
investment. This is another reason both KEM and IPS have understandably gravitated 
toward larger, more mature companies. 

B. The Viability of a Venture Capital Project in Kenya 

There is sufficient evidence that the environment is notfavorablefor a venture capital 
experiment in Kenya. The finding is not that there is no marketfor venture capital, but that 
the market is not mature enough to support a firm or activitiesdevoted primarily to venture 
capital investments-even with the level of support USAID provided in the past. USAID may 
wish to continue supporting this project in Kenya, as there arepotentialbenefits for all of the 
parties. If it does, the Programmust be fundamentally restructured,taking into account 
lessons learned thus far. 

Each of the principal players in the Kenyan commercial market has unique reasons for 

not supporting the development of a market for venture capital at this time: 

Issuers/Companies Seeking Investors 

" 	There are too few small- and medium-sized companies that appreciate the risks of 
taking on too much debt, or the benefits of establishing a larger equity base 
(especially if this involves taking in outside shareholders). In immature markets 
such as Kenya's, the concept of giving up a share of future profits for an indefinite 
period to outside investors is alien. 

" 	The alternative to equity is debt. If there is no debt, and one has to depend only 
on one's own equity, a project or an expansion may not go further. 
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" 	 As in a number of other developing countries, maintenance of two sets of financial 
books, one for the tax collectors and one for internal use (double bookkeeping) is 
standard practice. The fear that information about their financial dealings might be 
exposed inhibits companies from sharing financial information with outside 
investors. 

" 	Interest rates on short-term Kenyan government obligations have decreased from a 
high of 85 percent at the beginning of the year to under 50 percent, with most 
anticipating a bottom at about 40 percent. At the same time, inflation has not 
abated, providing the possibility of more negative interest rate lending in the 
future. This discourages companies from turning to equity financing. 

Investors 

" 	The perception exists that there is a dearth of advantageous investment 
opportunities. The '86 Report noted that "Many of those [prospective buyers]
interviewed felt that there are few entrepreneurs and fewer sound proposals in all 
but a few areas of industry and agribusiness-those which, because of well 
understood local markets and relatively uncomplicated production processes, 
African entrepreneurs feel comfortable entering." 

" 	Given the pervasive practice of double bookkeeping, investors are unwilling to 
invest in companies whose financial situation cannot be definitively ascertained. 

" 	Insufficiencies in market data and management, lack of prior experience, and 
absolute project size make concentration on smaller investments unprofitable.
These investments take longer to investigate, negotiate, and monitor than they do 
with larger companies. The payoff at the end, even where attractive or on a 
percentage basis, is too small in absolute terms and/or too slow to cover operating 
overheads and provide adequate returns to shareholders. 

" 	Although not an issue presently facing the investors given the relatively 
underdeveloped market, the weakness of the local stock market and lack of a well
defined means to liquidate investments could be a reason in the future for 
disinterest in a commercial venture capital market. Most investors see the Kenyan
stockmarket as lacking in both new issues and trading in the after-market. 

Management/Intermediaries 

" There is usually a buildup of ad-hoc local activity by financial institutions in 
financial markets prior to a specific commitment of human and financial resources. 
Even in developing countries, the common wisdom is that there is greater risk in 
being ahead of a financial market than in being somewhat behind. 

" 	Given the aversion of companies to share financial information with outside 
parties, venture capitalists are unable to obtain information critical to their ability 
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to bring added value to their investments, which is their primary role and the one 
that sets them apart from other types of investors. 

Although by soundfinancialstandardsKenyan companies generally have too much 

debt and too little equity, it will be impossible to develop a commercial marketfor venture 
capital if companies do not perceive the needfor it in Kenya today. Although donor 

financing can accelerate the creation of newfinancial institutionson the leading edge of the 
market, it cannot create a venture capital equity market where none exists. 

To illustrate this situation, Kenya by African standards is still considered a good place 
to lend. Commercial banks and pension plans are often active lenders to private companies, 
thereby fueling the propensity toward debt and away from a market for private venture 
capital. In recent years, even small Kenyan companies have been able to borrow locally on a 
short-term basis at negative interest rates-i.e., at rates that are lower than the prevailing 
rate of inflation. Only recently has the government taken measures to deter borrowing by 
driving up short-term interest rates through its own borrowings. Although there continues to 
be a strong preference for loans to meet expansion needs, higher borrowing costs may in 
time increase receptivity to outside equity. 

The weakening of the Kenyan economy over the past three years has meant a decrease 
in attractive investment opportunities for both IPS and KEM and has negatively impacted the 
KEC Portfolio Companies. This weakness has been offset to some degree by decreases in 
corporate taxes, lifting of import licenses, freeing up of export revenues, and most recently 
the convertibility of the Kenya shilling. Nonetheless, KEM itself is a very sn',dll presence in 
the Kenyan market as a provider and arranger of private debt and equity and as such these 
economic changes do not substantially affect the market. 

With respect to generating transactions, venture capital investing in smaller companies 
is not a commercially viable business in Kenya today. Both KEM and IPS are tending 
toward larger projects, which in turn typically have greater impact on employment, output, 
etc., per dollar spent. Nonetheless, because there is so little institutional equity available to 
private companies in Kenya, even investments in larger companies and projects are unlikely, 
in the near future, to be in competition with the principal markets of financial investors. 

Investor activities have been strengthened by new schemes, some used by KEM, 
which allow insurance companies to invest in equity. These involve new legal structures, 
rather than public shareholdership. The commercial banks are expanding slightly their 
private lending and equity activities in response to projects organized by others. Barclay's 
also has a one-man investment banking arm focused on arranging initial public offerings. 

Additionally, there does seem to be a growing appetite for equity and debt investment 
in larger export-oriented projects such as Windsor and, eventually, Central Glass and 
Allpack. Some investors are seeking to balance their portfolios through longer-term 
investments with the potential to outstrip the rate of local inflation-such as equity in export
related projects. Project organizers have recently suffered from the skyrocketing costs of 
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short-term borrowings and the devaluation of the Kenya shilling. There is also the prospect 
that privatization may provide a market for private equity investors. 

Despite thefact that the PEDgoals of the USAID programwere met and that some 
initialinterest in an equity capitalmarket has emerged, it is the opinion of the evaluation 
team that the results of the Programdo not merit a continuationof the venture capital 
experiment at this time. Although KEM and IPS investment activities have involved local 
debt and equity investors on a project basis, the evaluation team was unable to identify a 
single case where this Program either displaced or served as an example for the creation of 
existing or new equity or lending activity in Kenya. A careful review of the experiences of 
IPS and KEM in private equity markets, as detailed in Sections IV and V, is probably the 
most objective proof that there is an insufficient market in Kenya today to support a private, 
venture capital type, investment company. 

The team is aware that USAID and possibly other donors are considering support for 
the establishment of regional venture capital funds. Because venture capital requires close 
monitoring of Portfolio investments (i.e., a local presence), a regional set up would appear to 
compound the difficulties of venture capital in Africa without providing any benefits. For 
example, most venture capital funds in the U.S. concentrate their investments within a 200 
mile radius of their headquarters until they are large enough to bear the cost of setting up 
additional offices. 

The lack of an adequate market, adequate management capabilities, and sufficient 
capital were all problems facing the Program from the beginning. This should have 
prompted a reevaluation of the Program. To appreciate how these and other lessons apply to 
the KEM and IPS experiences, the next sections present chronological evaluations of the 
actual performances of the two organizations in meeting the original goals set out for each in 
the Equity Capital Component of the Program. These evaluations are not designed as audits, 
legal commentaries or even complete historical records. Only data pertinent to the purpose 
of this evaluation have been included. 

To illustrate the unpredictability of venture capital in Kenya, even for non-technology 
businesses, attached as Annex G is a letter from a restaurant in which KEC invested. 
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SECTION IV
 
THE ITS COMPONENT
 

A. Design 

IPS is a holding company, not a venture capitalinstitution, and has the ability to
 
solve management,financial, and operatingproblems through direct intervention in its
 
Portfolio Companies at any time. Essentially IPS manages its Portfolio Companies. IPS
 
sought venture capital status in 1983 after having been in business for 25 years, but it was 
not redesigned to better fulfill the goals of the Program. The only significant change it made 
after becoming a venture capital company was that it took minority positions, rather than 
majority positions, in Portfolio Companies. Recognizing the weakness, especially in Kenya, 
of a minority shareholding, IPS required, each of its Portfolio Companies thereafter to sign a 
management agreement with it with no expiration date. In 30 years of business, IPS has 
divested itself effectively of less than 25 percent of its businesses. This is not typical of 
venture capital firms that seek to generate a substantial return on investments and to liquidate 
them within five to seven years. It is a reflection of t..- weakness of the local stock market 
to provide investment liquidity and of IPS' propensity to build on existing investments rather 
than making new ones. This has clearly beei a sound policy for IPS. 

B. Management Development 

IPS directly manages its Portfolio Companies, which is one of the reasons why it 
should be considereda holding company ratherthan a venture capitalcompany. The 
breadth of control contained in the management agreements between IPS and its Portfolio 
Companies gives IPS virtually the same control, would have as a majority shareholder, and 
clearly more control than is normal for venture capital investors. It exercises this authority 
by placing at least one, and sometimes four, senior operating officers in each of its Portfolio 
Companies. IPS has a well-developed internal and external management style. 

IPS could make greaterefforts to strengthen the management skills of indigenous 
Kenyans-especiallyAfricans-in the day-to-day management of companies, a stated USAID 
objective. Management is dominated by persons of Asian descent, particularly those from 
the Ismaili community. Although it is illegal in Kenya to differentiate between Kenyans of 
different origins, USAID encouraged IPS to train and integrate more African Kenyans into its 
management. An internal USAID memo from the assistant director to the director in 1987 
noted "...a key issue which is not new to you, is the extent to which IPS is successful in 
extending credit, staff development and technical assistance to indigenous Kenyans." The 
establishment of two project teams with African professionals was the only documented goal 
for management development. Although this goal was reportedly met, it appears that more 
could be done to strengthen the role of African Kenyans. 
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IPS has made efforts to hire more Africans, or to "indigenize" its staff. At the 
beginning, IPS had two expatriate managers overseeing the work of two non-African project 

directors. With the financial assistance of USAID under the Program, IPS instituted a 
training program, and today there is one expatriate manager, one African manager, and two 
African project directors. These two teams are responsible for the initial screening of 
investment proposals, investigations, and evaluations Their recommendations are made to 
the investment committee, which was and is composer of one African Kenyan and three 
Ismailies. The IPS investment committee manages Portfolio Companies on a day-to-day 
basis. 

Nonetheless, IPS hirees have largely not progressed beyond middle management 
levels. In this case, greater numbers of African managers do not indicate a correspondingly 
greater influence of African managers on IPS activities. 

C. Capital Mobilization 

The evaluation team found thatfinancialinstitutions, including banks and insurance 
companies, are more than willing to lend to IPS projects because of its strog track record. 
Beyond its own resources, IPS relies heavily on two Ismaili-related local financial 
institutions, Jubilee Insurance and Diamond Trust, for additional funding. The International 
Finance Corporation (IFC) has also been a co-equity investor with IPS since 1982, renewing 
its pledge every two years. IFC has invested with IPS in several other African countries and 
is pleased with the results of these joint endeavors. Although IFC has expressed concern that 
IPS has shown only minor interest in liquidating some of its more mature investments, it 
recently agreed to renew its arrangement with IPS in Kenya through December 1995. 

IFC compensates IPS in three ways: (1) a one-time appraisal fee of 3 percent of 
IFC's equity in each project is paid as IFC invests, (2) an annual management fee equal to 
2.5 percent of IFC's investment, and (3) an incentive fee consisting of 10 percent of net 
capital appreciation (received in shillings upon liquidation of an investment) and 20 percent 
of net capital appreciation (in dollars), net in both cases meaning after deducting IFC's initial 
investment. IFC is also a 15 percent shareholder in IPS. 

IPS has hinted that IFC's conservative investment approach has discouraged it from 
pursuing certain projects, especially smaller ones. Of the $1.5 million IFC equity line of 
credit, $80(',000 still has not been used. It is unclear from the IPS-IFC agreement whether 
IPS could proceed with investments on its own without 17C approval. Since USAID will 
only lend where both IFC and IPS are not equity investors, this may not be a particularly 
relevant point. IFC has organized additional corporate equity and debt financing from other 
local sources on a project-by-project basis. 

D. Transaction Flow 

IPS hasfound the task offinding new investment opportunitiesto be harderthan 
anticipatedunder the Program. This difficulty may be due in part to the perception in the 
Kenyan financialcommunity that IPS as an investment company is not open to non-Ismaili 
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investments. IPS has turned away from import substitution projects, which were its original 
focus, to an almost exclusive focus on export projects. This, in turn, has led it to invest in 
more agro-industrial projects. This is fortunate, given the weakness of the Kenyan economy 
in the last two to three years and the sharp devaluation of the Kenya shilling. 

IPS has also sought investment opportunities among companies in financial trouble. 
Four of its six Portfolio Companies have been in or near receivership prior to IPS' 
investment. Its pool of managers and network of overseas offices able to locate new export 
markets provides IPS with the nonfinancial resources needed to accept nontraditional venture 
capital investments. 

IPS has developed commercial relationships between its Portfolio Companies rather 
than continuously seek investments in new commercial areas. Not only has this strengthened 
its Portfolio, but the close relationships allow IPS more flexibility in using its managers. 
Allpack and Novaskins are examples of investments where the tie to prior IPS investments 
was an important criterion. 

Only two of its six investments have been made with non-Ismaili partners.

Institutions interviewed had tremendous respect for IPS' management skills, but would not
 
recommend clients to IPS due to the perception that it is not receptive to non-Ismaili
 
investments.
 

Fees should not be an impediment to developing attractive investment opportunities. 
In addition to its 5 percent fee on Trust Loans, IPS also charges each Portfolio Company a 
front-end financing fee in the range of $10,000-30,000, which covers bringing in other equity 
investors and lenders. In addition, IPS charges an annual management fee of about 1 percent 
of gross sales to each of its Portfolio Companies, plus manager salaries. This fee is waived 
or reduced until a Portfolio Company is profitable, and covers IPS' overseas market 
development efforts, financial planning, equipment sourcing (used and new) from overseas, 
and other forms of assistance. Frigoken is an exception, as it currently pays IPS a 
management fee of 2.5 percent of gross sales to handle all export sales that represent 100 
percent of Frigoken's current output. 

E. Due Diligence and Transaction Structuring 

IPS has acted as aprincipalin its interactionswith its Portfolio Companies, and has 
pursued a policy of due diligence in both itsfinancing approach andfinancing structure. It 
has assumed the role of a principal, meaning that it has shown greater concern and direct 
involvement in its investments than an intermediary or promoter of investments, and has used 
its own funds in its investments. The evaluation team reviewed certain of the investment 
proposals prepared by IPS project teams for its investment committee. Emphasis was on 
markets and managements first, with financing detzils positioned to complement the 
investment proposals. The financing approach reflected the due diligence approach and was 
relatively simple-debt plus equity-with virtually no convertible securities, options, 
warrants, etc. A company acting under conditions of due diligence places great emphasis on 
the suitability of investments it makes, to ensure that its investments responsibly relate to the 
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investment objectives and financial situations of its customers and that in all matters 
regarding its investments the Company acts with skill, care, and diligence. 

IPS has not hadproblems operating within the parametersof Trust Loans. Because 
of its own equity and strong institutional backing, IPS hasfound the USAID debt facility 
more useful than equity, because of longer-term maturities and the denomination in Kenya 
shillings. The Trust agreement permits [PS to vary the maturity of a Subloan from that of its 
related Trust Loan. IPS has taken advantage of this provision by placing a maximum 
maturity of seven years on Subloans. compared to the eight-year maturity on its Trust Loans. 
IPS indicates this permits some Subloan rescheduling within the eight-year period, should one 
of its Portfolio Companies require such assistance-and one apparently has. It also has 
structured several Subloans without grace periods, thus providing IPS with the use of such 
borrowed funds at significantly below-market interest rates until they are needed to repay the 
Trust Loan. 

On the following page is an illustration (without tax effects) of the cash flow 
advantages to IPS in this arrangement. This example assumes a $420,000 Trust Loan to IPS 
for Subloans to Company A. 

For a full review of IPS' Portfolio, please refer to Annex C. 

F. Monitoring and Value Added 

IPS surpasses typical monitoring by venture capital institutionsand actually manages 
its Portfolio Companies. "Monitoring" of Portfolio Companies is the usual practice of 
venture capitalists. This typically implies that the venture capital institution supplements the 
management of its investments on an interim basis to fill gaps in the management's 
knowledge, experience, and capabilities. To safeguard itself against its desires for the 
direction of each Portfolio Company being miscommunicated or not received at all, IPS' 
team actually manages its Portfolio Companies. Based on discussions with each Prrtfolio 
Company being miscommunicated or not received at all, IPS not only fills certain functional 
management needs but also provides assistance in areas where only IPS is capable. This 
substantially increases the value IPS adds to its Portfolio Companies. 

Overseas market development, both in Africa and Europe, is an important 
contribution made by IPS to all of its Portfolio Companies except Ukulima Tool, and that 
may change soon. IPS did help Ukulima source used equipment from offshore, which 
enabled it to modernize its production line at a fraction of the cost of new equipment. 

Tight financial controls imposed by IPS are also important contributions. Premier 
Refrigeration, th( only Portfolio Company in which IPS has sold its equity interest, noted 
that it misses IPS highly discipl:--d management approach without which Premier 
Refrigeration has reverted to cutting corners, usually to its detriment. 
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Table 1: IS Debt-Service Cash Flow Analysis 

Year 1 2 3 4 5 6 7 8 

Trust Loan 

Interest 15% 
Principal 

Payments to Trustee 

63.0 
Grace Period 
63.0 

63.0 

63.0 

57.8 
70 

127.8 

47.3 
70 
117.3 

36.8 
70 

106.8 

26.3 
70 
96.3 

15.8 
70 
85.8 

5.3 
70 
75.3 

Company A Subloan 

Interest 20%* 
Principal 

78 
60 

66 
60 

54 
60 

42 
60 

30 
39 

18 
60 

6 
60 

IPS Receives 138 126 114 102 90 78 66 

Net Cash Flow 75 63 (13.8) (15.3) (16.8) (18.3) (19.8) (75.3) 

Earnings on Positive 49.7 50.1 
Cash 7.5 22.8 32.3 35.8 41.5 44.6 
Balance 20% 

262.9 
Cumulative 82.5 168.3 186.8 207.3 232 258.2 288.1 

Note: Before the end of the grace period, IPS has a positive cash balance in excess of its minimum required 
equity investment in Company A. It could be said that IPS obtained an equity interest in a new Portfolio 
Company without having to put up any cash. By taking advantage of the difference in terms allowed between 
Trust Loans and Subloans, IPS is able to realize additional comp.,.nsation beyond that anticipated in its 
agreement with AID. A more equitable arrangement is suggested in Section I below, Recommendations. 

* Includes the 5 percent fee USAID originally anticipated. 

G. USAID Interaction 

IPS believed it was receiving only financialassistancefrom USAID and did not 
anticipateor receive any input into project selection or operatingmethods. Since the 
inception of the Program, there has been little interaction between USAID and IPS. 
Although USAID set goals and supported IPS through an influx of funds, it did not 
sufficiently monitor IPS' use of the funds or its activities. USAID neither asked for nor 
received many reports on the operation and documentation of its Program. IPS has never 
provided quarterly reports-nor been asked for one, as suggested in the IPS/USAID 
agreement. 

Beyond the security of IPS as the borrower from the Trust, the Trust received IPS 
shares in the Sub-borrowers as collateral. USAID should revise its procedures to retain in its 
files copies of all loan agreements in connection with each transaction and to receive such 
financial statements from the Sub-borrowers as IPS is entitled to receive as a shareholder. 
The evaluation team found the USAID files lacked this basic information, although the Trust 
agreement gives USAID the right to request it. 
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H. Trustee Interaction 

The Trustee has high respectfor IPS' management skills and the way it has honored 

the spirit and the letter of the Trust Agreement, and therefore there have beenfew occasions 
for interactionbetween the Trustee and IPS. Trust Loans are issued directly to IPS and not 
to its Portfolio Companies. This is in contrast to KEM's arrangement, in which Trust loans 
are issued directly to KEC's Portfolio Companies. IPS, for its part, does not understand 
why a Trust arrangement is necessary-why not have USAID make Trust Loans directly to 
IPS as Portfolio projects arise? IPS voiced a minor concern that it is taking the Trustee more 
than 60 days to process its loan applications, but it adds that other lenders to particular 
projects are taking even longer, so the delay has not imposed a serious inconvenience to 
date. 

Despite Trustee confidence in IPS abilities, the Trustee needs to maintain a schedule 
of payments due under the trust loan as compared to the schedule of payments received by 
IPS under each related subloan. If there are differences in funds flows, USAID and IPS 
should discuss how to handle the income or cost resulting from such discrepancies. 

Additionally, the Trustee is having difficulty meeting the second of its three 
responsibilities: to reinvest the reflows from Trust Loans. In reinvesting the reflows from 
Trust Loans, the Trustee has not been able to keep up with the devaluation of the Kenya 
shilling. Given continuing high inflation in Kenya, Trust assets are also being dissipated in 
dollar terms because they are invested only in shilling-denominated debt securities. Although 
the latest Trust account shows a modest increase in the shilling market value of investments 
held over costs, continuing high inflation in Kenya is dissipating the Trust in dollar terms 
because its assets are in shilling-denominated debt securities. This dissipation will occur 
without even the benefit of meeting the principal objectives. Unless USAID can redirect 
trust investments toward equity participation in export-oriented projects, the Trust is likely to 
remain a rapidly depleting asset in dollar terms. 

I. Recommendations 

The evaluation team envisions two courses of actionfor USAID. It can either 
discontinue the IPS component of the Program at its present expirationdate or work with IPS 
to fundamentally reevaluate USAID's goals and restructure the role of IPS to meet them. 

Discontinuation of program. USAID, unlike the IFC, is not primarily a lender or 
equity investor and must review its programs in terms of broader social and economic 
development goals. If USAID were to discontinue the Program with IPS we do not believe 
IPS would close down or experience more than a minor slowdown in its investment 
activities. 

Reevaluation of program. In an area where good commercial management is 
unable to satisfy the needs of medium-sized firms, USAID has a good relationship with an 
important source of such skills, provided it can be moved toward certain social objectives. 
Nevertheless, because of the serious questions raised about the market for venture capital in 
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Kenya today, it would be a mistake to push IPS into more of a pure venture capital mode. 
IPS is a success as a hands-on, well managed holding company. USAID could pursue this 
avenue with IPS. Additionally, it appears that IPS derives greater value in its investment 
activities from USAID's loan facility than from USAID's direct subsidization of IPS' 
operating overhead, although it would obviously like both income sources. 

IPS would like the -elationship with USAID to continue, with minor adjustments. 
Having borrowed all but about $300,000 of its original $3 million borrowing facility from 
the Trust, IPS has asked USAID for permission to borrow against the reflows (i.e., 
repayments of the Trust Loans). [PS has also requested that the "market interest rate" it is 
expected to charge in its Subloans be the average of the rates charged by the four leading 
commercial banks, rather than that charged only by the Trustee, which has been as much as 
3 percent higher than the other banks. Given IPS' benefits from USAID, restructuring the 
relationship between USAID and IPS is both possible and potentially beneficial to both. 

Therefore, it is recommended that USAID consider a six-year extension (with
 
modifications noted above) of its arrangementwith IPS, providing the partiescan agree to
 
the following conditions. If they cannot, the evaluation team recommends that USA ID
 
discontinue the IPS component of the Program.
 

1. USAID and IPS should agree to cooperate on a subprogram to encourage more 
investments in African-owned businesses. In conjunction with this effort, USAID would co
sponsor with an existing non-Ismaili Kenyan consulting firm the development of a new 
service to assist medium-sized African-owned enterprises to assemble financing proposals for 
presentation to IPS. The firm would also represent its clients in negotiations with IPS, so as 
to assist the African company in obtaining a fair transaction. Too often local businesses that 
previously depended solely on their own capital have no experience arranging outside capital. 
With a separate consulting company representing only its interests, the African-owned 
company can be assured of professional packaging and presentation of its investment needs. 
Pure feasibility study work and basic business planning should remain the responsibility of 
the management of the African-owned company. The African Project Development Facility 
provides this type of assistance but does not feel IPS is a natural equity source for most of its 
clients. 

Before formally accepting any assignment, the local consulting firm, USAID, and IPS 
would review in broad outline the nature of the proposed investment. This consultation 
should reasonably reassure all parties that if circumstances prove, after careful review, to be 
as initially represented, IPS will l,.0y invest. Over time, the local consulting firm should 
come to be viewed as a friendly gateway to IPS and the more active presence of USAID will 
ensure a fair hearing for financing proposals. 

2. Greater emphasis should be placed on training African and non-Asian managers 
for key assignments in the IPS structure. Without such a program, it is recommended that 
further direct operating subsidies cease. The program should be reviewed annually to ensure 
it continues to meet IPS and USAID objectives. 
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3. With reference to the earlier discussion in section H above, an equitable method to 
handle the difference in IPS cash flow between outflows to service its Trust Loans and 
inflows from Subloans should be implemented. The evaluation team suggests IPS sets aside 
any positive difference in a special account as against its potential liability in the event 
companies in its Portfolio default on Subloans. Income in this special account would be 
credited to USAID. 

4. USAID and IPS should agree that IPS remain as an active board member of Sub
borrowers, whether or not IPS continues as a shareholder. This situation has already arisen 
in the case of Premier Refrigeration, where IPS sold its shareholding and yet both its Trust 
Loan and its Subloan remain in place. IPS is no longer on the Board of Premier 
Refrigeration, although the management would welcome its return. 

In the event there is no renewal of the Trust agreement with IPS, the Trust Loans and 
Subloans will still be outstanding. As IPS is the borrower of first resort from the Trust, we 
do not view its equity ownership in Sub-borrowers to be a conflict of interest. Nevertheless, 
the recommendation above for the timely receipt of information on IPS and on its 
investments is important. In any event, the Trustee's responsibilities should be reduced to 
investment of reflows from Trust Loans and fee payments, if any, to IPS as may be directed 
by USAID. 
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SECTION V
 
THE KEM COMPONENT
 

A. Design 

KEM was establishedto operate as a management companyfor KEC. However, it 
was initiatedwith insufficient management and equity capital, without historicties to the 
Kenyan business community, and with a local market unfavorable to venture capital,all 
contributingto its lack of success as a venture capitalinstitution. In actuality, KEM is 
operating as a merchant banking company. 

KEM was designed in a general outline in the '86 Report, regardless of whether there 
was sufficient demand for a venture capital market or institutional interest in funding such an 
organization. On August 4, 1986, USAID issued a request for proposals to a select group of 
primarily U.S.-based venture capital firms to "structure" a venture capital fund in Kenya.
The request did not commit USAID to support any further program, nor prevent it from 
choosing the firm that did the initial structuring for the longer-term program. A USAID 
memo at the time indicated that this would not be a normal USAID technical assistance 
program. USAID was unable to combine its normal scope of work approach for projects
with the actual institutional building needs and experimental nature of the project. 
Therefore, USAID's emphasis on long-term tasks was clearly not compatible with the 
objectives of the proposed new firm. 

Of the 18 firms asked for proposals, only one replied-International Resources Group
Ltd. (IRG), co-author of the '86 Report and the only pure consulting firm on the invitation 
list. Ultimately, to gain greater credibility, IRG contacted Equator Advisory Services Ltd., a 
Hartford, Connecticut-based institution providing largely specialized short-term debt 
financing-particularly related to trade-and consulting services to African financial 
institutions. USAID continued discussions with the IRG/Equator Group, encouraging them 
to put together a fund even without a USAID contract. An Equator memo indicated that it 
was interested in the project because it wished to demonstrate that it could organize and 
manage financial institutions in Africa, and this was a relatively inexpensive way for it to 
try. 

In spite of its inability to obtain any firm commitments after eight months of effort, 
the Equator Group was optimistic that equity investments in KEC could be facilitated easily. 
USAID rewarded it with a six-month contract in July 1987 on the grounds that ". . . this is a 
new concept in Kenya, [and] it has proven more difficult to secure investment commitments 
than anticipated," and "... this was not the fault of the contractor." Finally, "no other firm 
could possibly appear at this time that would be qualified to carry out the scope of work." 

The agreement called for the Equator Group to assemble a venture management team 
and to obtain initially a minimum $1.5 million commitment of equity capital from local 
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institutional investors. The group was also expected to identify investment opportunities. 
Again, these objectives were to be accomplished without a firm USAID promise to go ahead. 
During the short-term contract, IRG/Equator did not accomplish the tasks set out for the 
initial engagement period. Nevertheless USAID signed a six-year agreement with them to 
proceed with the creation of the new fund in June 1988. In December 1990, under pressure 
from Equator and the other KEM shareholders, IRG's relationship with the Program 
terminated. 

The conception and implementation of this preliminary agreement demonstrates a lack 
of understanding by the participants of the venture capital process. Unfortunately, the lack 
of experience and qualified management continue to burden the Program. 

B. Management Development 

KEM's management sufferedfrom a lack of investment experience, hindering its 
ability to detect and correctflaws in the Program, and did not receive sufficient supportfrom 
IRG, Equator, or USAID. Nonetheless, management was successful in generating merchant 
banking activities. 

On being selected to manage KEM, Equator advertised for a managing director with 
the requisite venture capital skills, but reportedly drew no acceptable responses. Equator 
then chose a managing director lacking investment experience from inside the company. IRG 
posted no one to Kenya and did not pay its initial subscription to KEM. 

Although KEM's managing director used creative methods, his lack of experience 
made it difficult for him to recognize from the beginning the inherent flaws in the Program 
and unrealistic Program projections as to how many projects could be undertaken in a given 
time period with the resources available. Additionally, he had no local partner or network of 
contacts to attract potential transactions. This further complicated his efforts to attract 
additional equity capital-a job that should have been completed before KEM began 
operations. Waiting to hire staff was another problem, as KEM's managing director could 
not possibly handle all of the work alone. For example, an operations director was not hired 
until three years into the Program although an ample staff budget existed and this should 
have been don,. in the first year. 

Even as KEM's managing director was successful in attracting equity investment 
capital from local institutions, their disinclination to give KEM full discretion to invest their 
capital (KEM had no track record and almost no equity from its corporate backers) led the 
new investors to demand an equity share in the management company (KEM) rather than just 
a position in the capital company (KEG). This result, which could have been anticipated 
because it is more the rule than the exception for new venture capital firms, was not helpful 
to KEM. 

As matters deteriorated during 1989 and 1990, KEM's managing director drew no 
assistance from either Equator, IRG, or USAID. USAID suggested as early as December 
1990 that its loan facility should be reduced on the grounds the managing director was 
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spending so much time raising capital that he did not have time to pursue transactions. 
Realizing that the objectives of the Program could not be met, KEM's managing director 
discovered a shorter route to generate income in the form of fees derived from putting 
financing packages together and selling them to outside investors and lenders. The fact that 
the managing director had success in generating fees from merchant banking activities, 
despite his lack of experience, may indicate a significant need in the Kenyan capital market 
for such services. 

Starting in late 1990 and continuing into 1991, the managing director began
 
developing a tie with the Kenya office of Lonrho Plc, the London-headquartered
 
multinational conglomerate. Lonrho was interested in KEM as a merchant bank to raise
 
capital for Lonrho ventures and others, and also felt that it might want to buy out KEC's
 
Portfolio after KEC's Companies became larger. Each of these objectives contained the
 
seeds of ultimate conflicts of interest with KEM/KEC's other shareholders.
 

Lonrho subscribed to purchase IRG's stake in KEM (repurchased earlier by Equator) 
at original cost on March 26, 1992. The related agreement provides that the managing 
director can be either an Equator or a Ionrho representative. No mention is made of the 
need to obtain USAID approval for any such management shift. Each party has a veto on 
any KEC investment. The lack of any perceivable advantage from the Equator connection 
led KEM's managing director in the summer of 1992 to make a personal bid to buy out 
Equator's interest in KEM, an offer Equator rejected. 

By 1992, disillusionment came from all sides. The operations director and the 
managing director were replaced in October and December, respectively. In February 1993, 
Equator installed an interim KEM managing director with a commercial banking background. 
There remains the possibility of extending his tour in June 1994. 

C. Capital Mobilization 

Neither KEM's owners nor USAID provided KEM/KEC with the equity base needed to 
mobilize additionallocal institutionalcapital. To attract local capital, KEM was forced to 
give up as much as 75 percent of the compensation normally paid to venture capitalistsfor 
managingfundsfrom outsiders and let the KEC investors become owners in KEM, thereby 
further cutting into the compensation and incentives due the day-to-day managers. 

To fully utilize the $4 million USAID loan facility, KEM needed to obtain $2.667 
million of equity capital to meet USAID's 1.5-to-I ratio. KEM's managing director made 
clear in a letter to USAID in February 1987 that Equator was prepared only to "top up" 
investments made by larger institutions. The '86 Report spelled out the reluctance of Kenyan 
institutions to invest in equity. Despite this warning, the two sponsors of the new venture, 
KEM and USAID, put up almost no equity (approximately $80,000) in the first instance and 
debt in the second. 

According to the '86 Report, it was felt that insurance companies would be the most 
logical source of capital for KEC because of a lack of alternative investment opportunities for 
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them, and the presence of large capital surpluses. By the time this project began, however, 

the new Kenyan Insurance Act had gone into effect, discouraging insurance companies from 

investing in private companies. The '86 Report also noted that venture capital companies 
were unlikely to find capital except on a project-specific basis. 

By providing debt financing, USAID created the basis for future conflicts of interest. 
Lenders look for security in terms of assets or cash flow. The rate of return is fixed and the 
loan is repaid according to a schedule. Equity investors are willing to accept a higher 
probability that they will lose their entire investment and thaL their rate of return is not fixed 
but supposedly will be far higher than would be the case had they made a loan. The 
financing conflict occurs when a loan is in default. The lender demands to be paid and may 
insist on liquidation of the company so as to recover as much of the principal and interest 
due on the loan as possible. Whereas the chances are reasonably good to recover part of the 
loan, the process often results in the equity investors losing their entire investment. The 
equity investor has a bias toward trying to keep the business open in the hopes of a 
turnaround, whereas the lender may correctly perceive that any delay will only cut into its 
possible recovery on its loan. Such a situation existed with the KEC investment in Gringos 
Restaurant during the two years in which it was in default. To avoid such conflicts, it is 
important that all investors share pro rata the amount of their capital investment in the same 
security, either equity or debt or a combination thereof. 

To date, KEC has received total subscriptions of $717,000, or 27 percent of the 
amount needed to match the USAID loan facility. Of this amount, only about two-thirds was 
actually drawn down, even without taking into consideration the depreciated value of the 
Kenya shilling when such draw-downs take place. At no time was there a concept of a 
"blind pool" whereby KEC shareholders would grant KEM full discretion to invest KEC 
funds. Each KEC shareholder has the right on a project-by-project basis not to participate in 
an investment, and some have not always participated. The auditors recorded some 
confusion on whether the KEC capital subscription was even equity. Until the KEC 1992 
annual report, such subscriptions were recorded as "shareholder loans." Approximately 
$17,500 additional was invested in KEM by the Equator Group to cover operating costs. 

KEM arranged for an ECU 2 million (about $2.25 million) equity facility from the 
European Investment Bank (EIB) in May 1992. This is not part of KEC, but rather a 
separate facility tied to the availability of the USAID loan facility. The EIB facility is not 
discretionary; KEM must submit each investment proposal to EIB for approval within 45 
days. EIB limits its investments to between $55,000 and $350,000 per transaction. KEC 
and USAID must invest equity or quasi-equity in amounts no less than invested by EIB. 
KEM is to be compensated by receiving 30 percent of any net capital appreciation on EIB's 
share of Portfolio investments. There is no annual management fee, but KEM is entitled to a 
6 percent fee on each EIB equity investment, payable only out of the proceeds from 
dividends from or liquidations of Portfolio investments. The EIB arrangement does not 
provide KEM with immediate help in meeting overhead expenses. To date, EIB has invested 
only in the Central Glass project. 
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To resolve the KEC shareholder dispute with Equator, Lonrho recently purchased the 
interests of two of the three major KEC shareholders at a modest loss to the original 
shareholders. A new KEC shareholder agreement is being prepared. 

D. Transaction Flow 

Since investment capitalwas insufficientfor largerprojects, KEM focused on thefees 
it derivedfrom arrangingfinancingfor projects to advance itsfinancialobjectives. By 1991 
KEM was almost completely involved in merchant bank activities. Its shift to merchant 
banking activities effectively stopped the venture capitalexperiment. Additionally, KEM's 
practice of chargingoverallfinancingfees on all equity and debt investedprobably impeded 
the involvement ofpotential investors. 

Initially, KEM had no local partner and KEM's managing director had no experience 
in Kenya. This slowed efforts to find transactions and seriously inhibited KEM's ability to 
investigate them. Management and market checks were difficult. It became apparent that 
KEC shareholders did not like start-ups or agricultural projects since they are susceptible to 
government price controls. However, they did like tourism and financial services. 

Available investment capital appeared too small to participate in larger projects, and 
smaller start-ups were taking an inordinate amount of time to find and qualify. After 18 
months of work on the Ombi Rubber project introduced by USAID, the African owner 
turned down KEC's investment. Even the success of KEC's first investment in Punchlines 
brought the realization that a 45 percent return on an 18-month investment (as attractive as 
that might normally appear) was not sufficient to make KEM a success, because of the small 
size of the investment and the devaluation of the Kenya shilling. KEM's share of the capital 
appreciation on a dozen Punchlines at less than $90,000 total each was a noncommercial 
proposition. 

As KEM began to look for larger, more mature companies in which to invest, it 
discovered that fees for arranging financing for projects were a far quicker and more 
remunerative way to meet its financial objectives with almost no capital risk. The shift in 
thinking was signaled to USAID by KEM's managing director as early as November 1988, 
when KEM wanted to play a pure investment banking role in the Silversand's Beach project. 
Three years later, a KEM strategy paper noted that "in making investments in 1992, we will 
be looking, on average, for higher value investments that will result in higher levels of both 
arrangement and management fees." There was no mention of the opportunity for capital 
appreciation. Similar opportunities were to be sought in Tanzania and Uganda. 

In 1991, KEM became primarily a merchant bank, thus effectively ending its efforts 
to attract nondonor financing for KEC. KEM currently provides financial structuring and 
organizational advice to other equity and debt investors for a fee on a project-by-project 
basis. Between merchant banking fees and foreign exchange trading, KEM almost reached a 
break-even position without USAID subsidies. 
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USAID had been alerted in the '86 Report that arrangement fees were not uncommon 
in private financings, but the report recommended that IPS and KEM should bring in local 
merchant banks to perform such functions. However, it is questionable whether such 
institutions would have been acceptable to either IPS or KEM Portfolio Companies. USAID 
did focus to some degree on the question of fee income as early as March 1990, as noted in 
a memo from a regional legal advisor to the project director. The memo noted that KEM's 
up-front and ongoing advisory fees "are not warranted" as KEM was "already being well 
compensated to perform" and these fees "diluted the value of USAID's assistance." 

However, the discussions between USAID and KEM seemed to focus on whether 
KEM was deriving undue enrichment from these fees, not whether KEM's business was 
undergoing a radical change in direction. The fee question was dropped by USAID when it 
was determined that KEM would have lost money in its first two years of operations had it 
not received USAID subsidies. 

For KEM, shifting to merchant banking activities created additional strains. Venture 
capitalism is based on the premise that fund managers and subscribers maintain identical 
interests. Compensation derived from the management and investment of capital is shared 
according to pre-established guidelines. Not only did the pursuit of fee-based projects divert 
KEM from its goal of capital appreciation, but it created a basis for conflicts of interest with 
its financial backers. How could one be certain that a project was accepted on the basis of 
long-term growth potential rather than its ability to generate immediate fees shared by only 
KEM? This should have been a serious issue in the three Windsor projects. In the Central 
Glass project, KEC had no investment, although KEM collected substantial fees. 

The diversion of the time spent by KEM's management is the most serious 
consequence of the move to merchant banking. However, there are also important financial 
consequences to be examined. USAID's support to KEM was far in excess of the normal 
commercial fees paid to fund managers. Usually, fund managers receive less for managing 
debt capital than for managing equity. Nevertheless, USAID conceded a 3 percent fee to 
KEM based on the loan capital committed. USAID made even larger payments to KEM to 
meet its overhead expenses. USAID fully compensated KEM for devoting its time to the 
success of the venture capital "pilot" project for Kenya. KEM, however, charged each 
Portfolio Company an additional 1percent of the USAID loan. In addition, KEM on several 
projects charged an overall financing fee of 3 percent on all equity and debt capital 
invested-even on funds provided by the USAID loan. It was therefore being paid twice for 
the same service. Given the resistance by companies in developing countries to paying 
advisory fees, it would be reasonable to assume that demands for such fees discouraged some 
worthy investments. KEM and Equator should have appreciated the significance of the above 
and conferred with USAID on how to proceed in the fairest manner to all parties. For a full 
review of KEC's Portfolio, see Annex D. 

With respect to generating transactions, the principal lesson is that venture capital 
investing in smaller companies is not a commercially viable business in Kenya today. 
Whether it can be blended into an organization with a broader set of operating parameters is 
addressed at the end of this section. 
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E. Due Diligence and Transaction Structuring 

KEM did not adherefully to the Trust Loan Agreementfrom its inception, and its 
efforts to supplement its ownfinancialresources led to unsound financing. KEMfinctioned 
as an intermediary orpromoterfor its investments, ratherthan in the principalrole IPS 
assumed, and did not use its own money in its investments. This affected its investment 
decisions as well as its credibility, since it reflects a minimized emphasis on due diligence in 
investments transactions. 

Investing one's own funds (or those under one's management) for capital appreciation 
is a different business from arranging one-time financings with other people's money. The 
mind set, the disciplines, the risks, and the time horizon before payoff are all different. 
These businesses do not mix well, even in the United States. The most successful venture 
capital funds have been created by small groups of individuals with experience in investing 
their own capital and that of those who trust in their equity investing judgment. With rare 
exceptions, these are stand-alone businesses, not connected to other financial institutions. 
For this reason, neither investment bankers nor commercial bankers make particularly 
successful venture capitalists. 

Since KEM needed larger projects to survive and larger projects were beyond the 
resources of KEC/USAID, KEM was obliged to go to the financial markets on a project-by
project basis to supplement its financial resources. Although on occasion the loan nature of 
USAID support helped attract transactions, it would have been preferable had the support 
been equity. KEM's financial decisions reflected that equity was in shorter supply than debt. 
KEM's attempts to obtain equity led to violations of the Trust loan agreement and to unsound 
financial decisions. 

Because KEM was equity short, it eventually found a way in the Windsor transaction 
to "equitize" the USAID loan. KEM directed the Trust Lan to an intermediary entity,
Windsor Investments (WI), which in turn purchased notes in Portfolio Companies. The 
notes require the borrower to pay a fixed interest rate-significantly below the market 
rate-plus a dividend based on the amount of dividends reserved for com mon shareholders. 
If the total fixed returns and dividends do not equal the market interest rate on the Trust 
Loan, the shareholders of WI are to make up the difference. 

In theory, USAID is being secured by all the assets of WI, inAluding the equity 
interests of KEC. Unfortunately, there is no assurance that WI (or its shareholders) will 
have (or provide) the resources to make up shortfalls in interest to pay the Trust Loan. 
There is concern for the principal as well, because the Windsor project calls for a single 
repayment of the Trust Loan after eight years. Without adequate interim reports, it will be 
impossible for USAID to anticipate a default at maturity of the Term Loan and take prior 
necessary action. This project is particularly acute because the WI represents approximately 
half of KEM's entire Portfolio. USAID/Trustee should insist on timely accounting of all 
fund inflows and outflows to WI and between WI and its Portfolio Companies. USAID 
should also stipulate that no dividends can be paid to WI shareholders until the Trust Loan is 
repaid. 
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KEM broke virtually every constraint in the Trust Loan agreement starting with its 
first investment. We do note, however, that the initial constraints on Trust Loans were not 
always realistic. In early projects especially, breaches in the Agreement did not lead to 
sound financings. By using redeemable preferred stock in Punchlines, KEM was able to buy 
out KEC's interest after only 18 months. In Kenya Crocodile Farms (KCF), KEM arranged 
for ALICO Insurance Company to convert an outstanding ALICO loan into KCF equity at 
face value, 80 percent of which equity KEC then purchased from ALICO. This loan was 
worth only a fraction of par, because KCF had lost considerable money in the prior four 
years. There is suspicion that this transaction was a factor in ALICO's subsequent 
investment in KEC. ALICO could afford to buy into KEC because it had recouped at least 
that amount in the conversion of its troubled Ican in KCF. 

Jn addition, the USAID approval system was unable to react to requests for changes, 
even when advised in advance. The Trustee, which was to act as a buffer in this regard, 
either chose not to play the role or felt the function had been usurped by direct contacts 
between KEM and USAID. In the future, USAID should concede, where possible, on 
discretionary restrictions on the use and applications of its funds for capital ii",estment where 
its system does not allow for timely changes to accommodate the aims of the Program. 

Transaction structuring also suffered because KEM reports paid too little attention to 
marketing and management and too much to creating complicated financial structures. The 
investment summary for Punchlines was a careful in-depth review of the key elements 
bearing on a successful investment, but subsequent reports were not as effective. In 
addition, each KEM transaction seemed a little more intricate than the last, to the point that 
some observers felt it lost some transactions due to complex financing structures. 

F. Monitoring and Value Added 

Monitoring its investments was not prioritizedby KEM, as it insteadfocused on 
merchant banking activities. As a result, KEM did not interact with the management of its 
Portfolio Companies and was unable to determine how to bring added value to the equity 
investments in them. Even as the first KEC investments were being made, KEM was shifting 
its interest to merchant banking. It is questionable whether KEM ever had the capability to 
provide managerial assistance to its Portfolio Companies beyond arranging additional 
financing. 

KEM had not remained in close contact with its Portfolio Companies even before its 
recent legal battle with KEC shareholders. A typical venture capital institution supplements 
the management of its investments on an interim basis to fill gaps in the knowledge, 
experience, and capabilities of its Portfolio Companies' managements. In contrast, when the 
Gringos investment got into almost immediate difficulties, KEM was unable to provide 
adequate assistance. The majority owners were not amenable either to taking over the 
management of the restaurant themselves or to seeking new management. Until December 
1993 the Trust loan had been in default for two year, without an assessment of its financial 
situation by either USAID or KEM. This situation demonstrates a serious lack of monitoring 
and value added by KEM. 
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KEM has been inhibited from performing its normal role as a minority shareholder 
and Board member since February, when it was legally enjoined from such activities. With 
the settlement in September of its shareholder suit, KEM is taking steps to strengthen the 
management and financial reporting system of Bins Ltd., a garbage company, which may
indicate a more active role in monitoring and strengthening its Portfolio investments. 

G. USAID Interaction 

USAID did not seem to take a sufficiently active role in monitoringthe activitiesof 
KEM. This lack of interactionadversely affected implementation of the Program, which 
already had a number offlaws in its design. USAID did try in the design phase to assist 
KEM in mobilizing outside capital, sponsoring two meetings with prospective local investors 
in early 1987. Because of investor wariness about the "soft" agendas of donor sponsors,
investor meetings could only be effective if aggressively followed up by an experienced KEM 
management team. By January 1992, when the next USAID-sponsored investor conference 
was held, KEM was in a better position to talk about its progress. Unfortunately, leads to 
investors and prospective companies could not be pursued because KEM found itself 
struggling with existing shareholders. 

The original design called for USAID to be represented on the KEM "Advisory
Board" which would approve investment projects. This would have kept USAID in closer 
contact with the KEM project, but it is questionable how much it would have improved 
matters given KEM's organizational structure. Insufficient USAID oversight of or 
interaction in KEM's activities is demonstrated in that neither USAID nor KEM viewed the 
latter's inability to closely monitor its Portfolio Companies since early 1993 as warranting an 
exploration of other ways to accomplish this function. 

There has been an inadequate transfer of information between KEM and USAID. 
Although KEM did notify USAID of the replacement of its m.-naging director in 1992 and of 
the shareholder suit in early 1993, and has provided quarterly reports on its activities, 
USAID has not received many of the required reports on the operation and documentation of 
its Program. The lack of reports, records, documents, etc., in USAID's files combined with 
officer turnover have put succeeding USAID project officers at an increasing disadvantage in 
understanding what is happening. As a result of this evaluation, a good deal of background
material has been gathered and is being turned over to USAID/Kenya. It is recommended 
that this material, together with information already available in USAID files, be carefully 
organized by participant and individual portfolio transaction. 

H. Trustee Interaction 

Since monitoring KEM's performance in making loans to Portfolio Companies does 
notfall naturally under the presentjurisdictionof the Trustee, the evaluation team 
recommends that thisfunction (andthefees associatedwith it) be terminated, and that 
USAID or some otherparty designated by it be assigned thisfunction-an independent local 
accountingfirm appears to be the most naturalcandidate. 
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For the first two-three years of the Project, the Trustee's function of ensuring that 
loans, especially those to KEC Portfolio Companies, conformed with USAID guidelines was 
not carried out. Recently the Bank became concerned that it may have some fiauciary 
responsibility for this function. The evaluation team received the strong impression that, 
whereas the Trustee is concerned with the implementation of the Program as it relates to 
KEM's operations, it would rather have less responsibility for this situation. 

USAID had difficulty designing the role of the Trustee as it involved a sharing of 
responsibilities, some of which neither party wanted. For example, a March 1987 USAID 
memo noted that the Trustee agreement would have "to be fleshed out as we go along" 
including the question of "what the Trustee should do in the event of a default by KEM 
designated borrowers." Another US AID memu two years later stated that there was "no 
intended requirement that the Trustee make an independent determination of the credit 
worthiness of KEM Sub-borrowers." 

There is little interaction between the Trustee and KEC's Portfolio Companies, and 
the Trustee obtains all information about the companies from KEM. The agreement with 
KEM states "the Trustee shall concur (sic) in and accept any rescheduling or other action 
recommended by the Manager [KEM] that is acceptable to the borrower and other creditors 
of the borrower." Therefore the Trustee gives up the authority to call a loan in default. 

I. Recommendations 

The evaluation teamforesees two courses of actionfor USAID. It can discontinue the 
KEM component of the Programor it can work with KEM to restructureits role in meeting 
the needs of Kenya's capitalmarkets. KEM has no sustainable market for venture capital in 
Kenya today, even with USAID subsidies. If it had not changed directions with USAID's 
tacit approval and become a merchant bank, KEM would have been forced out of business at 
least two years ago. If USAID finds merchant banking potentially attractive, a more focused 
survey of the market for such a service should be made. As this was not part of the initial 
Scope of Work, the evaluation team was not able to fully address this point. 

Discontinuation of Program. Given KEM's financial status, there is high probability 
that without further USAID support it could become a nonoperating shell serving only as a 
holder of KEM/KEC interests in Portfolio Companies. The effect this would have on the 
market would probably be small, given that KEM is a very small presence as a provider and 
arranger of private debt and equity in the Kenyan economy. 

Reevaluation of the Program. Although KEM's financial resources were 
inadequate for a venture capital firm, they would be adequate for a merchant bank using its 
capital only as a temporary equity or debt bridge in transactions until other larger investors 
can be lined up. Whereas KEM might consider smaller transactions, it would have to attract 
larger private transactions for relatively mature companies to afford considering smaller 
transactions. 
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A merchant bank's principal role is to raise debt and equity capital from other 
investors to match client needs. It uses its own capital as a catalyst to demonstrate to other 
investors its confidence in the financing and/or to fill minor short falls in the amount of 
capital it can raise from others. Because, unlike a venture capitalist, it does not expect to be 
the lead new equity investor, its role as monitor and value adder to the client on an ongoing 
basis may be less-with the lead new equity investor playing that role. Nevertheless, in 
Kenya private companies will probably value the role of their merchant bankers more highly 
than normal. Because of their lack of familiarity with outside investors, the merchant bank 
would serve as an advisor, buffer, translator, and facilitator, etc., depending on the private 
company's needs. 

In summary, the professional skills of the merchant banker will be very similar to 
those of the venture capitalist. The mind set will remain that of a principal and a fiduciary. 
The staff may be slightly larger because of the need to get the most of the capital from other 
parties rather than simply investing its own capital. In the early years, this should not 
necessitate more than one additional staff member with a "private placement" background. 
Because merchant banking normally precedes venture capital in the development of a capital 
market, it should be easier to attract qualified personnel for such a new enterprise if properly 
structured. 

KEM would welcome USAID support for a merchant banking type of organization. 
It was able to create a small degree of credibility as an independent merchant bank. 
Unfortunately, the managers who helped it do so are no longer with KEM and their 
replacements are scarce in merchant banking and in Kenyan financial markets. The 
evaluation team did receive the impression that both Equator and Lonrho are concerned with 
their reputations as cosponsors of KEM and, given the recent management and shareholder 
problems, would view its demise as a blot on their records. 

Any renegotiationof the USAID-KEM relationship requires an agreement on the focus 
of KEM's activities in meeting the capitalmarket needs of Kenya, and on the commitment of 
needed managerialandfinancialresources by its owners. The fact that KEM's owners are 
concerned about the potential demise of KEM provides USAID with leverage in pressingfor 
changes in the relationship. The following provisions should be requisitesof any new 
arrangementwith KEM or any otherprospective merchant banking group. 

1. The intended market should be carefully defined in terms of the operating 
approach (i.e., "merchant banking"). Neither activities nor projects should be undertaken 
outside these parameters without prior USAID approval. 

2. The management should have experience executing the particular operating 
approach. The technical expertise must come from outside Kenya, but there should also be a 
local partner with excellent contacts and experience in the Kenyan business and financial 
communities. USAID should participate in the hiring and firing of key managers-although 
it would be unreasonable for USAID to have a veto. 
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3. USAID's financing facility through the Trust should stipulate that such funding be 
identical as to type (e.g., common equity, preferred stock, debt, etc.) and terms with funding 
provided by other capital managed by the operating entity. The Trustee would independently 
verify this was the case before making any disbursements from the Trust. This avoids the 
kinds of conflict of interest problems alluded to before. 

4. For having its money managed, the Trust should pay no higher fees than those 
paid on any other funds managed by the operating entity (i.e., the Trust should have a "most 
favored nation clause" covering both the present and the future). The Trust would receive a 
credit against management fees it owes the merchant bank, which are equal to any fees the 
merchant bank receives from other sources relating to the amount of Trust financing. For 
example, if the operating entity receives a fee equal to 3 percent of a total financing, and the 
Trust puts up 20 percent of the financing, then one-fifth of this fee would go to offset the 
annual management fee the Trust is paying the merchant bank to manage its money. The 
merchant bank should not be paid twice for investing for the Trust. 

5. The Trust's financing should not represent more than 60 percent of the funding 
used in any transaction, and the managers of the merchant bank should be obliged to invest 
at least one-sixth of the amount of any Trust funds used. This maintains USAID's 1.5-to-1 
ratio, while assuring the operating manager has a financial stake in the transaction. 

6. The Trust's operating subsidies should be expressed as a declining percentage of 
total direct operating expenses over a five-year period, so as to eventually wean the merchant 
bank from these subsidies. 

7. The merchant bank may or may not try to obtain additional funding under 
management. In KEM's case, other than arranging for the 10 percent matching commitment 
to the Trust, it may not be necessary to raise any additional funds because KEM will be 
arranging most of its financing on a project-by-project basis from institutional investors. 

8. USAID should insist on the establishment of an Executive Committee by the 
operating entity on which USAID would be represented. Aside from monitoring operations, 
the Executive Committee would rule on changes in operating policy or procedures, 
management changes, and conflicts of interest. A conflict of interest would be any 
transaction or activity from which the operating entity, its management, or shareholders 
expect to receive compensation disproportionate to its capital interest in the transaction, as 
compared to other fund sources (including the Trust). 

9. The new agreement should be for at least five years and call for a review half-way 
through the period, when it would be agreed either to cancel the agreement at the end of the 
present term or to extend for five years thereafter. USAID's present agreement gives the 
operating managers inadequate notice as to USAID's continuing involvement, which can 
impact negatively on the operating entity's activities at the end of the current agreement. 

10. The functions of the Trustee should be amended to cover only services as a 
depository manager and a conduit of funds to KEM, with prior USAID approval. 
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Despite indications that Kenya needs independent merchant banks as borne out by 
KEM's brief foray into the field and comments made by interviewees, the development of 
such a market with institutional support from the Trust should be regarded as an experiment. 
Legislation has improved the environment for private investing in Kenya and there appear to 
be no major impediments to the further development of such activities. However, if any 
financial market were on the threshold of a boom, donors would probably not be the first to 
recognize it-nor would there be a particular need for donor support. The health of the 
Kenyan economy remains a serious concern to local business. Despite signs the market is 
ready for independent merchant banks, this activity must be cultivated over time. 

"Independent" is defined as a merchant bank not operating as an adjunct to another 
business. Because a merchant banker's primary role is to raise debt and equity from other 
investors on behalf of its clients, any adjunct affiliation with an entity competing with the 
merchant banker's clients could set up a conflict of interest. This need not preclude Lonrho 
for being a KEM minority shareholder, but the Lonrho name should not appear on the 
masthead and Lonrho should not be the managing partner. A five-year term would seem to 
be reasonable to decide if the experiment can reach this outcome. 

The objectives of the mercha,.t banking experiment should be kept as broad as 
possible. The most favorable outcome would be the creation (and possible local emulation) 
of an independent merchant bank able, if necessary, to continue operations without USAID 
support. 

This is not a blueprint for a new agreement. It is strongly recommended that USAID 
seek professional counsel in negotiating agreements for the creation or extension of financial 
institutions. Whether an agreement provides a sound basis for the parties to reach their 
individual goals must be viewed as a whole, and not as merely the sum of certain parts. 
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SECTION VI
 
IMPACT OF THE EQUITY CAPITAL COMPONENT
 

This section highlights the direct benefits of the equity capital component. The 
Project Paper set out measurable objectives for the Program as a whole and not for KEC and 
IPS separately. The expectations and the actual performance to date are discussed below. 

USAID's objectives were in four categories: investment, employment, output,foreign
exchange earnings, and tax revenue goals. While all but one of these goals was met they are 
not consideredadequate benchmarksfor measaring the actualsuccess of the Program. The 
evaluation teamfinds that the Program'soverallgoal of establishing a commercial equity 
marketfor venture capitalin Kenya was notfulfilled. 

See Annex E for an analysis on the environmental impact of the Equity Capital
Component and Annex F for details regarding the impact on existing businesses of the Equity 
Capital Component. 

A. Investment 

Objective. "The creation, expansion or restructuring of between 25 and 40
 
businesses, with total new investment of about Ksh 500 million.
 

Analysis. To date KEC and IPS have contributed to creating, expanding, or 
restructuring 12 companies. The total investment (as detailed in Annexes C and D) has been 
Ksh 1,238 million. Some of this (notably for Punchlines, Kenya Crocodile Farm, Bins, and 
Central Glass) was not new investment but rather the repurchase and refunding of prior 
equity and debt. 

Summary. The overall investment objective of the Program was met but with fewer 
investments than contemplated. Two projects, Windsor Investments and Central Glass, in 
which KEC and USAID were minor financial participants, represent two-thirds of the total 
investment. 

B. Employment 

Objective. "Creation or conservation of between 1,200 and 2,000 jobs." 

Analysis. Table 2, on the following page, indicates employment (1) before each 
USAID Trust loan, (2) after October 1993 when all USAID Trust loans had been conferred, 
and (3) increase to date. 
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TableliEffect of Trust Loans on Employment of IPS and KEC Portfolio Companies 

Business Employment Before Employment After Increase In 
Trust Loan Trust Loans (as of 10/93) Employment 

Name ofBusiness Date Loan Male Female Total Male Female Total Male Female Total 

Punchlines Nov. '89 30 0 30 49 1 50 19 1 20
 
Gringos Dec. '89 0 0 0 90 40 130 90 40 130
 
Windsor (Golf) Apr. '90 0 0 0 349 80 429 349 80 429
 
Windsor (Siana) Oct. '91 0 0 0 95 2 97 95 2 97
 
Windsor (Retail) Aug. '92 0 0 0 N/A N/A 0 N/A N/A 0
 
Bins Oct. '91 23 2 25 *54 6 60 31 4 35
 
Kenya Crocodile Nov. '91 72 8 80 120 10 130 48 2 50
 
Central Glass Jun. '93 327 38 365 340 40 380 13 2 15
 
Premier Food Jun. '88 15 90 105 71 123 194 56 33 89
 
Premier Refrigeration Aug. '88 0 0 0 168 2 170 168 2 170
 
Frigoken Dec. '89 0 0 0 30 320 350 30 320 350
 
Novaskins Jun. '90 0 0 0 34 1 35 34 1 35
 
Ukulima Tools Jul. '92 99 1 100 128 2 130 29 1 30
 
AllPack Aug. '92 0 0 0 80 10 90 80 10 90
 

Total IL 5661 139 705 1,608 637 2,2451 1,042 498 1,540 



Summary. There was an increase in total employment of 1,540 jobs. Based on this 
analysis the component has met the objective for increased employment. This accounting 
does not take into consideration jobs created among suppliers and customers of portfolio 
companies. It should be noted that job creation is incidental to the primary financial and 
management objectives of the project-capital appreciation that rests in part on attaining 
higher output per employee rather than maximizing employment. 

C. Increased Output 

Objective. "Additional output of between Ksh 40 million and Ksh 100 million per
 
year."
 

Analysis. Output is defined as revenues. The tables below show the increase in 
annual revenues over the previous year. Where there was a decrease the change is shown as 
zero. The analysis is done in both Kenya shillings and U.S. dollars to allow for inflation and 
devaluation. Cumulating the objective over the four effective years of the project gives a 
restated objective of "additional output of Ksh 160 million and Ksh 400 million." 

Table 3
 
Increase in Annual Revenues (Ksh million)
 

Business 1989 1990 1991 1992 

Punchlines 7.7 7.9 7.5 8.9 
Gringos 15.4 0.0 3.1 
Windsor (Golf) 121.6 
Windsor (Siana 20.1 
Bins 1.8 3.9 
Kenya Crocodile Farm 1.8 7.1 
Premier Food 26.9 0.8 0.5 15.6 
Premier Refrigeration 24.4 0.0 25.5 
Frigoken 79.6 76.8 10.9 
Novaskins 10.1 26.1 
Ukulima Tools 20.9 5.9 

Annual Total 34.6 128.1 119.4 248.7 

Cumulative Total 34.6 162.7 282.1 530.8 

The average exchange rate for 1987 (the year of the project paper) was Ksh 16.45 to 
the dollar; for 1992 it was Ksh 32.22. The average of these rates is Ksh 24.33. Converting 
the cumulative objective at this rate gives a restated cumulative objective of between 
$6,576,000 and $16,440,000. 
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The actual increases can be converted at the average exchange rate for the year: 

1989 1990 1991 1992 
Increase (Ksh million) 34.6 128.1 119.4 248.7 
Exchange Rate 20.57 22.92 27.51 32.22 
Increase (US $ 000) 1,682 5,589 4,340 7,719 

Cumulative (US $000) 1,682 7,271 11,611 19,330 

Summary.The cumulative increase in sales over the four years was $19,330,000. 
Based on this analysis the component has met the objective for increased revenue. 

D. Foreign Exchange Earnings 

Objective. "Foreign exchange earnings estimated between Ksh 6.5 million and Ksh 
10 million per year." 

Analysis. An assumption was made that the objective had intended to refer to the 
increase in foreign exchange earnings from the earnings of the prior year but with the same 
figures. This makes the objective consistent with the objective for increased output. We 
note that all foreign exchange earning figures are estimates (as proportion of revenues). The 
analysis is done in both Kenya shillings and U.S. dollars to allow for inflation and 
devaluation. Cumulating the objective over the four years of the project gives a restated 
objective of "additional foreign exchange earnings of between Ksh 26 million and Ksh 40 
million. 

Table 4
 
Increase in Foreign Exchange Earnings (Ksh million)
 

Business 1989 1990 1991 1992 

Punchlines 0.0 0.0 0.0 0.0 
Gringos 0.0 0.0 0.0 
Windsor (Golf) 85.1 
Windsor (Siana 12.1 
Bins 0.0 0.0 
Kenya Crocodile Farm 0.4 0.0 
Premier Food 0.0 0.0 2.5 0.8 
Premier Refrigeration 0.0 0.0 0.0 
Frigoken 79.6 76.8 10.9 
Novaskins 9.5 24.5 
Ukulima Tools 0.0 1.3 

Annual Total 0.0 79.6 89.2 134.7 

Cumulative Total 0.0 79.6 168.8 303.5 
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The average exchange rate for 1987 (the year of the project paper) was Ksh 16.45 to 
the dollar; for 1992 it was Ksh 32.22. The average of these rates is Ksh 24.33. Converting
the cumulative objective at this rate gives a restated cumulative objective of between 
$1,069,000 and $1,644,000. 

The actual increases can be converted at the average exchange rate for the year: 

1989 1990 1991 1992 
Increase (Ksh million) 0.0 79.6 89.2 134.7 
Exchange Rate 20.57 22.92 27.51 32.22 
Increase (US $ 000) 0 3,473 3,242 4,181 
Cumulative (US $ 000) 0 3,743 6,985 11,166 

Summary. The cumulative increase in foreign exchange earnings was $11,166,000. 
Based on this analysis the component has met the objective. 

E. Tax Revenue to Government of Kenya 

Objective. "Revenue to the GOK from taxes on assisted businesses of Ksh 10 million 
to Ksh 25 million per year." 

Analysis. A.n assumption was made that the objective had intended to refer to the 
increase in taxes paid over those paid in the prior year but with the same figures. This 
makes the objective consistent with the objective for increased output. The analysis is done 
in both Kenya shillings and U.S. dollars to allow for inflation and devaluation. Cumulating 
the objective over the four effective years of the project gives a restated objective of
"additional tax revenue to the GOK of between Ksh 40 million and Ksh 100 million." 

39
 



Table 5
 
Increase in Taxes Paid (Ksh million)
 

Business 1989 1990 1991 1992 

0.0 0.0Punchlines 0.0 0.0 
Gringos 0.0 0.0 0.0 

0.0Windsor (Golf) 
0.0Windsor (Siana) 

0.0 0.0Bins 
Kenya Crocodile Farm 0.0 0.0 
Premier Food 0.0 0.2 0.6 0.2 
Premier Refrigeration 0.0 0.0 0.0 
Frigoken 0.0 4.7 1.7 

0.0 1.9Novaskins 
Ukulima Tools _0.0 0.0 

0.2 3.8Annual Total 0.0 5.3 

Cumulative Total 0.0 0.2 5.5 9.3 

The average exchange rate for 1987 (the year of the project paper) was Ksh 16.45 to 
the dollar; for 1992 it was Ksh 32.22. The average of these rates is Ksh 24.33. Converting 
the cumulative objective at this rate gives a restated cumulative objective of between 
$1,644,000 and $4,110,000. 

The actual increases can be converted at the average exchange rate for the year: 

1989 1990 1991 1992 
Increase (Ksh million) 0.0 0.2 5.3 3.8 
Exchange Rate 20.57 22.92 27.51 32.22 
Increase (US $ 000) 0 9 193 118 
Cumulative (US $ 000) 0 9 202 320 

Summary. The cumulative increase in tax revenue over the four years was $320,000. 
Based on this analysis the component has not met the objective for increased tax revenue. 
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ANNEXES
 



ANNEX A
 
DOCUMENTS REVIEWED
 

DOCUMENTS AVAILABLE FROM USABD 

A. Design Documents 

- "Project Paper" - Private Enterprise Development Project - April 3, 1997. 
- "86 Report" - Kenya Equity Finance Study - Final Report - January 30, 1986. 

B. Agreements: USAID/SCB/KEM/IPS 

- "Trust Agreement" - Deed of Settlement between USAID and Stamdard Chartered 
Bank Kenya Ltd. - June 30, 1987. 

- "IPS Agreement" - Loan Agreement between Standard Chartered Bank Kenya 
Limited and Industrial Promotion Services (Kenya) Limited - January 28, 1988. 

- "Equator Contract 1" - contract between USAID and Equator Advisory Services 
Ltd. and International Resources Group Ltd. (Number 615-0238-C-00-7032-00 of 
July 29, 1987). 

- "Equator Contract 2" - contract between USAID and Equator Advisory Services 
Ltd. & International Resources Group Ltd. Number 615-0238-C-00-8039-00 of 
June 10, 1988 and modifications of November 12, 1992). 

- "KEM Agreement" - Loan Fund Management Agreement between Standard 
Chartered Bank Kenya Limited and Kenya Equity Management Ltd. - February 13, 
1989. 

C. USAID Files 

- All past and current USAID files related to Equity Capital component. 

D. KEM Reports 

- All KEM quarterly reports through June 1993. 

E. SCB 

- Audit Report of Trust - 1992.
 
- Quarterly reports up to December 1989.
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DOCUMENTS OBTAINED AND REVIEWED 

A. SCB 

- Loan repayment schedules.
 
- Report for 2nd quarter 1993.
 

B. KEM 

B1. Reports 

- Quarterly Report - September 1993. 

B2. Agreements and Accounts 

- KEM Share Subscription and Stockholders Agreement - September 18, 1989. 
- Management Agreement between Manufacturing and Industrial Services Fund 

(Kenya) Ltd. and Kenya Equity Management Ltd. - June 20, 1991. 
- Management Agreement between Kenya Equity Capital Ltd. and Kenya Equity 

Management Ltd. - July 11, 1991. 
- Fund Management Agreement between European Investment Bank and Kenya 

Equity Management Ltd.- May 22, 1992. 
- Equity Group of Kenya Ltd. Share Subscription Agreement - March 26, 1992. 
- KEM - Accounts 1987, 1990, 1991, 1992. 
- KECL - Accounts - 1989, 1990, 1991, 1992 

B3. Portfolio Documents 

B3a. Punchlines Ltd. 

- Prospectus Summary
 
- Loan Agreement
 
- Debenture
 
- Accounts - 1989, 1991, 1992
 

B3b. Gringos Ltd. 

- Prospectus Summary, February 8, 1989
 
- Share Subscription Agreement, September 26, 1989
 
- Loan Agreement, October 16, 1989
 
- Debenture, May 22, 1990
 
- Accounts February 28, 1991, 1992, 1993
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B3c. Windsor Golf - Nairobi Golf Hotels - Windsor Investments 

- Prospectus Summary, April 24, 1989 
- Loan Agreement (Windsor Investments) January 29, 1990 
- Subscription Agreement August 20, 1990 
- Accounts December 1992 

B3d. Bins Ltd. 

- Summary Investment Analysis - April 1991
 
- Loan Agreement - June 24 1991
 
- Share Ownership Agreement - June 24, 1991
 
- Debenture - June 24, 1991
 
- Accounts - July 1991, 1992, 1993
 

B3e. Siana Springs - Oltukai Mara - Windsor Investments 

- Summary Investment Analysis August 1991
 
- Loan Agreement (Windsor Investments) June 5, 1992
 

B3f. Kenya Crocodile Farm 

- Summary Investment Analysis - December 1990
 
- Loan Agreement - December 31, 1991
 
- Share Subscription Agreement - December 31, 1991
 
- Memorandum of Deposit of Shares - December 31, 1991
 

B3g. Central Glass Industries 

- Summary Investment Analysis - June 1992 
- Loan Agreement (Kenya Central Investment Holdings Ltd), June 3, 1993 
- Accounts June 30, 1993. 

C. IPS 

C1. Agreements and Accounts 

- Shareholders Agreement - July 29, 1992
 
- IFC Line of Equity Agreement - November 13, 1986
 
- Sample Management Agreement
 
- Accounts - 1990, 1991, 1992
 

A-3
 



C2. Portfolio Documents
 

C2a. Premier Food Industries
 

- Accounts - 1988, 1990, 1991, 1992
 

C2b. Premier Refrigeration
 

- Accounts - March 31, 1990, 1991, 1992
 

C2c. Frigoken Ltd.
 

- Loan Agreement, November 20, 1990
 
- Accounts 1990, 1991, 1992
 

C2d. Novaskins Tannery Ltd.
 

- Accounts - 1991, 1992
 

C2e. Ukulima Tools Ltd.
 

- Accounts - 1991, 1992
 

C2f. Allpack Industries Ltd.
 

- Appraisal Report - January 1991
 
- Shareholders Agreement - November 26, 1992
 
- Accounts - August 1993
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ANNEX B
 
PERSONS INTERVIEWED
 

USAID & TRUSTEE 

Private 	Enterprise Office: 

Ex-Private Enterprise Office: 

Regional Legal Office: 

Legal 	Advisors: 

Standard Chartered Bank: 

II. 	 KEM RELATED 

KEM Management Team: 

Ex-KEM Management Team: 

Equator Bank: 

Lonrho 	East Africa Ltd.: 

CODA 	International: 

Apollo Insurance: 


Auditors: 


Legal Advisors: 


Tom Hobgood 
Alfreda 	Brewer 
Abu Khasiani 
Mary 	McVay 

Pete Ondeng 

James 	Dry 

Anthony Vance 

Hamilton Harrison & Matthew -
Michael Somen 

Godfrey Chamungwana 
Charles 	Masheti 

Jack Thomas 
Fredrick Mwangi 

Bruce 	Bouchard 

Frank 	Kennedy 

Mark 	Newman 
Keith 	Atkinson 

D. N. Mwaniki 
Eric Oburrah 

Ashok 	Shah 

Price 	Waterhouse - Julian Ince 

Kaplan 	& Stratton - K. H. W. Keith 
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III. IPS RELATED 

IPS Management Team: 

IFC: 

Aziz Husain 
Mehboob Jesani 
S. Poonawalla 

Vincent Rague 

Michael Hooper 

Auditors: Coopers & Lybrand - Anne Ooga-Eriksson 

IV. KEM PORTFOLIO COMPANIES 

Punchlines Ltd.: Neeraj Aggarwal 

Gringos Ltd.: Howard Crooks 
Nancy Crooks 

Windsor Investments Ltd.: 

Bins Ltd.: 

S. G. Ngaruiya 
J. M. Wainaina 
Tim Davis 

Kenya Crocodile Farm Ltd.: Yuval Regev 

Central Glass Industries Ltd.: M. J. Barlow 

V. IPS PORTFOLIO COMPANIES 

Premier Food Industries Ltd.: C. I. Roy 
lqbal Hajiyani 

Premier Refrigeration and 
Engineering Ltd.: 

S. Kurji 
Mr. Marathe 

Frigoken Ltd.: Amit Patel 

Novaskins Tannery Ltd.: L. R. Kassam 
Karim Peerbhoy 

Ukulima Tools Ltd.: Naser Noorani 
Nadir Dawoodani 

Allpack Industries Ltd.: Niazali Hirani 
Ali Jariwalla 
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VI. OTHER 

Africa Project Development Facility: 


Barclays Merchant Finance Ltd.: 


Barclay Trust Investment 

Services Ltd.: 


Capital Markets Authority: 


Citibank N. A.: 


Dyer & Blair: 


Industrial & Commercial
 
Development Corporation: 


Industrial Development Bank: 


Jacaranda Designs: 


Jubilee Insurance: 


Kenya Commercial Bank: 


Kenya Finance Corporation: 


Madison Insurance: 


Rehabilitation Advisory Services: 


Royal Card: 


Treadsetters: 


John James 

Kitili Mbathi 

Robin Mason 
Musyoka Mwilu 

Darin Gunesekera 
Catherine Kola 
F. W. Omollo 
S. Maina 

Terence Davidson 

J. Mbaru 

G. A. G. Kimaru 

B. W. Maina 
F. J. Maina 
F. K. Githaiga 

Susan Scull-Carvalho 

Abdul Jaffer 

M. J. Fazal 
T. K. Maingi 

Dickson Gachuche 

S. G. Ngaruiya 

Tom Detrie 

Mr. Macharia 

Aashit Shah 
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ANNEX C 
IPS PORTFOLIO 

I. SUMMARY OF INVES NTS 

IPS has to date invested in six companies. These are:
 

Premier Food Industries Ltd.
 
Premier Refrigeration and Engineering
 
Frigoken Ltd.
 
Novaskins Tannery Ltd.
 
Ukulima Tools Ltd.
 
AllPack Industries Ltd.
 

The details of the amounts invested are illustrated in the table on the next page.
 
Below is a comparison of these investments to that anticipated by the project paper (page A
36). Amounts in Kenya shillings have been converted into U.S. dollars at the exchange rate 
prevailing when the transaction occurred. 

Anticipated Actual 

EQUITY U.S. $ 000 EQUITY U.S. $ 000 

Financial Inst. 2,000 IPS 1,134 
(including IPS) AKFED Group 859 

Private Investors 270 

IFC 1,500 IFC 757 
Other Donors 48 

Entrepreneurs 4,500 Entrepreneurs 1,394 

Total Equity 7,500 Total Equity 4,461 

DEBT U.S. $ 000 DEBT U.S. $000 

USAID Credit Line 3,000 USAID Credit Line 2,683 

Other 12,000 Other 4,395 

Total Debt 15,000 Total Debt 7,078 
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IPS - TOTAL INVESTMENTS
 

A) In Ksh Millions 

Borrower Date 

DEBT 

IISAID 

DEBT 

Other 

DEBT 

Total 

EQUITY 

IPS (K) 

Ltd. 

EQUITY 

AKFED 

Group 

EQUITY 

Other 

Private 

EQUITY 

IFC & 

Donors 

EQUITY 

Entrep

reneur 

EQUITY 

Total 

Premier Food Jun 88 

Jun 90 

5.00 

5.00 

18.00 

0.00 

23.00 

5.00 

2.25 

2.25 

0.00 

0.00 

0.00 

0.00 

1.50 

0.75 

2.25 

0.00 

6.00 

3.00 

Premier Refrigeration Aug 88 6.00 22.00 28.00 2.60 0.00 1.17 2.60 6.63 13.00 

Frigoken Ltd. Dec 89 

Jun 93 

8.00 

10.00 

0.00 

0.00 

8.00 

10.00 

4.62 

0.00 

1.40 

0.00 

0.70 

0.00 

1.40 

0.00 

5.88 

0.00 

14.00 

0.00 

Novaskins Tannery Jun 90 16.50 4.50 21.00 6.48 5.20 0.00 4.32 0.00 16.00 

Ukulima Tools Jul 92 4.00 0.00 4.00 2.08 2.08 0.00 1.28 2.56 8.00 

AllPack Industries Aug 92 24.00 88.00 112.00 9.75 23.40 7.80 11.70 25.35 78.00 

Total 78.50 132.50 211.00 30.03 32.08 9.67 23.55 42.67 138.00 

B) In US$ ('000) 

Borrower Date 

Exchange 

Rate 

DEBT 

USAID 

DEBT 

Other 

DEBT 

Total 

EQUITY 

IPS (K) 

Ltd. 

EQUITY 

AKFED 

Group 

EQUITY 

Other 

Private 

EQUITY 

IFC & 

Donors 

EQUITY 

Entrep

reneur 

EQUITY 

Total 

Premier Food Jun 88 

Jun 90 

17.36 

22.91 

288 

218 

1,037 

0 

1,325 

218 

130 

98 

0 

0 

0 

0 

86 

33 

130 

0 

346 

131 

Premier Refrigeration Aug 88 18.08 332 1,217 1,549 144 0 65 144 367 719 

Frigoken Ltd. Dec 89 

Jun 93 

21.53 

77.00 

372 

130 

0 

0 

372 

130 

215 

0 

65 

0 

33 

0 

65 

0 

273 

0 

650 

0 

Novaskins Tannery Jun 90 23.15 713 194 907 280 225 0 187 0 691 

Ukulima Tools Jul 92 40 25 99 0 99 52 52 0 32 64 199 

AllPack Industries Aug 92 45.20 531 1,947 2,478 216 518 173 259 561 1,726 

Total 2,683 4,395 7,078 1,134 859 270 805 1,394 4,461 
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Note: For the purposes of this analysis it is assumed that the term entrepreneur refers to the 
project sponsor or primary joint venture partner. AKFED refers to the Aga Khan Fund for 
Economic Development. In Kenya, AKFED owns companies in three sectors : Industrial -
IPS, Tourism - Tourism Promotion Services, and Finance - Diamond Trust & Jubilee 
Insurance. In the analysis above the investment by AKFED Group refers to investments 
made directly by the fund, Diamond Trust, or Jubilee Insurance. The term private investor 
refers to minority investors who are not connected to other parties. 

I. DETAILS OF PORTFOLIO COMPANIES 

The following pages provide details of the companies in the IPS portfolio. 

As per the trustee's records the amounts outstanding on the USAID credit line at the 
end of June 1993 are as follows: 

Company K sh ('000) 

Premier Foods (1) 2,951
 
Premier Foods (2) 4,407
 
Premier Refrigeration 4,023
 
Frigoken (1) 6,534
 
Frigoken (2) 10,000
 
Novaskins 14,544
 
Ukulima 4,000
 
AllPack 24,000
 

Total 70,459 

The AID Trust Loan details on the following pages are for loans from the Trust to 
IPS. In related loans from IPS to its pcrtfolio companies, it often provides no grace period 
and a maturity of only seven years. 
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A. Premier Food Industries Ltd. 

Nature of Business: 

Activity/Product: Processing tomato sauces, fruit juices, and jams. 
Market: Primarily Kenya. 

Current Ownership: 

Diamond Trust of Kenya (Nominee for IPS) 12.5% 
IpS 62.5% 
IFC 25.0% 

AID Loan Details: 

Loan 1 Amount : sh 5,000,000 
Disbursement Date : June 1988 
Term : 8 years 
Moratorium: : 2 years 
Interest rate : 13% 
Repayments : sh 608,865 half yearly 
Outstanding (June 93) : sh 2,951,064 

Loan 2 Amount sh 5,000,000 
Disbursement Date : June 1990 
Term : 8 years 
Moratorium 2 years 
Interest rate : 13% 
Repayments : 612,840 half yearly 
Outstanding (June 93) : sh 4,407,177 

Use of Fund : Working Capital. 

Viability: 

After a period of rapid expansion, the Company is settling down. The financial ratios show 
that the Company is in a stable financial position but is not generating much cash. Like most 
enterprises tied to agriculture the Company's cash needs are cyclical and in 1992 the 
Company had to get short-term advances from its shareholders. The Company's main 
opportunities for better performance are in the export market which is opening up. Its 
primary threat is competition from South African products imported without payment of 
duty. 

Likely Method and Timing of Divestiture: IPS expects a public flotation after about five 
years. 
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COMPANY: PREMIER FOOD INDUSTRIES LTD. 

SUMMARY FINANCIAL STATEMENTS FOR YEAR ENDING: 

Balance Sheet 


Assets
 

Fixed Assets 

Current Assets 

Pre-operatng/ Formation Expenses 

lmw 

Liabilities
 

Long Term Debt 


Current Liabilities 


Total 

Equity 
Share capital + Premium 

Reserves + Retained earnings 

low 

Liabilities + Equity 

Income Statement (Profit &Loss Account) 

Turnover (Sales) 

Less: Cost of Sales 

Gross Profit 

Less: 	Interest Expense 


Admin &Mktg. Expense 


Depreciation 


ThMaEaPC= 

Profit 

Cash Flow from Operations 

Net Profit before Tax 


Add: Interest 


Add: Depreciation 


lota 

FINANCIAL RATIOS 

Capital Structure 

Liabilities/Equity 

Margin Ratios 

Gross Operating Margin 

Debt Service Coverage 

Cash Flow from Operations/Interest Expense 

C5 

December 31, 1992 

KSH '000 

65,849 

29,820 

39 

95.708 

29.840 

29,134 

58,974 

9.000 

27,734 

36,734 

95,708 

KSH '000 

64,959 

48.388 

16,571 

6,866 

7,559 

220 

14,645 

1,926 

KSH '000 

1,926 

6,866 

220 

9,012 

1.61 

26% 

1.31 



B. Premier Refrigeration and Engineering 

Nature of Business: 

Activity/Product: Manufacturing refrigeration equipment and agricultural implements in 
Nakuru.
 
Market: Primarily Hire Purchase stores in Kenya.
 

Current Ownership:
 

Currently 100% Kurji family following liquidation of IPS equity interest.
 

AID Loan Details
 

Amount : sh 6,000,000 
Disbursement Date : August 1988 
Term : 8 years 
Moratorium: : 2 years 
Interest rate : 13% 
Repayments sh 732,711 half yearly 
Outstanding (June 93) : sh 4,023,219 
Loan Details: 

Use of Funds: Rehabilitation of Company. 

Viability: 

The Company is the only local manufacturer of refrigeration equipment. It has a royalty and 
technical assistance agreement with Lec, a major British manufacturer with an established 
brand name. The Company competes with importers and assemblers of brand name 
refrigeration equipment. It has been experiencing problems due to a transition in family 
management. The financial ratios (for the year ending March 1992) indicate that it is highly 
leveraged and does not have a healthy cash position. The management informed the 
evaluation team that the accounts as of March 1993, while not available, did show a better 
picture. 

Likely Method and Timing of Divestiture: Already divested although an AID Trust Loan is 
still outstanding. 
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COMPANY: PREMIER REFRIGERATION AND ENGINEERING 

SUMMARY FINANCIAL STATEMENTS FOR YEAR ENDING: March 31, 1992 

Balame Sheet KSH '000 

Assets 

Fixed Assets 29,860 
Current Assets 37,604 
Pre-operating/ Formation Expenses 5,097 
lotw 72.561 

Liabilities 

Long Term Debt 38,937 
Current Liabilities 36,809 
Tota! 75,746 

Equity 
Share capital + Premium 13,000 
Reserves + Retained earnings (16.185) 
lola (3,185) 

Liabilities + Equity 72.561 

Income Statement (Profit & Loss Account) KSH '000 

Turnover (Sales) 40,769 
Less: Cost of Sales 25,920 

Gross Profit 14,849 

Less: Interest Expense 6,117 
Admin & Mktg. Expense 6,106 
Depreciation 2.066 

TotalExpansca 14,289 

Prfui 560 

Cash Flow from Operations KSH '000 
Net Profit before Tax 560 

Add: Interest 6,117 
Add: Depreciation 2,066 

Total 8,743 

FINANCIAL RATIOS 

Capital Srncture 

Liabilities/Equity (23.78) 

Margin Ratios 
Gross Operating Margin 36% 

Debt Service Coverage 

Cash Flow from Operations/Interest Expense 1.43 
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C. Frigoken Ltd. 

Nature of Business: 

Activity/Product: Canning and freezing of vegetable produce. 
Market: Exported to Europe. 

Current Ownership: 

Yamada Investments (KHE) 29% 
Redhill Estate (KHE) 13% 
Esara Investments 5% 
IFC 10% 
AKFED 10% 
IPS 33% 
Note: KHE refers to Kenya Horticultural Exporters, one of the largest exporters of fresh 
horticultural produce. 

AID Loan Details: 

Loan 1 Amount : sh 8,000,000 
Disbursement Date : December 1989 
Term : 8 years 
Moratorium: / : 2 years 
Interest rate : 13% 
Repayments : sh 980,545 half yearly 
Outstanding (June 93) : sh 6,533,796 

Loan 2 Amount sh 10,000,000 
Disbursement Date : June 1993 
Term : 8 years 
Moratorium: : 2 years 
Interest rate : 13% 
Repayments : sh 1,225,681 half yearly 
Outstanding (June 93) : sh 10,000,000 

Use of Funds: Purchase of equipment.
 

Viability:
 

The Company is well managed and expanding rapidly. Financial ratios indicate it is
 
financially sound. Besides increasing its exports of green beans the Company is also looking
 
to expand its product line to include gherkins, broccoli, and potato products.
 

Likely Method and Timing of Divestitur ; Sale to the joint-venture partner (KHE).
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COMPANY: FRIGOKEN 

SUMMARY FINANCIAL STATEMENTS FOR YEAR ENDING: December 31, 1992 

Balance Sheet KSH '000 

Assets 
Fixed Assets 42.081 
Current Assets 48,709 
Pre-operating/ Formation expenses 0 
TOW 90,790 

Liabilities 

Long Term Debt 16,902 
Current Liabilities 48.278 
Total 65,180 

Equity 

Share capital + premium 18,666 
Reserves + Retaied earnings 6.944 
Ta! 25.610 

Liabilities + Equity 90.790 

Income Statement (Profit & Less Account) KSH '000 

Turnover (Sales) 167,282 
Less: Cost of Sales 137,317 

Gross Profit 29,965 

Less: Interest Expense 2,922 
Admin & Mktg. Expense 5,212 
Depreciation 6,125 

Iotal Fxpnscs 14,259 

Profit 15,706 

Cash Flow from Operations KSH '000 
Net Profit before Tax 15,706 

Add: Interest 2,922 
Add: Depreciation 6,125 

Toal 24,753 

FINANCIAL RATIOS 

Capital Structure 

Liabilities/Equity 2.55 
Margin Ratios 

Gross Operating Margin 18% 
Debt Service Coverage 

Cash Flow from operations/Interest Expense 8.47 
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D. Novaskins Tannery Ltd. 

Nature of Business: 

Activity/Product: Tanning goat and sheep skins. 
Market: Primarily exports to Europe. 

Current Ownership: 

IPS 40.5% 
Diamond Trust 12.5% 
Leather Industries of Kenya (LIK) 20.0% 
IFC 20.0% 
Prefund (Donor) 7.0% 

Note: IPS also has a 24.5 % shareholding in LIK. 

AID Loan Details: 

Amount : sh 16,500,000 
Disbursement Date : June 1990 
Term : 8 years 
Moratorium: : 2 years 
Interest rate : 13% 
Repayments : sh 2,022,374 half yearly 
Outstanding (June 93) : sh 14,543,685 

Use of Funds: Equipment and working capital. 

Viability: 

The Company's current product, unfinished skins, is a commodity and subject to the vagaries 
of world commodity markets. In the future this will be less of a concern as the Company 
moves toward production of finished skins. The Company also experienced considerable raw 
material supply problems in 1990 and 1991. Financial ratios indicate that the Company was 
in a healthy financial position as of December 1992. However as the Company starts 
repaying the loan it may experience cash flow problems. 

Likely Method and Timing of Divestiture: It is likely the Company will merge with LIK in 
preparation of a public flotation within 2-3 years. 
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COMPANY: NOVASKINS TANNERY LTD. 

SUMMARY FINANCIAL STATEMENTS FOR YEAR ENDING: December 31, 1992 

Balance Sheet KSH 000 

Assets 

Fixed Assets 17,455 

Current Assets 30,359 
Pre-operating/ Formation Expenses 959 

Total 48,773 

Liabilities 

Long Term Debt 16,596 
Current Liabilities 14,803 

1o0- 31,399 

Equity 
Share capital + Premium 16.000 
Reserves + Retained Earnings 1,374 

loal 17.374 

Liabilities + Equity 48,773 

Income Statement (Profit & Loss Account) KSH '000 

Turnover (Sales) 36,185 
Less: Cost of Sales 20.979 

Gross Profit 15,206 

Less: Interest Expense 3,893 
Admin & Mktg. Expense 1,010 

Depreciation 1,770 

TotalExpcnes 6,673 

Pofit 8.533 

Cash Flow from Operations KSH '000 

Net Profit before Tax 8.533 
Add: Interest 3.893 
Add: Depreciation 1,770 

I14,196 

FINANCIAL RATIOS 

Capital Structure 

Liabilities/Equity 1.81 

Margin Ratios 

Gross Operating Margin 42% 

Debt Service Coverage 

Cash Flow from Operations/Interest Expense 3.65 
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E. Ukulima Tools Ltd. 

Nature of Business:
 

Activity/Product: Manufacture of agricultural hand tools such as hoes, machetes, and
 
shovels.
 
Market: Primarily Kenya.
 

Current Ownership:
 

Kassim-Lakha Abdulla Trust Co. 32.0%
 
(held in trust for original owners - Sidi family)
 
Wire Products (WPL) 13.5%
 
Diamond Trust (Nominees for WPL) 12.5%
 
IPS 26.0%
 
IFC 16.0%
 

Note: WPL is an IPS Company.
 

AID Loan Details:
 

Amount : sh 4,000,000 
Disbursement Date : July 1992 
Term : 8 years 
Moratorium: : 2 years 
Interest rate : 13% 
Repayments : sh 490,272 half yearly 
Outstanding (June 93) : sh 4,000,000 

Use of Funds: Purchase of equipment. 

Viability: 

The Company runs a simple operation with good quality products. It is well placed 
for exports to neighboring countries. However, it continues to face strong competition from 
cheap imports from China. The Company experienced a few bad years due to poor 
equipment. The financial ratios indicate that the Company's position has improved. 

Likely Method and Timing of Divestiture: IPS is likely to have difficulty divesting its shares 
unless the Company is sold to a competitor or to the original owners. 
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COMPANY: UKULIMA TOOLS LTD. 

SUMMARY FINANCIAL STATEMENTS FOR YEAR ENDING: 

Balance Sheet 


Assets
 

Fixed Assets 


Current Assets 


Pre-operating/ Formation Expenses 


lowa 

Liabilities
 

Long Term Debt 


Current Liabilities 


Toal 

Equity 
Share capital + Premium 

Reserves + Retained Earnings 

Total 

Liabilities + Equity 

Income Statement (Profit & Loss Account) 

Turnover (Sales) 


Less: Cost of Sales 


Gross Profit 

Less: Interest Expense 


Admin & Mktg. Expense 


Depreciation 


TotalF,.ppnse 

Profit 

Cash Flow from Operations 

Net Profit before Tax 

Add: Interest 

Add: Depreciation 

Total 

FINANCIAL RATIOS 

Capital Structure 

Liabilities/Equity 

Margin Ratios 

Gross Operating Margin 

Debt Service Coverage 

Cash Flow from Operations/Interest Expense 

C13 

December 31, 1992 

KSH '000 

23.963 

18.001 

373 

42,337 

10.128 

15,462 

25,590 

8,000 

8.747 

16,747 

42,337 

KSH '000 

26,757 

21.079 

5.678 

1,704 

1,270 

1,233 

4.207 

1,471 

KSH '000 

1.471 

1.704 

1,233 

4,408 

1.53 

21% 

2.59 



F. AllPack Industries Ltd. 

Nature of Business: 

Activity/Product: Manufacture of corrugated cajtons for packing. 
Market: Primarily horticultural export firms. 

Current Ownership: 

Yamada Investments (KHE) 20.0% 
Redhill Estate (KHE) 12.5% 
Vegpro 7.5% 
Esara Investments 2.5% 
IFC 15.0% 
IPS 12.5% 
Diamond Trust 12.5% 
Jubilee Insurance 12.5% 
AKFED 5.0% 

Note: KHE refers to Kenya Horticultural Exporters, one of the largest exporters of fresh 
horticultural produce. 

AID Loan Details: 

Amount : sh 24,000,000 
Disbursement Date : June 1993 
Term : 8 years 
Moratorium: : 2 years 
Interest rate : 13% 
Repayments : sh 2,941,636 half yearly 
Outstanding (June 93) : sh 24,000,000 

Use of Funds: Purchase of equipment and working capital. 

Viability: 

The Company has captive customers in the horticultural industry (KHE & Vegpro). 
Its products are thought to be of high quality. However the Company is currently operating 
at only 20 percent capacity. It is still in a start-up mode. Although the Company appears to 
have potential, it may face cash flow problems when the loans become payable unless it can 
increase its production. 

Likely Method and Timing of Divestiture: If the Company is successful IPS may be able to 
offer it for public flotation after five years. 
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COMPANY: ALLPACK INDUSTRIES 

SUMMARY FINANCIAL STATEMENTS FOR 8 MONTHS ENDING: 

Balance Sheet 


Assets
 
Fixed Assets 

Current Assets 

Pre-operating/ Fornation expenses 

Tota 


Liabilities
 

Long Term Debt 


Current Liabilities 


TDta 


Equity
 

Share capital + premium 


Reserves + Retained earnings 


"l'oal 


Liabilities + Equity 

Income Statement (Profit &Loss Account) 

Turnover (Sales) 


Less: Cost of Sales 


Gross Profit 

Less: Interest Expense 


Admin & Mktg. EApense 


Depreciation 


TotalExpcnscs 

Profit 

Cash Flow from Operations 

Net Profit before 'fax 


Add: Interest 


Add: Depreciation 


Total 

FINANCIAL RATIOS 

Capital Structure 

Liabilities/Equity 

Margin Ratios 

Gross Operating Margin 

Debt Service Coverage 
Cash Flow from operations/Interest Expense 

C15 

August 31, 1993 

KSH '000 

153,518 

110,178 

9,514 

273,210 

112,000 

86,805 

198,805 

78,000 

(3,595) 

74,405 

273,210 

KSH '000 

81,457 

46,668 

34,789 

18,439 

12,791 

7,154 

38,384 

(3,595) 

KSH '000 

(3,595) 

18,439 

7,154 

21,998 

2.67 

43% 

1.19 
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ANNEX D 
KEM PORTFOLIO 

I. SUMMARY OF INVESTMENTS 

KEC/KEM has to date invested in or arranged financing for six companies. These 
are: 

Punchlines Ltd. 
Gringos Ltd. 
Windsor Investments 

- Windsor Golf, Siana Springs & Windsor Retail 
Bins Ltd. 
Kenya Crocodile Farm Ltd. 
Central Glass Industries 

Details on the amounts invested are illustrated in the table on the next pate. Below is 
a comparison of these investments to that anticipated by the project paper (Page A-26). 
Amounts in Kenya shillings have been converted into U.S. dollars at the exchange rate 
prevailing when the transaction occurred. For the purposes of this analysis the entrepreneur 
is defined as the project sponsor or joint venture partner. 

Anticipated Actual 

EQUITY U.S. $ 000 EQUITY U.S. $ 000 

Financial Inst. 2,000 KEC 914 
(including KEC) Other 5,438 

Entrepreneurs 3,000 Entrepreneurs 7,962 

Total Equity 5,000 Total Equity 14,315 

DEBT U.S. $ 000 DEBT U.S. $000 

USAID Credit Line 4,000 USAID Credit Line 2,983 

Other 6,000 Other 8,640 

Total Debt 10,000 Total Debt 11,624 
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KEC - TOTAL INVESTMENTS
 

A) In Ksh Millions 

Borrower Date 

DEBT 

USAID 

DEBT 

Other 

DEBT 

Total 

EQUITY 

KECL 

EQUITY 

Other 

EQUITY 
Entrep
reneur 

EQUITY 

Total 

Punchlines Ltd. Nov 89 8.25 3.50 11.75 5.50 0.00 11.20 16.70 

Gringos Ltd. Dec 89 
Nov 91 

2.50 
1.50 

3.00 
1.80 

5.50 
3.30 

1.68 
1.00 

0.00 
0.00 

1.82 
1.10 

3.50 
2.10 

Windsor Investments Ltd. 
(for Nairobi Golf Hotels Ltd.) 

(for Oltukai Mara Ltd.) 
(for Windsor Retail) 

Apr 90 

Oct 91 
Aug 92 

9.00 
36.00 
2.25 

111.90 
0.00 
0.00 

120.00 

36.00 
2.25 

6.00 

0.00 
1.50 

26.00 
0.00 
0.00 

101.00 
20.00 
2.50 

133.00 
20.00 
4.00 

Bins Ltd. Oct 91 0.90 0.00 0.90 0.60 0.00 0.00 0.60 

Kenya Crocodile Farm Ltd. Nov 91 9.90 6.20 16.10 6.60 0.00 3.50 10.10 

Central Glass Industries Jun 93 18.00 163.50 181.50 0.00 219.00 103.50 322.50 

Total 88.30 289.00 377.30 22.88 245.00 244.62 512.50 

B) In US$ ('000) 

Borrower Date 
Exchange 

Rate 

DEBT 

USAID 

DEBT 

Other 

DEBT 

Total 

EQUITY 

KECL 

EQUITY 

Other 

EQUITY 
Entrep
reneur 

EQUITY 

Total 

Punchlines Ltd. Nov 89 21.6 382 162 544 255 0 519 773 

Gringos Ltd. Dec 89 
Nov 91 

21.6 
28.4 

116 
53 

139 
63 

255 
116 

78 
35 

0 
0 

84 
39 

162 
74 

Windsor Investments Ltd. 
(for Nairobi Golf Hotels Ltd.) 
(for Oltukai Mara Ltd.) 
(for Windsor Retail) 

Apr 90 
Oct 91 
Aug 92 

22.9 
28.6 
45.2 

393 
1,259 

50 

4,847 
0 
0 

5,240 
1.259 

50 

262 
0 

33 

1,135 
0 
0 

4,410 
699 

55 

5,808 
699 
88 

Bins Ltd. Oct 91 28.6 31 0 31 21 0 0 21 

Kenya Crocodile Farm Ltd. Nov 91 28.6 346 217 563 231 0 122 353 

Central Glass Industries Jun 93 50.9 354 3,212 3,566 0 4,303 2,033 6,336 

Total 2,983 8,640 11,624 915 5,438 7,962 14,315 
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Although it would appear that KEC's actual investments exceed the expectations, the 
figures are distorted by the investments in Central Glass and Windsor Investments. These 
two investments constitute 90 percent of the total debt and equity figures indicated above. 
However KEC provided none of the equity for Central Glass and less than 5 percent of the 
equity in Windsor Investments. 

II. DETAILS OF PORTFOLIO COMPANIES 

The following pages provide details on the companies in the KEC Portfolio. 

As per the Trustee's records the amounts outstanding on the USAID credit line at the 
end of June 1993 are as follows: 

Comp___y K sh ('000) 

Punchlines 6,335 
Gringos 4,000 
Windsor Investments - 1 9,000 

Bins 
Kenya Crocodile 
Central Glass 

-2 
-3 

Farm 

36,000 
2,250 

900 
9,900 
18,000 

Total 86,385 
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A. Punchlines Ltd. 

Nature of Business: 

Activity/Product: Manufacture of computer stationery. 
Market: Kenyan businesses - primarily large private banks. 

Current Ownership: 

100% ownership by Aggarwal family following divestiture by KEC. 

AID Loan Details: 

Amount : 8,250,000 
Disbursement Date : November 89 
Interest Rate . 10% 
Repayments : sh 150,000 monthly 
Outstanding (June 93) : sh 6,335,612 

Note: Repayments have been accelerated following divestiture by KEC.
 

Use of Funds: Replacement of foreign currency-denominated loan from IDB.
 

Viability:
 

The Company has high quality products and is growing steadily. It faces stiff 
competition from cheap foreign products imported without payment of duties. The financial 
ratios indicate that the Company is highly leveraged but otherwise healthy. Based on current 
market conditions it should be able to make Trust Loan payments. 

Likely Method and Timing of Diveviture: KEC has already divested its shareholding. 
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COMPANY: PUNCHLINES LTD. 

SUMMARY FINANCIAL STATEMENTS FOR YEAR ENDING: 

Balance Sheet 


Assets
 
Fixed Assets 


Current Assets 


Pre-operatming/ Formation Expenses 


law 

Liabilities
 

Long Term Debt 

Current Liabilities 


ToaI 

Equity 

Share Capital + Premium 

Reserves + Retained Earnings 

m2.524 

Liabilities + Equity 

Income Statement (Profit & Loss Account) 

Turnover (Sales) 


Less: Cost of Sales 


Gross Profit 

Less: Interest Expense 


Admin & Mktg. Expense 


Depreciation 


TtlLxpeses 

ErotMl 

Cash Flow from Operations 

Net Profit before Tax 


Add: Interest 


Add: Depreciation 


Inial 

FINANCIAL RATIOS 

Capital Strcture 

Liabilities/Equity 

Margin Ratios 

Gross Operating Margin 

Debt Service Coverage 
Cash Flow from Operations/interest Expense 

D5 

June 30, 1992 

KSH '000 

15,385 
12,834 

0 

28,219 

14.225 
11,470 

25.695 

11,167 

(8,643) 

28,219 

KSH '000 

31.973 

26,531 

5.442 

786 

3,483 

192 

4,461 

981 

KSH '000 

981 

786 

192 

1,959 

10.18 

17% 

2.49 



B. Gringos Ltd. 

Nature of Business: 

Activity/Product: Restaurant near Runda serving primarily Mexican food. Also does 
outside catering. 

Market: For restaurant - high income patrons residing in the neighborhood or 
working at UNEP. For catering - primarily schools with international students. 

Current Ownership: 

Mr & Mrs. Crooks 52% 
KEC 48% 

AID Loan Details: 

Amount : 4,000,000 
Disbursement Date : December 89 
Interest Rate 13% 
Repayments sh 330,000 half yearly. 

Outstanding (June 93) : sh 4,000,000 

There were two loans of sh 2.5m and sh 1.5m. During financial restructuring in 
1991 the two loans were combined. The Trustee now regards this as one loan with a term of 
eight years. 

The Crooks family recently brought its loan payments up to date by paying all interest 
arrears. On 12/17/93 a total of Ksh. 970,260 was paid. It has further been agreed that the 
family will pay Ksh. 400,000 by 4/30/94. The payments are coming from the Crooks' other 
businesses. 

Use of Funds: Renovation of building, purchase of equipment, and working capital. 

Viability: 

The business experienced problems from the beginning. The management hired by 
the owners was inadequate and unaware of local conditions. The quality of food was 
inconsistent and the business got a lot of adverse publicity. The owners are now taking 
keener interest in the business bu" it is unlikely that they will be able to save it. Under 
current operating circumstances th, Company is not in a position to satisfy its creditors 
including the Trust. Nor does it appear to be generating enough cash to cover costs. It may 
be forced to shut down even before foreclosure. 

Likely Method and Timing of Divestiture: The owners of the company claim to be 
considering buy-out options for their and KEC's equity interests and the repayment of the 
Trust Loan including interest and penalties due. 
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COMPANY: GRINGOS LTD. 

SUMMARY FINANCIAL STATEMENTS FOR YEAR ENDING: 

Balance Sbeet 

Assets
 

Fixed Assets 


Current Assets 


Pre-operating/ Formation Expenses 

lowa 

Liabilities
 

Long Term Debt 


Current Liabilities 


lotw 

Equity 

Share capital + Premium 

Reserves + Retained Earnings 

lowa 

Liabiities + Equity 

Income Statement (Profit & Loss Account) 

Turnover (Sales) 


Less: Cost of Sales 


Gross Profit 

Less: Interest Expense 


Admin & Mktg. Expense 


Depreciation 


Total zpcnscq 

PrMfit 

Cash Flow from Operations 

Net profit before Tax 


Add: Interest 


Add: Depreciation 


TOW 

FINANCIAL RATIOS 

Capital Structure 

Liabilities/Equity 

Margin Ratios 

Gross Operating Margin 

Debt Service Coverage 

Cash Flow from Operations/Interest Expense 

D7 

February 28, 1993 

KSH '000 

4,441 

3,954 

1,161 

9.556 

14,043 

7,622 

21,665 

5,583 

(17,692) 

(12,109) 

9.556 

KH '000 

18,049 

14,334 

3,715 

1,235 

6,183 

1,356 

8.774 

(5,059) 

KSH '000 

(5,059) 

1,235 

1.356 

(2,468) 

(1.79) 

21% 

(2.00) 



C. Windsor Investments 

Nature of Business: 

Holding Company that has invested in the tourism industry. Its investments include: 

Nairobi Golf Hotels Ltd. - operates the Windsor Golf & Country Club, a luxury 
hotel and golf club on the outskirts of Nairobi. 

Oltukai Mara Ltd. - operates the Siana Springs game lodge at Masai Mara. 

Windsor Retail Ltd. - operates retail stores at Windsor Golf and Siana Springs. 

Current Ownership: 

KEC owns about 13 percent of Windsor Investments while Madison Insurance owns 
51 percent. 

Windsor Golf & Country Club is owned by Nairobi Golf Hotels Ltd. This Company 
is owned by Fairview Investments Ltd (76 percent) and Windsor Investments Ltd (24 
percent). 

Siana Springs is owned by Oltukai Mara Ltd. This Company is owned 100 percent 
by Windsor Investments. 

It was anticipated that Windsor Investments would have 50 percent ownership of 
Windsor Retail. However there have been some complications and the ownership status is 
not clear. 

Sharehodlers' Breakdown: 

Shareholders' Mines 	 so. of Nominal Value Share Total Amnt I 
Shares of the Shares Prosim 
Held
 

DW Stockdate 1 1 99 100 --


PS Ngori 1 1 99 100 --


Windsor Holdings 74,998 74,998 7,424,802 7,499,800 12.77
 
Ltd.
 

Madison Insurance 299,998 299,998 29,699,802 29,999,800 51.06
 
Co (K)Ltd.
 

S GMgaruiya 1 1 99 100 --

JM Wainaina 1 
 1 99 100 --

Leisure Fund 75,000 75,000 7,4,25,000 7,500,000 12.77
 

(Kenya) Ltd.
 
Kenya Equity 137,500 137,500 13,612,500 13,612,500 23.4
 
Capital Ltd.
 
(As trustee of Ei)
 

TOTAL 	 587,500 587,500 58,162,500 58,750,000 100
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C. Windsor Investments (cont.) 

AID Loan Detals: 

Loan 1 Amount 
Disbursement Date 
Repayments 
Outstanding (June 93) 

: 9,000,000 
: April 90 
: Income participation. Principal payable at maturity 

sh 9,000,000 
No dividends have been paid to date. 

Loan 2 Amount : 36,000,000 
Disbursement Date : October 91 
Interest Rate : 16% 
Repayments . sh 7,056,000 
Outstanding (June 93) sh 36,000,000 
Moratorium on principal to October 31, 1994. 

Loan 3 Amount : 2,250,000 
Disbursement Date August 92 
Interest Rate 

. 

16%. 

Repayments : as per Loan 2 
Outstanding (June 93) sh 2,250,000 

- annually. 

This loan was rolled into Loan 2 and repayments combined. 

Use of Funds: 

Loan 1: Construction of hotel. 
Loan 2: Purchase of existing lodge and renovation 
Loan 3: Working Capital 

Viability: 

The Company is at the high end of a competitive industry. It has associated itself 
with experienced hoteliers and tour operators in the form of Windsor Holdings and 
Abercrombie & Kent. However it is vulnerable to swings in business depending on Kenya's
perception in the world as a holiday destination. Both Windsor Golf & Siana Springs have 
also experienced security problems in their surroundings. The financial ratios indicate that 
the Company is well capitalized. As it is still in a start-up mode it is impractical to measure 
likely operating cash flow. 

Likely Meth9d and Timing of Divestiture: If the Company is successful a public flotation 
may be conceivable after about five years. In the meantime if KEC is not able to contribute 
to the additional equity capital needs of Windsor Investments its shareholding will be diluted. 
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COMPANY: WINDSOR INVESTMENTS LTD. 

SUMMARY FINANCIAL STATEMENTS FOR YEAR ENDING: 

Balance Sheet 

Assets
 

Fixed Assets 


Current Assets 


Invesunenls 


Toaw 

Liabilities
 

Long Term Debt 


Current Liabilities 


Tolal 

Equity 
Share Capital + Premium 

Reserves + Retained Earnings 

Total 

Liabilities + Equity 

Income Statement (Profit & Loss Accotmt) 

Turnover (Sales) 


Less: Cost of Sales 


Gross Profit 

Less: Interest Expense 


Admin & Mktg. Expense 


Depreciation 


Tom] Pipcnw 

PMfit 

Cash Flow from Operations 

Net Profit before Tax 


Add: Interest 


Add: Depreciation 


Total Cash Flow 

FINANCIAL RATIOS 

Capital Structure 

Liabilities/Equity 

Margin Ratios 

Gross Operating Margin 

Debt Service Coverage 

Cash Flow from Operations/Interest Expense 

D1O 

December 31, 1992 

KSH '000 

4.362 

26.A85 

95.017 

125.864 

53.010 

11.166 

64.176 

58.750 

2.938 

61.688 

125.864 

KSH '000 

NA 

NA 

8.379 

8.042 

176 

0 

8.218 

161 

KSH '000 

161 

8,042 

0 

8.203 

1.04 

NA 

1.02 



D. Bins Ltd. 

Nature of Business: 

Activity/Product: Garbage collection and disposal. 
Market: High income residential neighborhoods and industry. 

Current Ownership: 

The shareholding for Bins Ltd. is as follows: Tim Davis 6 percent, Wendy Davis 45 
percent, J. Van der Wal 20 percent, and Manufacturing and Industrial Services Fund 29
 
percent.
 

AID Loan Details:
 

Amount 900,000 
Disbursement Date : October 91 
Interest Rate . 13% 
Repayments : sh 117,000 half yearly 

Outstanding (June 93) : 
Principal payable at maturity 
900,000 

Use of Funds: Working capital. 

Viability: Because it is larger than the other two private garbage collection firms combined, 
Bins appears to have a strong strategic position in proposed bidding to take over a portion of 
the garbage collection from the City Council. City Council collection now represents 85 
percent of total collection. However Bins will need to address its management, accounts 
receivable, and financial problems if it is to handle this opportunity successfully. 

Likely Method and Timing of Divestiture: It is possible that Bins could be acquired by a 
large company interested in bidding for privatization tenders. In such a case the AID/KEC 
participation should be sold to such a bidder. 
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COMPANY: BINS LTD. 

SUMMARY FINANCIAL STATEMENTS FOR YEAR ENDING: July 31 1993 

Balance Sheet 

Assets 

Fixed Assets 

Current Assets 

Pre-opcrating/ Formation Expenses 

Toai 

KSH '000 

1,732 

3.126 

12 

4.870 

Liabilities 

Long Term Debt 

Current Liabilities 

loaw 

1,051 

4.671 

5,722 

Equity 

Share capital + Premium 

Reserves + Retained Earnings 

low 

20 

(872) 

(852) 

Liabilities + Equity 4.870 

Income Statement (Profit & Les Accomt) KSH '000 

Turnover (Sales) 

Less: Cost of Sales 

10,562 

5,506 

Gross Profit 5.056 

Less: Interest Expense 

Admin & Mktg. Expense 

Depreciation 

175 

3.737 

456 

T.otaLFiaric 4,368 

Profit 688 

Cash Flow from Operatlom 

Net Profit before Tax 

Add: Interest 

Add: Depreciation 

Total 

KSH '000 

688 

175 

456 

1.319 

FINANCIAL RATIOS 

Capital Structure 

Liabilities/Equity 

Margin Ratios 

Gross Operating Margin 

Debt Service Coverage 

Cash Flow from Operations/Interest Expense 

D12 

(6.72) 

48% 

7.54 

V 



E. Kenya Crocodile Farm Ltd. 

Nature of Business: 

Crocodile farming: 
- export of skins 
- sale of meat to restaurants in Kenya. 

Entertainment: 
- crocodile viewing & restaurant primarily catering to tourists staying at nearby hotels 
- disco: popular with both local patrons & tourists. 

Current Ownership: 

The managers CLAL (Israeli Company) owns 50 percent. KEC owns 40 percent 
while Alico owns 10 percent. 

AID Loan Details: 

Amount . 9,900,000 
Disbursement Date : November 91 
Interest Rate . 8% 
Repayments : sh 990,000 - Annually 
Outstanding (June 93) : 9,900,000 

Moratorium on principal to November 30, 1994. 

Use of Funds: Replacement of Alico loan. 

Viability: 

The Company is really running two distinct businesses. The entertainment side is 
doing well. Although it is subject to fluctuations in the tourism industry it has a large local 
customer base for the disco. 

The crocodile skins business is not generating a lot of income. As the skins are sold 
to a CLAL tannery in Italy the low income may be more of a reflection of CLAL's transfer 
pricing policies than the viability of the business. 

Likely Method and Timing of Divestiture: The most likely exit strategy would be to spin off 
the non-skins business into a new Company. If this is done KEC could exchange its shares 
in Kenya Crocodile Farm for CLAL's shares in the new Company. The new Company 
could then be sold to someone already in the entertainment business. 
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COMPANY: KENYA CROCODILE FARM 

SUMMARY FINANCIAL STATEMENTS FOR YEAR ENDING: 

Balae Sheet 


Assets
 

Fixed Assets 

Current Assets 

Pre-operating/ Formation Expenses 

TOtW 


Liabilities
 

Long Term Debt 


Current Liabilities 

Total 

Equity 

Share capital + Premium 

Reserves + Retained Earnings 

Ina 

Liabilities + Equity 

Income Statement (Profit & Loss Account) 

Turnover (Sales) 


Less: Cost of Sales 


Gross Profit 

Less: Interest Expense 


Admin & Mktg. Expense 


Depreciation 


Tom] Fxpcnsec 

Profit 

Cash Flow from Operations 

Net Profit before Tax 

Add: Interest 


Add: Depreciation 


Thwa 


FINANCIAL RATIOS 

Capital Structure 

Liabilities/Equity 

Margin Ratios 

Gross Operating Margin 

Debt Service Coverage 

Cash Flow from Operations/interest Expense 

D14 

December 31, 1992 

KSH '000 

18.185 

19,145 

0 

37.330 

4,452 

21,590 

26,042 

12,933 

(1,645) 

11,288 

37.330 

KSH '000 

25,480 

9.511 

15.969 

1,890 

12,876 

985 

15,751 

218 

KSH '000 

218 

1,890 

985 

3,093 

2.31 

63% 

1.64 



F. Central Glass Industries 

Nature of Business: 

Activity/Product: Manufacture of glass bottles. 
Market: Primarily local (Kenya Breweries, Coca Cola etc.). 

Current Ownership: 

The parent Company Kenya Breweries owns 76 percent. Africa Growth Fund (AGF)
has 22 percent while the European Investment Bank has 2 percent. The AGF is a U.S.-based 
venture capital fund managed by Equator Bank. 

AID Loan Details: 

Amount 18,000,000 
Disbursement Date : June 93 
Interest Rate 20% 
Repayments 

. 

sh 6,000,000 - half yearly 
Outstanding (June 93) : 18,000,000 

Moratorium on principal to June 30, 1995. 

Use of Funds: Expansion - new production line. 

Viability: 

The Company's shareholders, Kenya Breweries and Coca Cola (investors through the 
AGF), provide a strong 20 percent captive client base for its output. The Company has also 
started exporting to neighboring countries. As the Company plans to rebuild the furnace in 
the near future, it will require significant foreign currency and this will put a drain on its 
resources. 

Note: The accounts of Central Glass provided by KEM do not show the cost of sales or 
gross profit figures. 

Likely Method and Timing of Divestiture: 

The Company would be a suitable candidate for public flotation in 2-3 years. 
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COMPANY: CENTRAL GLASS INDUSTRIES 

SUMMARY FINANCIAL STATEMENTS FOR YEAR ENDING: June 30, 1993 

Balance Sheet KSH '000 

Assets 

Fixed Assets 883,400 

Current Assets 278,340 

Pre-operating/ Formation Expenses 0 

Total 1.161.740 

Liabilities 

Long Term Debt 166,840 

Current Liabilities 663,480 

Tola! 830,320 

Equity 

Share capital + Premium 384,320 

Reserves + Retained Earnings (52,900) 

Total 331.420 

Liabilities + Equity 1,161,740 

Income Statement (Profit & Loss Account) KSH '000 

Turnover (Sales) 304,860 

Less: Cost of Sales NA 

Gross Profit NA 

Less: Interest Expense 56,575 

Admin & Mktg. Expense NA 

Depreciation 36,800 

TotaL Fxpncs NA 

Profit (14,424) 

Cash Flow from OperaUtom KSH '000 

Net Profit before Tax (14,424) 

Add: Interest 56,575 

Add: Depreciation 36,800 

Ttl 78,951 

FINANCIAL RATIOS 

Capital Structure 

Liabilities/Equity 2.51 

Margin Ratios 

Gross Operating Margin NA 

Debt Service Coverage 

Cash Flow from Operations/Interest Expense 1.40 
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ANNEX E
 
ENVIRONMENTAL IMPACT OF THE EQUITY CAPITAL COMPONENT
 

The potential of the investments to damage or preserve the environment is as follows:
 

Premier Foods Industries Ltd.: No impact.
 

Premier Refrigeration and Engineering: Refrigerant being used previously was toxic.
 
Company is in the process of converting equipment to use newer environmentally friendly
refrigerant. Company is also offering to convert equipment previously delivered to 
customers. 

Frigoken Ltd.: No impact. 

Novaskins Tannery Ltd.: There was potential for effluent to contaminate water supply in 
the area. The company has installed a fully integrated effluent plant which is used as a 
model by the municipality. 

Ukulima Tools Ltd.: Possibly a positive impact as some of the new capital was used to 
replace an inefficient furnace. 

AIlpack Industries Ltd.: No impact. Liquid starch effluent is treated on site using 
integrated plant. 

hinchlines Ltd.: Possibly positive impact as company is making efforts to use recycled 
paper. 

Gringos Ltd.: No impact. 

Windsor Golf: Possibly positive impact - land conservation.
 

Bins Ltd.: Possibly positive impact as service cleans up Nairobi city. There is potential for
 
negative impact if new sites for sorting the garbage are not chosen with care.
 

Siana Springs: No impact.
 

Kenya Crocodile Farm Ltd.: Positive impact as company is rehabilitating an abandoned
 
quarry. Skins production is controlled by regulations of CITES and Kenya Wildlife Service.
 

Central Glass Industries: No impact.
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ANNEX F
 
IMPACT ON EXISTING BUSINESSES
 

OF THE EQUITY CAPITAL COMPONENT
 

On the whole there is no significant indication that the investments displaced existing 
labor intensive businesses owned by indigenous Kenyans or women. Where the new 
investments took away business from existing companies the affected businesses were 
primarily subsidiaries of foreign companies or large Kenyan companies. 

Premier Foods Industries Ltd.: Primary competition is from large Asian-owned company 
and imports from South Africa. 

Premier Refrigeration and Engineering: Only true manufacturer of refrigeration 
equipment in Kenya. Competitors are assemblers and importers. 

Frigoken Ltd.: Primary competition is foreign. Local competitors doing exports are large 
companies owned by Asians or the government. 

Novaskins Tannery Ltd.: No impact. 

Ukulima Tools Ltd.: No impact - primary competition is from Chinese imports. 

AllPack Industries Ltd.: Primary competition is subsidiary of Canadian firm. 

Punchlines Ltd.: Success of this company may impact on lower quality producers who are 
operating at 50 percent capacity. 

Gringos Ltd.: No impact. 

Windsor Golf: May have take away some business away from other large luxury hotels. 

Bins Ltd.: May have affected performance of smaller African owned companies, which 
nevertheless have survived. 

Siana Springs: Possibly affected other large lodges. 

Kenya Crocodile Farm Ltd.: No impact. 

Central Glass Industries: Increased investment may have boosted Central Glass to the 
detriment of Kenya Glass. However Kenya Glass is now re-establishing its operations under 
new ownership. 
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ANNEX G
 
LETTER FROM GRINGO'S RESTAURANT
 

September 10. 1990
 
Nairobi
 

Mr 8 K NZ .ok)
 
Investment, Promotion CenLre.
 
NAt.innj Bank Building 

8t.h Flor
 
Rn' 55704 

ASSISTANCE
 

Dear 8(1n : 

J., I h)i efnef"to our oonvrsations over the Past several 
weeks when woe outlined for vou -.me of the problems we 
h 've hte.n experiencing with local authorities. Thls has 
a)l added up to a continual o.-, of business and has 
qrest.l.v jr-r'ie.ed our costs. 

2. Let me outline fo- you a few of these Problems; 

a. We nplied Riid paid fter installation of business 
te)ephoner six months hefore the first line was installed. 
We rpleaded with telephone offiel JAs in the downtown 
offjr:-... SanAta Hill acid Kabtel offices on a daily basis. 
Wht.we eiot xs a series of fals.e promises, and innuendoes 
that "Chai" wou).d hir, mtters alonq. After the first 
line wcs rinalv installed. All of the foreqoinq was 
repeated aqaJn for- linv 2 and aqain for line 3. 

At. lonq last we h ve tlhrre lxnez. However. we pan rarely 
use them beCIaLIse there is a continual busy signal 
reqistered on every line when you try to call in. Any 
number of phonie people have told us they "would look into 
thi,." The only resporie we have received is that the 
lines are OK.
 

Last Thursday I talked to another man at Banana Hill and
 
on Friday another enqneer appeared at Grinqo's who said
 
our switchboar-d wa'; faulty. We told them this several
 
wemks e:qo. He brouqht another switchboard but that was
 
also faulty. He is to return with yet another board but
 
tells us they are very difficult to find (more ohai?).
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Meanwhile. our lo. nr huines.s h'a. .kvrockete.d her l.I?.. 
outomers oan never rIaPr.:h Us..by plhone for reserv,.tins.
Tour OPerAtors, a very imrortant , lroup to u. 
have aboijt qiven up oliGrinqo'-. ihey can nevei- r' fn,'uS 
by phnre.
 

b. W atel - Grinqo'5, prem'jse v'. I il tI ,) l ,.s.vir-el 

bY Rosslyn Piater est.ate. The e, . Ie's i*:iiart' if makes theni 
responsibl. onl.y to dl.ivol" 251 qal.,. of w:4t.r" per dA' per
user. Sinc:e our serilirement.s far ..zre..d t.hi s we were
 
advised by the e.,tat,e to applv for city waLpr. W-? dij


l.s. The es;tate fulfil.ed our reqij'remrnI.a ; best they 
oould unt.il. the switc:h over w., paJe. 

At t.hi, poinl. wc a-.in h.d to deal wI.h the Cty 
C.,ommi on, wI nse replit,0t.ioi for t , . , . 
inrff .¢iefl.y arlId co'rupticori 1-; 1.'Inival#?d. In the f i-st 
instanne we were told by the Coniin ,lon ,Hnt we would have. 
tro work wi th an "approved City Commis.on contractor" who 
wanted tn charqe us Shs 1JO,,00/ to cornec-t us to o].ty 

3ater , We questioned this and after weels. of hassle 
finlA11V found an hon..st maii in the :cmrnji!ion who told u5 
that, there war, no need to involve a (;ont.I ar.tor since the 
s.wjtc:i ov.r* nnly involved a few extra vnlves witilI1 the 
Co.mmisJ.on 's men would tl-,ta1J and ch~rqe us. After 
wve.ks this w. finAll.y done. however. Addi tonna] problems 
aionsq i.mindiaLelv. 1he cor ,t ctor dirc;ri1nee;ted cur water. 
After repented cal It to the wt.r d pAr'.nI'.nt. in the
 
industrial. area they sa2.d t.hrv woulJd st.i aicllit.en it ^#it and 
send us water by thpir tiLtI.k until they reConnect.ed u . 
They final l.v did reconneot us hut never s rt us any water. 
Of onurse the Gity Commissio is of no n.tanoe. 

We are continually without water anld have. vi.rtualJy one 
full time man trackinq down th, enumerable reasons why we 
I-un out of water. We have been to the UNEP branr.h, to the 
Rosslyn branch, we have done midninht runs within a J0 kins 
radius of Grinqo's Pit.h "officimls" of the r vtmission 
Attemptinq to turn valves off and on and we Are still 
without water. The only way we oan qet water now j% to 
hunt up an "official." and have him track down the problem. 
Of course this always happens on holidays arid Peekends and 
of course It costs us roney. The altnrnative is no water 
and a restaurAnt cannot operate osie day without.wt.er. 
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We have w,' have spent. over Sh0or000/ f':, contract water
 
plus hundreds of wasted emplovee manhours,
 

,. Power- you are awAre of ouf" electrical problems 
which we have experienced from openinq day. We asked the 
KP&L to qJ-ve us a ouote on instal1inq 3 pha-e power. It 
took over a month to 'et t'hem to come out. and "studv" the 
si tuat!on, It took two nitit.hs with numerous, phone c:aJls 
arid visit.s arid whatever. to qe., thein t:o oive uS a pri.e. 
The price was Shis 78000/ whiolh we. p.qid wi.tl the pro'vJso 
they would begin work immed.atr.v. We contracted out our 
portion of the work and are now waitinq on the KP&L who 
have not eveni started hut. have hm.d nur money for months. 
They wouldn't start work until they were p.id in full. 

Because of the power prtcibsn, wre hnve had a generator on 
contract since openinej. TIii .Onsts,j' Shs 600nnl/ per 
month and we still ,'an'L run much Of our equipment because 
the line won't take it.. We've lost thousands of shillinqs 
in perishable food stuffn alld haves incurred thousands of 
shJ..lJnqs additi.onaJ costs of othIer item,.. Only one 
example is the thousandr of shil..ine4s spent daily for iop 
bec-a-'.sp our present n-wer supply can't handle our two ice 
machi rez. 

d, Additionally. wo 9av.3 bpen thrat.mne..d by tlR City 
Conmission for- pu.tinq up 5iqns-, continuallv proni.sed by 
the City iQommission thaf. tLhey would remnov. seiaqe, (which 
is their .ob). atidil.Pd by NCr offi j,*:41s and NHIF officials 
(after beinq in b'isinesc. only 7 montlhs.), harassed by a 
muSi.C Qroup who demande, payment fnr rJavinq in-house 
miisi,, and our manaqers thre.,4tened with jail by an 
arroqant Ministry of HM.n)th official because a qarbaqe bin 
wasn't covered (yet our enLire qarbaqe facility is 
completely enclosed).
 

3. Our experience with t.he customs department is well 
documented. This department operates like a qovernment 
within a government and its standard of corruption and the 
arroqance of certain officials is really unbelievable and 
a disqrace to Kenya. Tre,tment of our manaqer by customs 
officitIl becaue we refused t.o pay "chai" was absolutely 
deqradinq t.o her and should not have to be experienced by 
afyore. 
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4. The assitance we've rec:..v.d from IPC in obtaininq
the necessary ljoenser and Permits was. v-'omim ndable..Wi thout the help of the IPC we would not have Invested.
However, that's only the tip of the iveberci. There are vomany factors workinq aqainst [PC and aqa.list investment inKenya in general that, arp verv disoouraqirnq. 

5. In my opinion, W-Uh.tAntiaJ and conitini l irnve:-itnient. iniKenya. like any other country. equAtA to the Survival andgrowth of this country. The Govpr'nment iS aware of thir
and appears anxious to have investment--local and foreiqin.
Almost dally we read statements about positive Government
attitudes towards investment and how qood the investment. 
climate is in Kenya. 

6. Tht-ouqh the IPC the mechanics of investment have
speeded up, and althrijqll t.here is Still much to be done at.this level, it is very enoo.r-aq!nr4. However. the problems
facing business on a day to day operational level are
still there and qrow nq. and seem to be larqely lqnored byGovernment. The sarwi- mna-s.ive bureaucratic obstacles and

attitudes remain, and opprpse.ive corruptlon continues to
moUnt. The net result jB tlie 
cost 	of doinq bLlSiness here
skyrockets, and Kenya's attraction t., Investors
 
diminishez. On a competitive scal ., Kenya today is 
 far
down 	 the list of attrar:tive countries, to invest in. 

7. We need your immedi.te az :istanc in qettnq ourProblems with water, .pnwr-i phonns And nwe solve'd. 

S. Thank you.
 

Sinoerely,
 

Howard H Crooks
 
Direotor
 

oo: 	 Silas Ita - Manaqjriq Director. P", 
Bruce BouOhard - KEM 
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September jo. 19qo
 
Nairobi
 

Mr 8 K Nzjok,
 
lnvep.tment Pr-omotion Centre
 
Nati, riai 8:rn, u li].'nq
 
8t-1h F lor
 
Po,r 59704
NM. bh1 

ASS ISTANCE
 
*
DJealf ., n.
-1
 

-J. 111) IefO'rS to 01l1- c.onversrations over the past .eler'a 
'Je.,c, when vie out]ined for vou -. rne of the Problealms wo.
have b'een experienoinq wi th l.ocal authoritics. This, ha.
all added up to a Con(I.ua Jo- of busj.ness and has 
qreatlv j ri 'e..-.ed our c:ost.s. 

2. L.et me outline for, VO' a few of these problems: 

a. We apli.ed aiid Paid for in!ta.laton of business 
I:':lephore; sfi, mnr)th' before the first line was instelled,
Wr, p1aded wi th teior.oe offiejaJ.5 in the downtown 
offir:-.p 8anaua Hill anid Kabpte onoffices a daily basis. 
What. we iOt i', a sep'i.e.. of false promi-e-. and innuendoes
 
thl1at: "01h,." WOujId thelr matter.7 91onq. After the first
 
11rie 
was fi ral.Iy inr s;tnl.ed, al] of the foreqoinrq wa-z;

re)eated aqaJin for .inr, 2 and for
aqain line 3. 

it. ].,nq last we have three line-. However, we can rarely
 
use them be-AIeF. there s ,a :ontilnual busv sl.nal
 
reqi.stered orn every 
line when you try to call in. Anv
number of phone people have told theyus "would look into
Lhi,." The only responre we have received is that the
 
Sines are OK.
 

Last. Thursdav I talked to another man at Banana Hill and 
on Friday another enqineer appeared at Grinqo's who said 
our switchboai*d wa.; faulty. We told them this sever-A. 
VieeIks aqo. He brouqht another swit.ohbcard but that was
a),o faulty. He .s to return with yet another board but
tells us they are very difficult to find (more ohai?). 
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Mmanwhie. our Joss of firjti.ness hiar, vlyrooketobd heoalise 
customers can never reah lj by phone for I-e. ervatjnrjs.
Tour oper, tor .. a ve'Vy riiortalit hu: r...,. iroir U toI u. 
have about . i.ven up O Grlinqos. they catn never- I',.at:I, US 
by Winone. 

h.- WA ter - Grinrio'ej pi-emri.s wa- i -- ) y .rvj, e!ReIgi i 41v
by Ross.ir water estate. The est.aqi e' (:hartei mgkez them
respormitb)m on].y to deliv.. 251) qa]. of Ijt.or per day PCI* 
user, Sinc:e our reruirements far e:r.,Peed this vie weare
 
advised by the estate 
 to apply fo:r city.V watr-'. Wemdd

Ihl.. The estate fu|i.].ed ou-r Ireaiji emrni. as; best 

cou.d uni.], the switc:h over, w,.R, ma.je. 

they 

At this roi.rf. wsia .i tAiii had'. to deal with tile rCty

Comnis ion. w Irioe r'eri tfat.ton for ,i '.man. e.emnl.
 
irn'ff.'.ienoy l :*rvi orLruptijrn 1-, ur -ivalt.rj. 
 I ri the f i st 
instm ce we were told by the Commisiirn hint we woul.'j have 
to work Pl th an "approved City Commis.j.ri contract.or" who 
wanted to nharqe u Shs 1.10,000/ to corinerl us, to city
Waer. We questioned this. arid after eel f trase 
fjiuial.v found an honeF.t man in tihe Commi.oi.cm who told u,

that there, wRs no n.!e.ed t.o i.nvolve a ,;ont.z a,:tor einr'. the
 
s.wit r:h over onil]y involved a few extra Va Ives: wNlill 
 the
 
C,nminzion 's. men wOuld 
 ilimtall and ch r'e U. Aftter 
Weeks thi.s wan finally dotrm. however, ardt prb.t,n,q -mT. 
a1-ose i.mm'di.ately,. 'The c:or,trd-t or diicorlncr:ted <,ut water
 
After repealetd cal Is In tlhe wnt.r 
r n . iipF.r,t he
irnliJ.tria] af-e they Said l.tery W0, ,3.J Sti aicl l;i.ten it oitt and 
send us water bv ther- tieuk until th.vi, r -'c'ornected us.
 
They final lv did reconnect un hi.l never c.erlt uS any water
 
Of course the City Commis iorn i. of no m.--..t.nce. 

We are continually without water and have virtual]y one
 
full time mail t.r'c:kinq down thi enumerable 
 reaT;ons why we
 
(',in nut of water'. We have been to the UIJEP branch, 
 to the 
Porslyn branch, we have done midn. lt, run, wit )h.n a 10 Kfls
 
I-adiLIS 
 of Grinqo'5 wit.h "off i.A.s" of the, '.;orniss, on 
attemptinq to tu-n valves off and and we areon ,tiLlWIthout water. The only w;v we can qet water now is to 
hunt up an "official" and have him t'nr.k down the problem.
Of course this always happens on holi.day., arid mbmkends and 
of nOurse )t oosts u, money. The a.mrnative is no ,ater
and a restaurant. cannot, operate oite day wi .hout wpt.er 
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We hve w'. have sp.nt. over, hsDjr0r/ for contraot water
Plus hundrpds of employeeWasted inanhlurs. 

c. Power- you are awAre of OUr electrioal problem5
which we have experienced from openinq day. We asked the
KP&L to qive u a quote on insta].linq 3 pha,.., power. It
took over a month to eiet them to come out and "study" the 
si tuat.j on. It took two mr.tt.hT. with numerous phone callsarirJ v1.stis arid whatever. to qet them to oive uS. a mri.e.
The price was Shs 78000/ which we wi.tlipaid the proviso
they wou]d be.qin work immediat.niv. We contra.ted out ourportion of the work and are now waiti.nq on the KP&L who

have nct even started but have 
 had nur money for months.
They wouldn't start work until they were paid in full. 

Be.Au.-;e of the power prcib]ernT we have had a qenerator on 
contract sin,-e openinq. Thii' .. ts usus Shs 60000/ permonth and we still. aqn l run much of ou raqJiprment beoause 
the line won't take it. We've Io'~l- thousands of shillinqs
in perishable food stuffs ,d have incurred thousands ofshillJngs additlonaJ :tost.-F of ntli r item.. OnJy one
exAmple i.- the thousandc- of TJii.1]iq-5 spent dai.)y for ice
beoa.-is our present power supply cari't handle our two ioe 
machines. 

d,. Addi.t.onally, wr-, have been thrr:,nt.Pnd by tliq City
.v'onimJsion fnr' riuttinq ip siqn=., oitnuAJly promised by
t.he City uoimmieson that. they would r-fmnvr. sewaqe, (wh).ch
is the).r .iob). atidit.s.d hv NCC' affi, 'tj,ls nd NHIF offioials
(aftnr bemnq ixi bki.j,ni,. , only month.), ti ai .
7 snd by a

mus-ic qroup Who demands nayrient for r;Jyinei in-house
 
mu-,ic, and our mRtn,qerz thr.,tener. with jail by an
arr'oqant Ministry of HIr',al, 
 offojal hecue..?se a qarbaqe bin 
wasn't covered (yet our enltre qarba'tqe facility is 
completely enlozed), 

3. Our experience with the customs. dpnartment is P.tl].
dooumented. 
This department rprperate!; like a qovernment
within a Qovernment and its standard of corruption and the 
arroqanoe of 'ertain offioialt 17; 
 really unbelievable and
 
a digqrace to Kenya. Tr.tment of 
our manaqer by customs

officials because ve refu.sed t.o pay "ohaJ" 
was absolutely

dleqradinq to her and should not, have to be experienued by 
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4. The assistance we've rec:4±ved from IPC in obtainvnq
 
the necessary lJoensrv and permits was commendable.
 
Without the help of the IPC ooiild not have
we Invested. 
However, that's only the Lip of the ic:eberq. There arc so 
many factors work~riq aq.ainst IPC and aqaiun.t investment in 
Kenya in qeneral that are very disCoUraqitiq. 

5. Jn my opinion, vub-..tintial And oont.mnual Inv stmrrit i1 
Kpnya, like any othe-r couIntr'y, equat..s to Le surylvAl and 
growth of this country. 7he Govm.rnment s) aware of this 
and appears anxious to have inveF-tment--)ocal And forei.qn. 
Almost daljy we reAd statements about positive Government 
attitudes towards investment And how *.cood the investment 
climate is in Kenya. 

6. Throuqh the TPC tti,: m. .I.'lainic, of investment have 
speeded up, and althouqh there is Sti]l mUch to be done. at. 
this level, it is very enc'.rqlnq. However, the problems 
facing business on a day to day operational level are
 
still there and qrowin . and s.een to be l.argqly iqnored by
 
Government. The same , burealmic-atic obstacles and
 
attitudes remain. and opprPe;].ve rorruption continues to 
mount. The net resul t is tihe cost of do)nq bu-ine-;s here
 
skyrookats, and Kenya's attraction t'o i.nvestor-s
 
diminishes. On a cometitivc scale, Kenya today .i: far
 
down the list of attrae-Live oountrjes to invest in.
 

7. We need your JmmedJ.te assiTJ,,nce in qettinI4 our 
problems with water, povinr, phonez, and rmw.eje s£rJvrd. 

8. Thank you.
 

Sincerely,
 

Howard H Crooks
 
Director
 

00: 	 Silas Ita - Hanaq'niq Director-, IpC 
Bruce Bouchard - KEM 
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ANNEX HSCOPE OF WORK 

I. ACTIVITY TO BE EVALUATED
 

The activity to be evaluated is the Equity Capital component
 
'The Kenya Trust For Enterprise
being implemented through 

This is a component under the


Development" (the Trust). 

is $25
Private Enterprise (PED) Project No. 615-0238. PED 


The project purposes are
million project which began in 1987. 

to strengthen institutions that can improve Kenya's business
 

businesses directly
environment; and to encourage growth of 


through the financial and advisory assistance those
 

institutions provide.
 

Equity capital component were to help
The objectives of the 

establish a new equity capital company in Kenya in which local
 

to assist, both through
financial institutions would invest; 

the new and an existing capital company, in the financing for
 

30 to 40 business startups or expansions; and to contribute 
to
 

a mature equity capital market in Kenya.
the development of 

Enterprise
Although PED ends in 1994, the Kenya Trust for 


is envisioned to
Development, established on 30th June 1987, 


run for 18 years or as determined by USAID. The total funding
 
and .the Trust component was
obligated by USAID for KEM 


be matched by investment by other
$9,644,000 which was to 

investors to the tune of $36,244,000.
 

II. BACKGROUND
 

At the beginning of the project, equity capital in Kenya was
 

identified as being in short supply for start-ups and major
 

expansions among productive businesses particularly those of
 

medium scale. This meant that investment was
small to 

and also that growth in the number and size of
inhibited 


productive business was slower than optimal.
 

Under the equity capital component, USAID/Kenya intended to
 

provide credit and also to arrange for equity capital to be
 

invested in Kenyan private enterprises. In order to provide
 
and
for the management and administration of the loans 


for the
investments made, USAID/Kenya provided assistance 


establishment of The Kenya Trust for Enterprise Development
 

and selected three entities to operationalize the Trust-- two
 

equity capital companies (Kenya Equity Management [KEM] and
 

Industrial Promotion Services Co. Ltd. (IPS]); and a bank
 
These
(Standard Chartered Bank Ltd.), which acts as Trustee. 


Kenyan enterprises are also referred to as the sub borrowers
 

in project letters and documentation. KEM's participation in
 

the Trust will be discussed first.
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Kenya Equity Management Ltd 
(KEM):
 

new equity capital
of one
the 	founding
USAID 
This new company consists 

of two related companies,
initiated 

company. 

Kenya Equity Management 

Ltd (KEM) and Kenya Equity 
Capital Ltd

a
KECL is 

KEM manages KECL which 

is simply a fund. of
(KECL). 	 by a cross section 

capital invested


pool of equity 

investors such as insurance 

companies, pension funds, 
groups
 

of private individuals, 
other financial institutions 

with KEM
 
USAID provides $
 of KECL shareholding.
itself owning 12 1/2% 


2,190,000 for KEM support, 
and a line of $4 million 

for KECL.
 

owned and funded by Equatorial 
Advisory
 

Initially, KECL was Kenya,
Resources Group, Alico 

Ltd., International 


Apollo Insurance company 
and Coda Management Consultancy 

Co.
Services 


This 	may change soon.
 

According to the project 
paper the assistance from 

A.I.D. was
 

to:
 

help 	establish a new equity 
capital company in Kenya 

in
 
i) 	 and other
pensions
financial,t insurance,
which local 


institutions and groups of 
individuals would invest.
 

ii) 	 assist in the financing 
of ten to fifteen business 

start

ups or expansions and;
 

iii) contribute to the development 
of a mature equity capital
 

market in Kenya.
 

INDUSTRIAL PROMOTION SERVICES 
LTD (IPS):
 

Promotion
 
equity capital company, Industrial 


The other 
Kenya (IPS), already existed 

and is funded primarily
 
Services 

by the Aga Khan Foundation.
 

USAID provides IPS with a 
$3 million line of credit 

for on

takes an equity stake in
 
lending to businesses that IPS 

Unlike KEM,
 
jointly with International 

Finance Corporation. 


loaned to IPS rather than 
the sub-borrowers.
 

USAID funds are 9%, repayable in Kenya shillings.

8 years at
The terms are 


USAID also provides a $275,000 
technical assistance grant 

to
 

These teams identify
 
fund 	two new project development 

teams. 
 as
revise proposals
and review and
investments,
potential 

needed.
 

The objective of A.I.D.'s 
assistance to Industrial 

Promotion
 

Services (K) Ltd is to support 
the start-up or expansion 

of up
 

-to twenty productive businesses 
in Kenya, to assist the same
 

number of developing entrepreneurs 
and to increase the number
 

of project development personnel 
in Kenya.
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STANDARD CHARTERED BANK LTD.
 THE TRUSTEE: 

KEM thus $7 million and 
line 	of credit to IPS and is

The total 
Standard Chartered Bank (K) Ltd.
 

is managed by a Trustee, 

The 	 Standard Chartered
 

acting through its subsidiary 


Investment Services Ltd.
 

The Trustee has these responsibilities:
 

1) requesting payment of funds into the 
trust by A.I.D.
 

2) disbursing and collecting the funds
 

3) monitoring loan payment status in the
 
4) instituting any necessary collection 

procedures 


event of default
 
investing the reflows in securities.
5) 

to KEM and IPS either out of the
 
6) 	 Paying the fees due 


by requesting additional funds
 balance in the Trust or 

from USAID.
 

III. 	PURPOSE OF EVALUATION
 

The purpose of this evaluation is to 
provide USAID/Kenya with
 

so
of the progress made far in
 
an independent assessment 
 the
 
meeting the objectives for setting up and funding 

the
under the Trust. In addition 

respective institutions 

evaluation will assist USAID/Kenya in determining its future
 

funding of equity capital in Kenya. 
This evaluation will:
 

the 	equity
or unsuccessful
successful
Determine how
i) 	
component has been in contributing towards 

meeting the
 

private enterprise project and equity component 
goals. In
 

impact of the
 
so doing the evaluator will analyze the 


loans made under the project on the Kenyan 
businesses as
 

well as the Kenyan equity market.
 

a

Determine whether the Trust arrangement is feasible
 

ii) 

instrument for the provision of equity 

capital, and one
 
in future AID
 

that should be repeated, or avoided, 


projects.
 

the current
 
iii) 	Recommend any changes in implementation of 


project.
 

iv) 	Provide general lessons learned for 
equity capital as a
 

development tool in Kenya.
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that the
indication
significant
D. 	 Briefly, is there 

investments of KEM or IPS displaced 

existing businesses?
 

If so, approximate the extent of 
the displacement and the
 

who were

of the sector and people


characteristics 

were 	the displaced businesses
For example,
displaced. 


more 	labor intensive than the new 
businesses? Were the
 

Did
 
owners predominantly indigenous Africans 

or women? 


the displaced businesses use more 
local resources?
 

PROJECT MANAGEMENT:
 

assess project
are designed to 

The following questions 

They should help the
 
management by KEM, IPS, SCB, and 

USAID. 
to project
contribution
examine management's
evaluator 


successes and limitations.
 

A. KEM:
 

equity capital from other
 
much of the intended
i. 	 How 
 KEM raise? If less than
 

investors and entrepreneirs did 


thL estimated target of $5 million, 
why wasn't the full
 

the abovemore, what facilitated
If
amount raised? 

Did it matter that the target was 

or
 
target performance? 

was not reached?
 

structure
select and 

2. 	 Did KEM identify, evaluate, 


investments according to the project 
paper guidance?
 

loan and equity deals together did KEM
 3. 	 In putting the 

How does the evaluation team
 " due diligence"?practice 


assess the "due diligence"?"
 

What 	is the viability of each of the 
businesses receiving
 

4. 

loans, both at the time they received 

the loans and at
 

Assess their long term sustainability, 
taking


present? 

into 	account their market and economic 

environment.
 

support

provide appropriate managerial and 


Did KEM
5. 	 Did KEM make divestment
 services to its sub-borrowers? 
 For example, the fund
 
decisions according to guidance? 


was to sell its equity in each investment 
in about 5 to
 
to be various
 

7 years. The methods of divestment 
were 


types of private placement. Was this 
process followed?
 

Did KEM take appropriate action on 
non-performing loans?
 

6. 


structure of KEM funds, particularly 
with
 

7. 	 Describe the 

How do the various funds
 

regard to the shareholders. 
 Does 	the present

being managed by KEM relate to KECL? 
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at the
structure
the intended 

structure differ from 

What effect does the present
 
beginning of the project? 

structure have on project 

objectives and goals?
 

and impact of
 cause
the nature,
8. What was How were they
in KEM? 

shareholder/management problems impact on the
their 

addressed or solved, and what was KEM, to the
to
problems specific

project? Were the 


particular structure of KEM 
or to equity investments in
 

Kenya in general?
 

What are the prospects
 
Assess the sustainability 

of KEM. 

9. long would this
 

for KEM becoming sustainable, 
and how 


What are the possibilities for 
KEM creating a new
 

take? 

ongoing equity capital company 

in Kenya and a second fund
 

along the same lines as the 
first? Explain.
 

B. Industrial Promotion Services 
Ltd (IPS)
 

from other
equity capital
the interlded
much of
1. How If less than
IPS raise? 

investors and entrepreneurs did 


the estimated target of $7,500,000, 
why wasn't the full
 

above
more, what facilitated the


If
amount raised? 
 up twenty
Did IPS invest in to 

target performance? 

productive businesses in Kenya?
 

What
 
Did IPS expand its Kenyan project 

management staff? 

2. 


observations can the evaluation 
team make in respect to
 

For example,

the project management staff role at 

IPS? 


what are their responsibilities?
 

Did International Finance Corporation 
(IFC) support for
 

3. For example, over
 
IPS continue at the anticipated 

level? 


the first 5 years IPS and IFC 
were to jointly make equity
 

investments of $3 million in industries 
at the rate of
 

$600,000 a year.
 

and structure
select 

4. Did IPS identify, evaluate, 

paper guidance?the projectinvestment according to 

the loan and equity deals together did IPS 
5. In putting 

How does the evaluation team practice "due diligence"? 

assess the "due diligence"?
 

What is the viability of each of the businesses receiving 
b. the loans and at 

the they received
loans, both at time 

financial viability,long termpresent? Assess their and economictheir market
account
taking into 
environment.
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and support
managerial
provide appropriate
Ips are the prospects7. Did What 

services to its sub-borrowers? to
to guidance, is 

for IPS divesting which, 

according 

with significant
2000 and 


take place between 1995 to 


capital gains?
 

What management issues 
arose during the project, 

and how
 

8. Did they interfere with 
sourcing
 

were they addressed? 

and rapidly concluding 

solid investments?
 

of IPS as an
 
term sustainability
the long
9. Assess 


institution.
 
How
 

Compare the strengths and 
weaknesses of IPS and KEM. 


10. 

could each institution's 

psrformance be improved?
 

C. Standard Chartered Bank 
LTD:
 

to the
according
the Trust funds
SCB manage
1. Did the 

agreement?
 

specific
Can any
appropriate?
Was the agreement project
2. to improve the 

be made now
amendments 


performance?
 

D. USAID:
 

Did USAID/Kenya meet all 
of its responsibilities 

in the
 
1. 

various project agreements?
 

Were USAID agreements appropriate, 
sufficiently specific,
 

2. not provide

For example, USAID did 
specific? toor too loans sub
the terms of the 

guidance regarding of a one-timea practiceKE establishedborrowers. 
disbursement of the full loan 

amount, rather than gradual
 

disbursements, which could 
imply less control over how 

a
 
Should USAID
 

actually spends the funds. 
sub-borrower 

have been more specific 

about loan terms?
 

VIABILITY OF EQUITY CAPITAL 
MODEL:
 

take a broad,designed to
questions are

The following The questions should help the 
the project.strategic look at 

evaluator to assess the viability 
of the equity capital model
 

general viability of equity
 
this project and the


used in 

capital in Kenya now 

and in the future?
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A. 


1. 


2. 


3. 


4. 


B. 


Compare the structure and operational 
guidelines of IPS
 

equity capitalto
and KEM to each other, and other 

upare these companies
companies worldwide. In general, 

Are they an improvement over 
to international standards? 

offer equity financing? 
other companies in Kenya that 

the equity financing 
Look at the following aspects of 

process:
 

First,
 
Provision of capital by investors 

and by USAID: 


was the capital provided to the 
equity companies (IPS and
 

appropriately
the shareholders
by USAID and
KEM) 
Were the terms and quantity 

suitable for the
 
packaged? terms and
Second, were the


purposes?
companies' 

conditions of capital offered 

by the equity companies to
 

did the two packagesHowsuitable?the entrepreneurs elsewhere? 
with the terms and conditions offered 

compare 

Structure of the equity capital companies: the ownership 

structure and institutional by-laws 
structure, management was thein practice
of IPS and KEM. For example, what 

in the equity companies, and
 role of the shareholders 

what was their relationship to 

KEM and IPS management and
 
or type
the number
in? Did 


to the firms invested of
or politically)
ethnically,
(institutionally, What was

project success?
affect
shareholder the equity company?


role and interest in

management's 

What was the role of SCB vis-a-vis 

IPS and KEM, and was
 
affect


How did these arrangements

it appropriate? 


and how does it compare to other
 
project performance, 

equity capital companies?
 

Firms receiving investments: 
Did the selection criteria,
 

terms and conditions of investment, 
or role of management
 

Were
 
and investors affect the success 

of the businesses? 

of other equity capital
 

these practices typical 

For example, "Venture" capital 

is
 
investment practices? 
 return
risk, high
with high
usually associated 


Was this the case in IPS and 
KEM, and did
 

investments. 

it affect project success?
 

were the rules and
 
profit allocation:
Divestment and 


processes surrounding divestment 
and profit allocation
 

compare with procedures in
How do theywell designed? 

other equity capital arrangements?
 

or political

Were there significant oconomic, social, 


factors in Kenya affecting the 
success of the project?
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i. Are there institutional constraints in Kenya 
that prevent
 

from operating successfully? Are
 
equity financing 

conditions conducive enough for equity 

financing to be
 

For example, the last evaluation pointed out
 
viable? 

several institutional and governmental impediments to
 

One such observation was that the stock
 divesting firms. 

exchange was not functioning well enough 

to be a viable
 

market for selling shares in mature companies. 
Another
 

tax on profits from

the Government
referred to high 


a general lack of
Finally, there is
business resale. 
 What is
 
legislature surrounding this type of 

finance. 


the status of these and other institutional 
baxz:iers to
 

equity finance in Kenya, and what are 
the prospects for
 

their removal?
 

Were there extraordinary economic constraints 
facing the
 

2. 
there economic conditions and
 firms in Kenya, or were 


equity capital

policies that were conducive to 


For example, how did economic policies 
and
 

investments? 
 In what way might

economic recession affect performance? 


the economic environment affect the future 
potential for
 

long-term investments?
 

affect investor confidence
 
3. Did political instability 


significantly, and is this likely to continue?
 

ethnic issues surrounding the
 
4. Were there social or 


For example, how
 
success or limitations of KEM and IPS? 


did IPS's strong association with the Ishmaili 
community
 

affect its performance?
 

METHODS AND PROCEDURES
V. 


The Contractor shall:
 

Meet with USAID/Kenya to review the scope 
of work and the
 

1. 

proposed work plan.
 

2. Review relevant documents and records 
as follows:
 

a) USAID/Kenya:
 
- Project paper
 
All project related agreements & amendments
 -


- All Reports from IPS and KEN
 

- All loan and investment agreements with 
IPS and
 

KEM of USAID funds beneficiaries.
 

b) KEN and IPS:
 
- Documents and letters relating to successful 

and
 

rejected sub-borrowers
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c) Loan and equity documentation 
of sub borrowers:
 

Equity certification documents
 - loans
 
- Debentures and or other security 

for 


- Loan repayment records
 

- Audits
 

d) SCIS records:
 
- The original Trust Deed and amend-

ents
 

- Disbursement and loan repayment 
records
 

Project description documents
 

- Audit comments if any in the Trustee 
files
-

3. Conduct key informant interviews 
with:
 

a) USAID/Kenya project manager(s).
 

IPS and KEM key personnel and 
managers.


b) 

c) The managing Director Standard 

Chartered Investment
 

Services.
 
of the loan recipient


managing directors
d) The 

companies.
 

e) The Shareholders of KEM and IPS.
 

Other donors and firms involved 
in venture capital


f) Stock
 
Capital Markets Authority, Nairobi 


such as 

Africa Project Development Facility,


Exchange, 
 and others as
 
Kenya Finance Corporation 

appropriate.
 

such as insurance companies
Potential investors,g) 
and pension funds.
 

Conduct financial evaluations of 
the investments at the
 

4. 

time of investment and at present, 

and comment on their
 

long term viability.
 

Conduct a survey of all loan recipients 
to collect the
 

5. the loan recipients
data on 
necessary quantitative 

specifically
 

increase in in-,estment,
a) 

b) increase in output
 
C) increase in assets,
 

d) increase in sales,
 
increase in foreign exchange,
e) 


f) increase in taxes paid to GOK
 

employment - gender-disaggregated
g) increase in 


This data should be compared with 
the data before loan figures
 

The
 
to determine changes since receiving 

project assistance. 


evaluator will conduct appropriate 
statistical analysis of the
 

annual growth
including calculating average
data collected 

rates (using real financial values, 

weighted as per company
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IV. STATEMENT OF WORK
 

the 	 project's impact and
 
shall examine
The Contractor 


management, and assess the viability 
of the equity model used,
 

in Kenya generally. First, the
 
and of equity investment 


the performance of' the project-since
 
evaluator shall assess 	 met the
the project


and the extent to which

inception 	 Second, the
 

in the project paper.

objectives set out 

evaluator shall assess project management 

and its contribution
 
Third, the evaluator shall
 

or failure.
to project success 

analyze viability of the model 

of equity capital employed by
 
as to whether equity


give 	recommendations
the project and 

capital is viable in Kenya at 

this time.
 

For each of these broad themes, 
the Evaluator shall provide:
 

-Empirical findings based on qualitative 
or quantitative data,
 

as appropriate.
 
-Conclusions, and the analysis 

leading to them.
 

-Recommendations, including suggestions 
for future funding for
 

the institutions in the project.
 

Finally, the evaluator shall provide 
general lessons learned
 

arising from the above analysis.
 

IMPACT:
 

This set of questions focuses on 
whether the project reached
 

its stated objectives, and whether there 
were any additional,
 

positive or negative, impacts of 
the project.
 

Did the Equity component achieve 
its objectives and did
 

A. 

it contribute to the achievement 

of overall PED project
 
Report
in the project paper?


objectives, as set out 


separately on IPS and KEM performance.
 

affected
to KEM and IPS

has USAID assistance
B. 	 How Did
 

development of the equity capital 
market in Kenya? 


the project provide Kenyan firms with 
increased access to
 
equity market in


Did it improve the

equity capital? 


Or, for example, were subsidies to 
IPS and KEM a
 

Kenya? 
 Why or
 
disincentive to other equity capital 

companies? 


why not? Were there alternative sources of 
equity and
 

loan capital finance provided !y 
the project? Are there
 

Or, is the mix of equity and loan 
financing offered
 

now? 

by the project unique? Does it fill a needed market
 

niche?
 

that had the
investments
were there any
C. 	 Briefly, 

potential 'to damage or preserve the 

environment, and, in
 
the extent of the
what 	was
broad descriptive terms, 


impact in either case?
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size), percentages, cross-tabulations and range of data set,
 
and any other relevant statistical analyses that .will assist
 
in answering the questions in this scope of work.
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