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Purpose and Description

The Czech and Slovak American Enterprise Fund (the “Fund” or “CSAEF") was established by the U.S. government in
March. 1991 1o pre mote the development of small and medium-sized private enterprises in the Czech and Slovak
Federal Republic (*CSFR™) which have the likelihood of becoming commerciaily viable in a free-market environment,
Formed pursuant to the Support for East European Democracy Act of 1989 (the “SEED Act™), the Fund is similar to
three other American Enterprise Funds presently operating in Bulgaria, Hungary and Poland. @ Following the
dissolution of the CSFR on January 1, 1993, the Board of Directors of the CSAEF acted to create two separate
subsidiary funds through which it pursues its activities; the Czech American Enterprise Fund (CAEF) and the Slovak
American Enterprise Fund (SAEF). € US. taxpayers have provided the money for the Fund through appropriations
by the U.S. Congress. The Fund is privately managed by a Board of Directors (the *Board™) consisting of U.S. and
Czech and Slovak private citizens. The offices of the Fund are located in Prague, Bratislava, and Washington D.C.
The CSAEF receives its funds from the U.S. Agency for International Development ("AID™). Sixty-five million dollars
have now heen appropriated, including five million dollars for Technical Assistance. € The Fund invests in Czech
and Slovak enterprises through loans and the provision of equity capital. Technical Assistance grants are also
available. The Fund charges interest and fees and takes collateral on loans. For equity investments, the Fund takes an
ownership interest related to the amount invested, and does not typically seek to retain a majority voting position.

Jointinvestment with U.S. direct investors is especially encouraged. €



Letter from the Board of Directors

The Czech and Slovak American Enterprise Fund (CSAEF)
has completed its second full vear, The doors were ovened for
business in Prague and Bratiskzcon July 1, 1991,

These have been formative vears in the transfornttion
of the economies of both the Czech and the Slovak
Republies. The pre-November 1989 command economy of
Czechoslovakia was wtally mationalized and the centralization
of decision making was s concentrated in Prague as it had

been in Moscow,

PRESCRIPTION FOR ECONOMIC DEMOCRACY

From the outset. the political feadership of President
Havel and of then Finance Mimster Kaus emplasized the rapid
denstionadization of the cconomy. Prioriy was given to the
speed and breadt of the change through the transtormation of
ownership from the ste 1o privately owned  comypitnies.
Accomplishing such action promptly took on special purpose.
The slow, deliberative procedure, driven by i burcaucratic staff
which had been given anew mission but nota new personality,
was minimized.

The privatization process had several segments: public
utility  state  enterprises, very lirge  enterprises,  Large
enterprises. smill retail enterprises, and cooperitive state
farms.

Commencing in January 1991, small retail enterprises
were auctioned off locally o the highest bidder.  Today,
foliowing on-going weekly auctions, more thin 80,000 small
retatil trades in the Stovak and the Czech Republics are now
privately owned. One notices the effeet dailv in the small shops
and restaurants throughout the countrv. The quality, choice,
senvice and  ambiance now  encountered  represent
fundamental transformation.

Very large enterprises were converted, largely theough a
program which permitted citizens to acquire vouchers and

exchange them for shares in new private corporations.

T

Alternatively, citizens could use vouchers to subscribe to a
mutiatl fund which, in turn, would acquire shares in newlh
privitized companies. This Phase | Privatization program has
heen completed. Some of the very Targest companies did not
vo through the voucher program but were sold directh 1o
forcign investors,

Additionad Large and medinmesized enterprises will be
transiormed through Phase 11 of the process which was
recetith announced. A new round of vouchers will be issued,
thus farther faciticing aveny broad public ownership of
former state enterprises.

The state cooperative Eirms hane heen progressively
privatized. However. technical problems necessarily slow this
process. First, restitution rights have o he determined and
perhaps adjudicated. Second. lind ownership records may
nat be of a quality 1o permit instant determination of tite.
Third, the old traditional Ewm ownership patern frequently
imolved many fiurmers c¢ach owning small parcels of land
scattered among Large fields. Once nationalized and operated
as one Targe farm, the advantages of Large equipment and
cconomy of scale were emplosed.  Reverting o prior
ownership has resulted in recognition that adjustments musl
be made if cconomic farming plots are to he viable,  While
agreement on such issues does not come overnight, the
process is well underway.

Public utility state enterprises such as power generating
plants, railrouds, coal mines, and oil and gas pipclines remain
in the hands of government. 1tis not now clear if some or any
ol these will be privatized.

While the above summary of privatiztion generally
pertains to hoth the Czech Republic and the Stovak Republic,
the former has gone farther and faster. s quite possible tha
the two Republics wilt form different attitudes toward the
degree and timing of privatization of their remaining Lirge

enterprises.



INDIVIDUALS AS SHAREHOLDERS

The voucher privatization process has resulted in broad
individual ownership of companies. It s estimated tha,
following the first wave of privatization, there are 8.5 million
sharcholders in the vo Republies. Sevenn percent of the
adults list share holdings sunong their own assets. The result
of the voucher exchange was the formation of 129 Voucher
Investment Funds. Each fand is limited 1o 20 ownership of
any one company and approximately “0% of the publicly held
shires are owned by these new Mutual Funds, 1eis still the
carly stage of this clement of the public securities narket and
most have et toattain profitabilit and liquidin. The nest step
of this transition is likel 10 be o consolidation of some funds
into more economically viable units. Further, development of
the nascent stock market. together with improved company
information. will accelerate  the  rationalization  of  this

important sector.

THE BURGEONING OF ENTREPRENEURSHIP
In the arca of small and medium-sized businesses, where
the CSAEF concentrates, similir dramatic changes have taken
place in the last three vears, 1n 1991 there were many would-
be entreprencurs. Frequently, their thinking was not well
formed and their understanding of basies such as what 2
business plan is, wis most rudimentan. The definition of
equity capital was not well understood  causing even the
transators difficulty. Our carly transactions tended to focus on
entrepreneurs starting i business, or in the very early start-up
phase of business. We helped them with hasic marketing
considerstions, husiness planning,  pricing, reliability - of
suppliers. financial information systems, and sales terms,
Today, we witness quite a different entrepreneur, one who
presents more sophisticated issues, better analyzed problems,
and more thoughtful business plans.  The intervening years

have been well emploved.

This progress of entreprencurship is symptomatic of what
has happened in both Republics. Certainly the changes are not
uniform. but in every instance they are both real and positive
when measured in terms of the transfornuation oward 2 vital

and viable market cconomy,

RISK TAKING BY THE ENTERPRISE FUNDS

Participating in the initial Tormation of husinesses is
unusual for venture capital funds,  In the US. such early
venture activity is specolitive in mature and s freguently
associted with @ prospective technological break through,
Rather. cquity funds ordinarily wait until products and
management are at least somewhat proven.  However, the
Congressional - mandate and - refated  legiskuive  history,
intending to help foster democeratization. made clear tat the
CSAEF was to reach out and help Lwnceh entreprencurship, 1t
wits recognized that more than the usual risk of loss on
investments was necessany if the Enterprise Fund was to play
the catalvtic role envisioned by the ereators of the legiskation.
Weacseribe our role in this regard as being “one step ahead of
the market, but not three™.

The purpose of the CSAEF was clearly expressed in the
Support for East European Democracy et of 1989: 7, 1o
promote the development of private sectors, including small
businesses...” The fegistation adds that investments should be
made where the Board of Directors of the CSAEF helieves there
is ...the likelihood of Cachicving) commercial viability...” in a
free market cconomy. The legistation does not require that the
Enterprise Fund operate ata profit, although that would be the
result if all of the investment judgments found commercial
viahility in cach of the underlying investments.  Nevertheless,
the Board believes that investing in order that the Fund
hecomes profitable intime is necessary and consistent with the
statutory mandite. Such an objective is somewhat different

from the normial private sector objective of maximizing profits,
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By way of illustration, consider the timing of the sale of an
investment. Given the opportunity of selling an investment at a
reasonatble profit today and investing the funds 1o foster
ancther business, or of holding the original investment for
greater gain in the futare, the Board would be inclined to sell
sooner cather thin Luter.

It is as much an art as itis  science o select business

winners. And in practice all ventre capital funds experience

losses. Morcover, making investnients in this environment of

newly emerging former command  cconomies carries the
added hazaeds of inadequate financial - dat, inadequate
marketing information, limited experience of management,
evolving government policies, and price levels searching for a
new free-market equilibriom. The esperience of the CSAEF
reflects these vagaries, and loss resenves luve been ereated as
evidence.  Nevertheless, the overall portfolio is wue w the
assignment and the make up of the investments reflects real
achievements. The prospects are good that in time the Fund

will realdize a reasonable profiton its activities.

THE CSAEF AND THE DIVISION OF
THE REPUBLICS

The demise of Czechoslovakia on January 1, 1993, and its
suecession by the independent Czech and Slovik Republics,
wits met by the CSAEF with « business-as-usual approach. The
organic corporate changes needed to mateh this new political
resthiy neither changed our mission nor defased our activity,

The CRAEF took on the aspect of @ holding company with
wo operating Funds, one for cach Republic: the Czech
American Enterprise Fund and the Slovak American Enterprise
Fund. Our underlving investments in eich Republic are now
being housed separately. rather than jointly.  However, as
hefore, our investments in the Slovak Republic are ereated and
nunaged out of Bratishva and our investments in the Czech

Republic are ereated and managed oot of Prague.

THE CZECH REPUBLIC

The Czech Republic has 1 remarkable record of stability
while undergoing « fundamental restructuring of its economy.
This has been accomplished during a0 period of dramatic
political change,  collapse o previous export markets,
European recession. and radical adjustment in the nation’s
cconomy. The free market emphasis together with tight reins
upon fiscad and  monetary policy hase been  essential
ingredients in this transformation.

While no change of this magnitude can move abead
without some sethacks, we are confident that the Crech
Republic will further improve its economic standing and be,
perhaps, the most hospitable enviconment for investment in
Europe for the foresceable futare. Today, the cconomy is
estimated 1o be over 50% privatized and t the conclusion of

Phase 1 Privatization., the number should rise to over ~0%.

THE SLOYAK REPUBLIC

The Slovak Republic may be the best kept seeret for invest-
ment in all of Eastern Europe. This is certainly true if the ex-
perience of the Slovak American Enterprise Fund is i harometer.

The entreprencurial spiritis well established in Slovakia
with the diligence and work ethic of managers and workers
alike avguring well for the future. The macro economice policy
is hetter than its critics state and the IMF requirements are
being met. Nevertheless, serious questions renitin about the
ability to meet budgetary targets while retaining, and often
subsidizing, «a large number of loss producing  state
enterprises. Cutting subsidies and ling off workers adds to
already high unemplovment. The hope is that new jobs will he
created, thus permitting workers to shift emplovment.  The
uncertainty of government actions given these choices leaves
doubts in the foreign investment community about s
determination 1o move effectively toward & market economy.

Ata point these doubts detract from the declared government



desire to attract foreign investment.
Altin all, both Republics are “success stories™ o this date

and each gives full promise of continued progress.

AN EARLY STAGE EVALUATION
OF THE CSAEF

An assessment of the progress of the CSAEE a venture
capital type of fund. not three vears into at least a ten vear
mandate, could be Lbeled prematre. However, there are
carly indications of the Fund’s promising introduction into
these newly emerging capitalist markets. Private enterprise is
expanding rapidly. Local investment decisions are increasingly
based upon expected proficble returns, and managers there
directand reward people according 1o performinee.

Nevertheless, both marketing information and acknow-
ledgement that the buyer determines the product fall short of
the full characteristics of a demand cconomy. Incrementally,
however, major progress is being made. — In one effort to
stimulite access v market for stochs, the CSAEF has invested
in a local securities: market information firm in order that
investers may lune ready aceess to such information prior (o
making investment decisions.

The invisible but apparent issue of ethics in various
sectors appears to contitin oo much of a legacy of the past.
Contract sanctity has probably not vet achieved the standard of
our expecttions, nor the  requirements of an open
commercial system. The court systems of hoth Republics trail
the changes experienced in other branches of government.
Vacancies and holdovers from a prior mentality slow the
operation of the judicial system and do not seem to reflect all
of the dispassion experienced in other legal code systems in
Europe.  However. one would not expect changed ethical
practices (as faw and convention define them in the U8, or
Western Europe) 1o precede poliey reterm as basic as the

transformation underway in these Republics.

I

TECHNICAL ASSISTANCE

The CSAEF looks for discrete areas to assist which
contribute to the practical application of policy reforms.
These areas must relate to matters of pacticular concern to our
own imestments and  the  problems  encountered by
entreprencurs. To further the statutory mandate of promoting
the privite acquisition of real property, a technical assistance
project is underway 1o develop a computer program which will
enable a0 municipaliy o act as a0 centeal registry of real
property ownership. - Such w system will facilitate property
sules and real estate financing and is essential to municipaiities
where property tases are emploved. 1t is expected that this
pilot effort will permit 1) the more rapid recording of title
transfers; 2) the adoption of @ similar nationwide system; and
3) improved tax collection. Already we have evidence that it
will spawn entreprencurship by attracting businesses into this
area of activity, Another effort, of potentially - equal
significance, is the development of procedures and systems 1o
record liens on tangible propert. The new commercial code
now facilitates such assignments, but an efficient system to
record such claims, readily accessible to commercial lenders,
is not vetin place. Stll another diserete teehnical assistance
project is directed toward the development of generally
aceepted legal documentation for simple debt instruments.
We are developing this documentation with the Prague Bar
Associion. 10 will hase special application for small business
loans through simplitication and lower cosls,

I general. we see these Republies experiencing the
development of s wide array of small and medium-sized firms,
This is being done in all segments of the economy.  Lirge
investments such as the automobile or truck industries bring
with them asearch for local suppliers of quality and stability.
Some of our investments are alveady serving such larger
enterprises.  Oneagricultural invesiment, for - example,

contracts lo supphy specialty cheeses o an expanding pizza









CZECH REPUBLIC

COMPANY
ALP
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SLOVAK REPUBLIC
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Vega
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Poprad
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Bratislava
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Bratislava
Svity Peter
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BytZa

Sturovo

Dékoplns(

Dolny Kubin
Bratislava
Kysucké Nové Mesto
Liptovsky Mikulag
Povazska Bystrica
Pobedim

Kosice

Bratislava

Senec

Cadca

Nové Mesto nad Vdhom
Bratislava

MalZenice






We continue to support start-ups and small companies
since this is the sector that ultimately is the fuel for economic
growth and job creation.  But we are now doing this more
through intermediaries and partners in programs such as Joint
Lending with local commerciad hanks. The Joint Lending
programs arc further deseribed in the Year in Review section of
the Annual Report.

We also have begun programs and cooperation with the
Regional Business Advisory Centers (RPICs) which support,
advise, and train local small business enterprises in the start-up
and early stages of their growth.  These Centers are excellent
sources for investment opportunities of the future and we look
on part of our mission as the training of personnel in these

centers to become effective advisors to smadl business.

OUR ROLE AS INVESTOR, PARTNER,
& TEACHER

The Enterprise Funds are unique among all the investment
funds in their ability and interest in helping their investments
with management assistance, both direetly with Fund staff and
with outside assistance.  We are rapidly increasing our
monitoring and nurturing activities so that our interface with
local partners takes place as often as weekly, and Western
business techniques are imparted through direct. personal,
problem solving sessions. Itis a lot of work for all, but our staff
is repeatedly thanked for this hands-on help.

Training and technical assistance for all sectors of our
operations ire of growing importance. We see a great need for
training for our bank intermediaries in the joint lending
programs, as well as for the applicants for funding through the
bank programs and for those who apply to the Funds directly.
This training covers wll business fundamentals with emphasis on
marketing and financial controls for the small business. Not the
how a small independent

least is the introduction to

businessman needs to relate and communicate with his new

partner, the local and Western businessman or investor.

The "Fechnical Assistance program was expanded in 1993
to include more projects dealing directly with our investments,
Nineteen new Technical Assistance projects were initiated with
funding of $1,089,000 to help twenty-four of our direct

investments and the joint lending programs.

PROACTIVE ROLE OF FUND

Another area in which the Funds differ from many other
capital investors is in their reach into the many regions of the
Republics through our marketing programs.  More than two-
thirds of our staff in both Republics are bilingual and much of
their time is spent in the outlying regions presenting the Fund to
local government, chambers of commerce, entrepreneurs
associations, banks and other groups that represent the
important small and medium-sized enterprise sector.  Our
mission is not just to invest our capital anywhere; it is to invest
where the multiplier effect can be the greatest. This must be in
the regions with greatest need and in SMEs that represent the
greatest potential for growth and job creation. By example to
the community we demonstrate that free enterprise and a
market ecconomy works. The increasing deal flow from outlying
regions of the Republies is testimony that our outreach
programs work.

Increasing emphasis is being placed on gaining and
supporting the  participation of U.S. companies as our
investment partners in the Republics. The greatest need for
industry in both Republies is the transfer of world class
technology, world class management skills, and capital 1o
modernize industrial plants. Our greatest successes have been
our joint venture investments with American companies, and
especially those where the LS, partner committed a seasoned
manager as resident on site for an extended period. Capital and
technology are vital, but ultimately it will be the quality of the

management ez and their skills that will make the difference.






The Year in Review

Their separation was the dominant event for the Czech
and Slovak Republics in the past vear. The transition was
peaceful and was accomplished without significantly slowing
the continued development of their free market economies.

The Ecpublies highly skilled labor forces and industrial
heritage make them excellent places for manufucture to
demanding Western standards.  Their relative stability and
prosperity can make them important centers for companies
pursuing opportunities in the emerging arcas of the former
Soviet Union. The map clearly shows how well siwated both
Republics are as springhoards for penetration of both the West
and East European markets.

i

The Table below owtlines several indices that describe the

cconomies of the two countries:

CZECH
REPUBLIC

SLOVAK
REPUBLIC

Population 10,300,000 5,300,000
GDP per capita - USD $2,956 $1,962
GDP change - 3QV3vs 3QY2 (1.0%) (1.8%)
Unemployment 3.2% 13.7%
Inflation 20.9% 21.2%,
Foreign Currency Reserves - USD - §3,100,000,000  $522,000,000

Budget Surplus/(Deficit) - USD S108,000,000  ($495,000,000)

Data is based on Seplemher 30, 1993 ar as stated
Sources Statistical vflices and national banks

CZECH REPUBLIC

The economic statistics of the Czech Republic are the envy
of most of the Central and Eastern European countries. The
cconomic policy has been consistent, with an aggressive
approach to privatization, dedication to market economy
principles, and the perception that politically the Republic is
very stable.  These measures mask continuing underlying

problems of little industrial growth, over employment and low

productivity in - many industries, pockets  of  high
unemplovment in regions of heavy steel and mining, high
interest rates charged by banks with the high collateral
requirements on top, continuing burcaucratic rules that make
the registration of a business a major project which can last for
several months, and an overall Tack of venre capital to
support the many owtstanding, small, growth companies that
could be the engine to fuel an cconomic expansion, We intend
that the Czech American Enterprise Fund fill not only the role

of providing direct venture capital, but also, because the Fund

A helicopter service company, HELI SERVICES patrols the

RussialGermany transnational pipeline, operates a pilot
school, provides transportation and distributes U.S.-made

Robinson helicopters.

has shown the way, attract other Western capital sources to

invest in the Czech Republic.

SLOVAK REPUBLiC

Slovakia's ecconomie statistics do not read as well, but they
compare favorably with some of their neighbors,  The
underlying factors that favor investing in Slovakia are perhaps
too well hidden. The eager, motivated, educated, experienced
and skilled work force is there whether on the factory floor,
research depariment, office, or university.  The technology

base is there with a diversity of industries using state-of-the-art



technology in many “pockets of excellence”. The plants that
used to produce military equipment utilized the most up-to-
date machinery and a work force trained to operate it. The
ability to apply this machinery is still there and much of this
expertise has been converted to civilian production. To name
but a few, consider industries such as manufacturers of ball
and roller  bearings, machine tools, producers making
washing machines  (now  with  Whirlpool  investment),
televisions, pharmaceuticals, hydraulic equipment for deep
well oil extraction (now with an American oil well equipment
partner), aireraft engines, oil refineries, and earth moving
equipment such as bulldozers.

The SAEF will continue to broaden its investment activity

throughout the Republic, and it will continue to encourage the

With its primary production focused on mobility aids for the

health care industry, HELAS has now expanded to produce

tables and environmental monitoring trailers os well.

Government 10 be hospitable to forcign investment.  We
anticipate that the promising activity we have experienced in

Slovakia will stimulate others to join us in this growing market.

THE CSAEF
As of September 30, 1993 the Board had authorized

management to commit 2 total of $32 million in the three key

14

arcas of the Fund’s program: loans and investments ($22
million), technical assistance ($2 million) and joint lending
($8 million).

LOANS AND INVESTMENTS

At September 30, 1993, forty-seven investments totalling
§22 million had been authorized by the Board, of which
funding had been initiated on forty-two investments ($15.0
million, with an additional $3.-+ million remaining to fund on
those investments). The increase from thirty-six investments at
September 30, 1992 1o forty-seven investments is net of six
investments previously made by the Board that were cancelled
prior to funding (two in the Czech Republie, four in Slovakia).

A total of fourteen investments approved by the Board
since the Fund’s inception have been subsequently cancelled.
The six cancellations of investments during Y93 were due to
() loss of the commitments to the remaining privatization
transaction in the Czech Republic (totalling $3 million), and
the two remining privatizations in 8'wakia (8700,001), (b)
results of subsequent due diligence on the part of the Fund that
led to a less favorable view of one transaction, and (c) two
entrepreneurs locating an alternative source of financing,

In this last regard, the Fund continues to find some
companies that prefer 1o take on an excessive amount of
leverage rather than give up ownership viauan equity investment.
In the Fund’s view, however, such over-leveraging will limit the
growth potential and ultimate success of many ventures. 1t is
critical to the success of small and medium-sized businesses to
make more equity financing available in the Republics. It is
equally important to educate entrepreneurs, bankers, and
government officials on the importance of equity financing.

This ongoing education is integral to the Fund's mission.

Geographic Diversification

The Fund is committed to investing in promising



companies throughout the two Republics, notwithstanding the
increased cost in terms of travel and communications. The
Fund seeks to invest where the multiplier effect can be the
greatest.  In the Czech Republic, the Fund is increasing its
activity in regions away from Prague that have benefitted less
from the overall economic improvement.  In Slovakia, the
Fund seeks investment in areas of high unemplovment. The
location of the investment is particularly important since, in
the afiermath of the Communist housing policies, labor
mobility remains difficult in the Republics (this is less
problem in the Czech Republic where unemplovment generally
remains low). The geographic spread of the Fund's activities is

evident on the maps within this report.

Industry

The Fund remains diversified by industry as shown below:

CZECH REPUBLIC

NMUMBER OF PERCENT OF

AREA INVESTMENTS  AMOUNT  INVESTMENT
Manufacturing 9 $3,251,000 oy
Food Related O 1,587,000 21
Energy Related 3 419,000 6
Senvices | 328,000 4
Total 19 $7,585,000 100

SLOVAR REPUBLIC

NUMBER OF PERCENT QF

AREA INVESTMENTS  AMOUNT  INVESTMENT
Munufacturing 13 S 8,190,000 57
Food Related 11 5,316,000 30
Energy Related 3 774,000 5
Services | 350,000 2
Total 28 S 114,630,000 100

Manufacturing includes a wide range of compunies,
such as metal products (gaskets, gasoline cans), plastics
and fire extinguishers.  Food related investments include
the introduction of new cattle breeds as well as bakeries
and other food processors.  Investments related 1o
energy include several low-head hydro electric power
transactions. These entreprencurs are rebuilding sites that
were operating before the facilities were nationalized and
closed down by the Communists,

The Fund finds that the most attractive businesses are

Converting wood waste to briquettes for residential heating,

HOLZTHERM'’s product is a cleaner burning, environmentally

friendly fuel source.

in industries in which the Czechs and Slovaks have

traditionally  excelled—machinery.  metal  bending,
fubrication, food processing—where there is a high-
skilled labor content relative 1o capital or technology
required. The average Fund investment is approximately
$12,000 for cvery job supported by the business.
Approximately 1,900 emplovees work or manage the forty-
seven  companies  where  the Board  has  authorized
investment. The Fund's contribution to the Republics is
reflected not only in the number of people employed

directly in companies where the Fund has an investment,
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but also in the jobs of the suppliers, distributors, and
services 1o these companies.  The Fund's investees often
display an energy and an enthusiasm that helps set an

example to other businesses,

Size

In fulfilling its mandate to meet the needs of small and
medium-sized businesses, the average number of employees in
ach of the companies where the Fund has authorized an
investment is -0 (similar for each Republic), with only three
authorized investments exceeding 100 emplovees.

Excluding cancelled transactions, the average size of Fund
investments increased in FY93 (in terms of Board authorized

commitments) from $408.000 to $-472,000.

PENTA’s owner-managers know first-hand what a motorcycle

should be from their own experience on the motorcycle

racing circuit.

The Fund focused its investment actions during its first
two years of operation on the type of transaction most readily
available—start-ups or expansion of very young enterprises.
Now that much of the economy is in private hands and many
businesses started after the Velvet Revolution are ready to
expand, the Fund’s average investment can he expected to

increase.
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The trend to Larger investments is more noteworthy when
FY93 is considered on a stand-alone basis. The average
transaction authorized by the Board increased this year from
$553,000 in the first quarter to $705,000 in the fourth quarter
for an average for the vear as a whole of $565,000. For the
first quarter of FY94, the Board authorized a totad of four

investments averaging $ 1,086,000 per investment.

TECHNICAL ASSISTANCE

In Y93 the Fund focused its Technical Assistance in the
areas of joint lending and hands-on assistance to funded
investments.  The newly emerging entreprenceurs of the Czech
and Slovak Republics are enthusiastic and highly skilled but
they Lack the marketing and financial skills which were not
important under the Communist regime.  Given the success
and popularity of the applicant training for the joint lending
program, the Fund expects to offer more such training for its
own applicants,

Technical Assistance draws on many resources to help
local business, including:  (a) the MBA Enterprise Corps, a
program supported in part by a geant from the Fund, (b) the
International Executive Service Corps (IESC), which places
retired executives with forcign companies for several weeks
(with travel and certain other costs funded by a grant from
AID), (¢) the Central Europe Entreprencurship Center
(CEEP), which in the past had received a grant from the Fund
in support of its overall program, (d) the Citizens for
Democracy Corps (CDC) which places volumteers  with
companies, often for several months at a time, and (e)
Volunteers in Cooperative Assistance (VOCA) and American
Cooperative Enterprise Center (ACE), two LS. organizations
which provide advisory services to agriculture projects. A
separate listing of all authorized Technical  Assistance

programs is provided at right,


http:authoriz.ed

CZECH & SLOVAK AMERICAN ENTERPRISE FUND Technical Assistance Summary

INVESTMENT CEEP VOCVACE ENVIRONMENTAL ACCOUNTING
ALDIT SUPPORT

AgManagement .
ALP .
B, . .
BSK . .
Elfra .
Ferex .
Finsat .
Gamni . . .
Hanzl .
Helas .
Heli Services .
Istrocera U .
IV
Jami . ) .
Kovo Topic
KPCM
Kveta
Leader Gasket .
Marbrot .
Mituska .
Oigo
Pekiton . .
Penta . .
Pesko J D
PoMa . .
Pyrokontrol . .
Schramko . .
TLC Eurape . .
VéelirsvoDedinsky

. .

Vegit

JOINT LENDING

During FYY3, the CSAEF initiated joint programs with two

banks, one in each Republic, to make loans available o small

husinesses.

As noted in Tast year's Annual Report, development of such 2

program has been @ top priority of the Fund. Finding a cost-
effective mechanism to get capital 1o smaller companies is a
difficult challenge. By using the existing branch network of local
banks, the CSAEF hopes to reach the  small-business
enteeprencur in i cost-cffective manner. The CSAEF also gains a
partner with which to share the risk equally. ‘Training is provided
both to the lenders and to the entrepreneurs in this program,

For the Czech Republic, the CAEF has initiated the joint

lending program with Komeréni Banka (*KB™), the Republic’s



largest bank. The CAEF and KB have each earmarked $5
million for loans under this program. For Slovakia, SAEFs
program is with the Slovenski P()]’ll()h()S])()d:il'.\‘k:l Banka
("SPB"). With fiftcen branches, SPB is Slovakia's third Largest
bank. SAEF and SPB have each carmarked $3 million for this
program. Loans under the program can riange in size from
about $25,000 to $123.000 (with halt of each loan provided by
CAEF or SAEF and half by the respective bank).

In both Republics, local banks  have historically
provided loans to entreprencurs who have substantial assets
(especially real estate) that can be pledged as collateral.
However, in this transition to 2 market economy, many
promising cntrepreneurs do not have the outside assets,

mattress money, and other resources traditionally available

AGMANAGEMENT, a joint venture between a Kansas City

livestock genetics company and Skalica Farm cooperative, has

its sights set on breeding world class quality beef herds.

in the 1.8, to start or grow small businesses.

Under the joint lending programs, the decision to extend
credit is made on the basis of a sound business plan, the
capability of the entrepreneur, and the due dilizence wpical
for such lending,  The assets of the business venture are
taken s collateral, and market rates of interest are charged,

but no additional collateral is required. By shifting the focus

from collateral-based lending to cash-flow lending, an
important segment of the business community now has better
access 1o loans.

Training is also a critical ingredient o the program, and
the CSAEF has allocated up o $500,000 of its Technical
Assistance funds for training.  The five-day training sessions
for the bankers focus on the anahysis necessary for cash-flow
lending where collateral is a0 smaller part of the lending
decision. Justas important, two-day seminars are provided 1o
applicants to the program so they understand how to prepare
4 husiness plan, and to understand kev eonsiderations
(marketing, finance, ete.) to making their business a suceess
in the new mirket environment.

Training was initiated for the bankers in March and April
(1993) and for the applicants in May and June, During FY93,
a total of over 1700 entrepreneurs and 250 bankers have
gone through the training programs.  The bankers and
entreprencurs attending these programs have given them high
marks, and the CSAEF is considering ways to muke these
programs more generally available.  The US. Ageney for
International Development provided for a portion of the
banker training via @ contract they have for teaining of
hankers in small-business lending around the world.

Given the time necessary for the applicants to develop
bankable business plans, lending under the program is just
gelting underway. At November 30, 1993, five loans totalling
$452,000 have been approved for the Slovak program. For the
Czech Republic at November 30, 1993, four loans totalling
$TOR.000 have been approved. More deals are in the pipeline,
and funding should inerease substantially during Y941,

Also during Y94, the CSAEF will be considering
providing similar programs through other institutions.  We
have initiated discussions with other banks and assistance
programs regarding cooperative efforts to make more funds

available for start-up and smaller businesses,
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SUMMARY OF SAEF COMMITMENTS
AMOUNTS AUTHORIZED BY THE BOARD AS OF SEPTEMBER 30, 1993

Istracera, Stdty Peter
Istrocera processes beeswa for use in cosmetics, polishes, creams, and pivirmaceutical applications. The
primary market is Western Europe. 18 employees,

Date of Approval:

Loan
Equity (31%
Totad

12/04/91
$ 308,000
9,000
S 317,000

IVY, Komdirno
IV is a winery going through privatization. 1t specializes in grapes of the Komidrno region, considered
Slovakia's best wine-making area, with good export potential.  Funding is subject to final negotiations.

19 employees.

Date of Approval:

Equity (T0%)
Total

0772793
$ 483,000
$ 483,000

Kveta, Novd Baria

Kvett, 4 manuflacturing cooperative for the disabled. started as a producer of decorative paper Howers. The
injection molding division produces kitchen products, toys, plastic components, and Christmas trees. Fund
investment was for addition of Lerger capacity molding machines 1 serve the appliance and auto markets.

375 emplovees.

Date of Approval:

Loan
Total

1071492
$352,000
$352,000

Leader Gasket of Slovakia, Bytca Date of Approval: 0271942

Leader Gasket is w U.S.-Slovak joint venture to produce specialized gaskets for the petrolenm and chemieal Loan $ 300,000
industries. Leader Gusket of Slovakia is now entering the hroader market of industrial gasket and sealing Equity (33%) 400,000
product distribution. 50 cmployees, Total $ 900,000
Matuska, Striroro Date of Approval: 02/19/92

Matwska fas a modern, automated wooden EUROPOOL pallet manufacturing line with capacity of 60-80,000 Loan $ 621,000
picces per month. The company is located on the Danube river enabling materials and pallets 1o be shipped Equity (40%) 35000
along Europe’s river network. 30 employee., Total $ 960,000

Milka, Dolny Kubin
Milkitis asmall hydroclectric projectio produce “80.000 KWh per yeur of clectricity using the site of i former
witter-powered mill. Funding is subject to final negotiation.

Date of Approval:

Loan
Totl

1071492
$57.000
$57.000

Oligo, Bratistara
Oligo Dvory is a start-up company that will extract xylose, a low-calorie sugar, from corncobs and sell it on the

international mirket. 2+ emplovees.

Date of Approval:

Loan
Equity (30)
Total

0-4/08/92
$ 0,000
~42,000
$ 1182000

Penta, Kysuckd Noré Mesto
Penta is & start-up manufacturer of Stee and 125¢¢ motoreveles whose Slovak owner-managers garnered
extensive experience on motoreyele racing circuit. Serial production began in August 1993 afier 18 months

Date of Approval:

Loan
Equity (32'%)

02/19/92
S 14,000
A1-1000

of product development and construction of production facilities. 60 employees. Total $ 828,000
Pesko, Liptovsky Mikulis Date of Approval: 01728792

Pesko operates a small retail hakery in Liptovsky Mikulig, Loan $ 85,000
18 employees. Equity (31%) 7,000
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SUMMARY OF SAEF COMMITMENTS
AMOUNTS AUTHORIZED BY THE BOARD AS OF SEPTERBER 30, 1993

PoMa, Porazskd Bystrica
Marian Podolik is a Slovak entrepreneur who constructed and began i start-up bakery and sweet shop. The
husiness is tocated within @ 5,000 unit apartment complex and is the only bakery within a kilometer. 19

employees.

Date of Approval:

Loan
Equity (31%
Total

0172892
$310,000
76,000
$ 386,000

Pyrokontrol, Pobedim
Pyrokontrol is a joint venture between Slovak entrepreneurs and a LS. company to manufacture and sell
halon-free fire extinguishers. The joint venture is using U8 fire extinguisher technology to produce several

sizes and types of extinguishers. 21 employees.

Date of Approval:

Litn
Lquity (18%)
Total

01728792
$ 956,000
354,000
$ 1,310,000

Kutor, Kosice Date of Approval: 12/04/91
Rotor is a small scale bvdroclectric power generation facility on the Horndd River in Kosice. [t is anticipated Loin 348,000
3.5 million KWh per year of clectriciy will he produced. 1 employee. Total $ 248,000
Safrema Date of Approval: 06/2-1/92
Safremit is 10 produce high qualiy fentilizer using a special process developed by a Swedish company and Loan $ 302,000
utilizing U.S. made equipment. The final location for the project is still being determined and funding is Equity (45% 138,000

subject to tinal negotistion.

Total

$ 440,000

Schramko, Sence
Schramkeo is a manufacturer of load levelers (to facilitate loading of trucks and containers), industrial tables
(1o adjust the height of machines and heavy objects), and agricultural trailers, with unique 3-way unloading

capahility. 68 employees.

Date of Approval:

Loan
Equity (40%)
Total

04/2193
$ 200,000
021,000

$ 827,000

Staskov, Cadca
Staskov s w planned operation that is to provide meat and meat products to the Cadea county in northwestern
Slovakia. Cadea is considered 1o be lacking in good sources of fresh meat, which Staskov will provide.,

Date of Approval:

Loan
Equity (R0%)

10/1-4/92
$ 345,000
14,000

Funding is subject to final negotiations. Total $759,000
Thermal Laminates Corp - Europe, Novd Mesto nad Vibom Date of Approval: 01/27/93
This venture is & start-up joint venture wmong the Fund, Thermas Laminates Corporation of Stevenson, Loan $207,000
Washington (USA) and three Slovak parmers. TLC is the largest manufacturer of saithoards (for windsurfing) Equity (50%) 200,000
in the U, 8. The jointventure will supply the Western European markets. 20 emplovees. Totl $407,000
Yéelirstvo Dedinsky, Bratistara Date of Approval: 0-/08/92
Dusan Dedinsky', a private beckeeper with a long family tradition of beekeeping, produces honey and other Loan S87,000
bee products. Mr. Dedinsky also acts as a broker, buying honey from other Slovak heekeepers, for export to Total $ 87,000
Germany. 3 employees.

Date of Approval: 01/27/93

Yega, MalZenice
VEGA is 2 modern, state of the ant hydroponic greenhouse with heat supplied by effluent from an clectric
generating plant. Prinary vegetable crops are cucumbers, peppers and tomatoes; the major potted plant crop

is poinsettias. 20 employees.

Equity (60%)
Total

$ 1,000,000
3§ 1,000,000

TOTALS
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Dely
Lquity

$8,121,000
$ 6,509,000
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors

Czech and Slovak American Enterprise Fund

We have andited the accompanying consolidated halance
sheets of the Czech and Slovak American Enterprise Fund and
subsidiaries (the “Fund™) as of September 30, 1993 and 1992,
and the related consolidated statements of revenues, expenses
and changes in fund balance, and cash flows for the years then
ended. These financial statements are the responsibility of the
Fund’s management. Our responsibility is 1o express an

opinion on these financial statements hased on our audits.

We conducted our audits in accordance with generally
accepted auditing  standards  and  Government  Audiling
Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement.  An
audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. Our
procedures included verification of investments owned as of
1993 and 1992,

confirmation hy correspondence with the investees.

September 30, by examination and hy
An audit
also includes assessing the accounting principles used and
significant estimates made by management, as well as
eviluating the overall financial statement presentation.  We
helieve that our audits provide a reasonable basis for our

opinion.

In our opinion, the financial statements referred to above

present fairly, in all material respects, the consolidated

20

certified public accountants

financial position of the Czech and Slovak American Enterprise
Fund and subsidiaries as of September 30, 1993 and 1992,
and the consolidated results of their operations, changes in
fund balance, and their cash flows for the vears then ended in

conformity with generally accepted accounting principles.

the consolidated financial
513,524,083 (60% of

of total assets)

As explained in Note 2,
statements include investments valued at $
and 30,938,636 (73%

September 30, 1993 and 1992, respectively, whose values have

total assets),
been estimated by the Board of Directors in the absence of
readily ascertainable market values.  We have reviewed the
procedures used by the Board of Directors in arriving at its
estimate of the value of such investments and have inspected
underlying documentation, and, in the circumstances, we
believe the procedures are reasonable and the documentation
appropriate. However, because of the inherent uncertainty of
valuation, those estimated values may differ significantly from
the values that would have been used had a ready market for

the investments existed, and the differences could be material,

Conpet s

Washington, 1).C.
November 23, 1993



CZECH AND SLOYAK AMERICAN ENTERPRISE FUND
CONSOLIDATED BALANCE SHEETS
SEPTEMBER 30, 1993 AND 1992

ASSETS 1993 1992
Investments:
Investments at fair value, gross $ 15,124,683 $7,138,0630
Reserve for potential losses (1,600,000) (200,000)
Investments, net 13,524,083 0,938,036
Cashand cash equivalents 1,365,275 1,833,192
Central Bank deposit facility 7,000,000 —
Restricted cash — 310,000
Acerted interest receivable 256,603 105,144
Prepaid expenses and other assels 75,430 81,630
Fixed assets, net 322,048 229,788
Total assets $ 22,544,705 $ 9,498,396

LIABILITIES AND FUND BALANCE

Liabilities:
Revolving credit facility $ 1,249,609 $ —_
Accounts pavible and accrued expenses 337,921 187,816
Deferred origination fees 146,883 08,933
Deferred grant revenue 5,327,387 1,545,589
Total liabilities 7,061,800 1,832,338
Commitments and contingencies
Fund balance:
Cumulative translation adjustment (30,861} 323,120
Fund balance 15,513,766 7,342,938
Total fund balance 15,482,905 7,000,058
Total liabilities and fund balance 8 22,544,705 $ 9,498,396

The accompanying notes are an integral part of these financial statements,
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CZECH AND SLOVAK AMERICAN ENTERPRISE FUND
CONSOLIDATED STATEMENTS OF REVENUES, EXPENSES
AND CHANGES IN FUND BALANCE

FOR THE YEARS ENDED SEPTEMBER 30, 1993 AND 1992

1993
Loan Technical
Investment Cooperation
Program Program Total 1992

INVESTMENT INCOME
Investment interest and fees $ 579,882 — $ 579,882 $ 193,375
Investment interest on bank: deposits 227,623 — 227,023 111,699

Investment income 8()75@ — 807,505 305,074
Interest expense 40,777 R— 40,777 —_—

Netinvestment income 766,728 — 766,728 305,074
Provision for losses on investments 1,400,000 — 1,400,000 200,000

Netinvestment (loss) income after

provision for investment losses (033,272) — (633,272) 105,074

EXPENSES

Employee compensation & benefits 1,291,995 — 1,291,995 933,084

Program development 159,325 — 159,325 160,663

Legal and professional fees 277,037 —_— 277,637 242943

Depreciation and amortization 72,211 —_ 72,211 67,046

Occupancy 183,375 — 183,375 140,320

Other operating expenses 317,546 — 317,540 187,872

Total expenses 2,302,089 —_ 2,302,089 1,737,928
Technical cooperation grants — 972,011 972,011 185,134
U.S. Federal grant revenue 11,106,189 072,011 12,078,200 8,834,411
Excess of revenues over expenses 8,170,828 _— 8,170,828 7.016,423
Fund balance, beginning of period 7,542,938 — 7,342,938 320,515
Fund balance, end of period $15,513,760 — $ 15,513,766 $7,342,938

The accompanying notes are an integral part of these financial statements.
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CZECH AND SLOVAK AMERICAN ENTERPRISE FUND
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENG:D SEPTEMBER 30, 1993 AND 1992

1993 1992
CASH FLOWS FROM OPERATING ACTIVITIES
Excess of revenues over expenses $8,170,828 $7,016,423
Adjustments to reconcile excess of revenues over expenses to net cash
provided by operating activities:
Technical assistance included in investing activities 972,011 185,134
Inerease in reserve for loss on investment portfolio 1,400,000 200,000
Depreciation and amortization 72,211 07,046
Changes in operating assets & liabilities:
Restricted cash 310,000 (310,000)
Acerued interest receivable (383,578) (105,144)
Prepaid expenses and other assels 6,200 (59,849)
Accounts payible and acerued expenses 150,105 152,555
Deferred origination fees 47,950 98,933
Deferred grant revenue 3,781,798 (2,094,411)
NET CASH PROVIDED BY OPERATING ACTIVITIES 14,527,525 4,550,087
CASH FLOWS FROM INVESTING ACTIVITIES
lovestments and loans (8,711,242) (6,898,821)
Central Bank deposit facility (7,000,000) —_
Technical assistance (972,011) (185,134)
Purchases of fixed assets (165,071) (72,022)
Loan repayments 494,256 83,305
NET CASITUSED IN INVESTING ACTIVITIES {(10,354,008) (7,073,272)
CASH FLOWS FROM FINANCING ACTIVITIES
Increase in revolving eredit facility 1,357,239 —_
NET CASH PROVIDED BY FINANCING ACTIVITIES 1,357,239 —
EFFECT OF EXCHANGE RATE CHANGES ON CASIL o 1,387 e
Netdecrease in cash and cash equivadents (467.917) (2,522,585)
CASHAND CASH EQUIVALENTS AT BEGINNING OF PERIOD 1,833,192 4,355,777
CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 1,305,275 $ 1,833,192

The accompanying notes are an integral part of these financial stuements.



CZECH AND SLOVAK AMERICAN ENTERPRISE FUND

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

I. ORGANIZATION OF FUND

The Czech and Slovak American Enterprise Fund and
Subsidiaries (the “Fund” or “CSAEF") is a not-for-profi
corporation formed pursuant to the Support for East European
Democracy Act of 1989 (the “SEED Act™) for the primary
purpose of promoting the development of the Czech Republic
("CR™) and the Slovak Republic ("SR™) private sectors and
policies and practices conducive 1o such development. 1t is
similar to funds now operating in Poland. Hungary, and
Bulgaria. As part of the SEED Act, the United States Congress
awthorized appropriations of $360 million over a three vear
period to he granted to these enterprise funds by the United
States Ageney for International Development (“AID™) to e used
for program purposes and administrative expenditures of the
enterprise funds. Grants received lrom AID are conditioned on
the Fund's compliance with the requirements of the SEED Act,
which imposes certain US. policy objectives and reporting
obligations. Under the terms of the grant agreement with AID,
the Fund may hold funds in interest bearing accounts and may
retain interest, investment inconte and investment profits for
program purposes. Effective October 1, 1993, the U.S. Congress
has appropriated a total of $65 million to the Fund.

On October 22, 1991, the Fund was granted incorporation
of a whollv-owned subsidiary in what is now the CR, CSAEF
Enterprise Finance, spol. s ro. Itis capitadized at 300,000 Kés
(approxinuately $10,000 at the exchange rate on the day of
incorporation).  On March 13, 1993, the Fund was granted
incorporation of a wholly owned subsidiary in the SR, the Slovak
American Enterprise Fund, spol. s.no. C*SAEF™). Itis capitalized
at 100,000 Slovak crowas  Capproximately $3.500 at the
exchange rate on the day of incorporation).

The Fund is engaged in a broad private investment program
in the CR and SR which, through equity investments, loans,
grants, technical cooperation and other measures, emphasizes it

comniitment to small-to-medium sized businesses. The Fund
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provides technical cooperation to businesses in the CR and SR
private sectors, including those in which the Fund has invested,
and 10 the CR and SR governments to assist them in developing
the private sectors and market economies in the CR and SR.
Through its direct role in investments in the CR and SR private
sectors, the Fund seeks 1o generate profits that will further
support its activities and attract investments by others. As part of
its investment operations, the Fund may obtain representation
on nruagement and supenvisory hoards of investee companics,
Entities in which the Fund invests mav enter imo business

transactions with each other in the normal course of business.

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

The signiticant accounting policies are as follows;

Basis of Presentation

The consolidated financial statements include the financial
position and the results of operations of all majority-owned
subsidiaries.  Intercompany accounts and transactions are
eliminated in consolidation. Investments in portfolio companies
are carried on the halance sheet as investments and are not
consolidated.

Investment valuation

The Fund's investments, as set forth in Note 3, are not
readily marketable and are not listed on an exchange or quoted
inan open market. These investments are stated at fair vlue as
determined by management. — In determining fair value,
management considers relevant qualitative and - quantitative
information available.  In general, the Fund’s poliey is to canry
investments at cost except where a change in the investee
company’s circumstances warrants a lower or higher valuation.
No unreadized gains have been reflected in the portfolio
valuation.  The values assigned 1o investments are based on
availuble information and do not necessarily represent amounts

that might ultimately be realized. since such amounts depend on



CZECH AND SLOVAK AMERICAN ENTERPRISE FUND

NOTES TO CONSOLIDATED FINANCIALSTATEMEMTS

future  developments inherent in - long-term  investments,
Investment valuation is recommended by management and
adopted by the Board of Directors (the “Board™) annually, and
more often if deemed necessary by management or the Bord.

The reserve for losses on investments is maintined at
alevel o allow for the diminution of value of the
investment portfolio.  This determination is made afier
eviduating the portfolio, current cconomic conditions,
information about specific investment situations, including
its payment history, collateral value, cash flows, earnings,
and other factors considered relevant by management.
These factors are subject to change over time and are
reviewed periodically. As adjustments become necessary,
they are reported in the period in which they become
known.  There is limited precedent for valuing such
investments in the CR or SR, Therefore, there is little
experience upon which 1o base the estimate of risk and
amount of possible losses. There have heen no specific
charge offs of any investment,

The Fund obtains collateral in investee company assets
where possible.

Cash equivalents

For purposes of the statement of cash flows, the Fund
considers all highly liquid financial instruments purchased
with a mawrity of three months or less to be cash
equivalents.  Cash held in banking accounts in excess of
FDIC insurance limits is collateralized by US Government
and Agency securities.

Fixed assets

Fixed assets and leaschold improvements are stated at
cost net of accumulated depreciation and amortization,
Computer  hardware,  furniture  and  equipment are
depreciated on a straight-line basis over their estimated
useful lives, principally five vears. Leaschold improvements

are amortized on a straight-line basis over the lesser of

3t

their useful lives or the term of the lease,

Revenue recognition

Grants from AID are recognized as revenue when funds
are invested or expended consistently with the purpose of
the Fund set forth in the SEED Act. Amounts received but
not vet recognized as revenue are reported as Deferred
Grant Revenue.  Loan fees charged to horrowers are
recognized as an adjustment of vield over the life of the
loan.  Fees charged for business advisory services are
recognized to income as services are rendered,

Translation of foreign currency

The Subsidiaries use the local currency as the
functional currency and translue all assets and liabilities at
vear end exchange rates, and income and expense accounts
at average exchange rates.  Net exchange gains or losses
resulting from the translation of assets and liabilities of
foreign subsidiaries are accumulated in a separate section
of lund badance titled “Cumulative Translation Adjustment™,
Gains and losses resulting from invesiment transactions of
the Fund which are made in currencies other than the U.S.
dollar are included in investment income as they occur, and
were not material for either period presented.

Program development

Expenses directly atributable to the Fund's operating
activities, such as consulting and travel, are recorded as
program development expenses.  Included herein are
directors” travel of $13,500 and CR and SR director's fees of
$10,000 for the year ended September 30, 1993,

Donated services

Members of the Fund's Board of Directors donate
significant amounts of their time to the Fund's program. No
amounts have been reflected in the accompanying financial
statements for such donated services inasmuch as no
objective basis is available to measure the value of such

services.



CZECH AND SLOVAK AMERICAN ENTERPRISE FUND
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

3. INVESTMENTS

The following summrizes the US. dollar equivalent value of investments of the Fund as of September 30, 1993:

Investment Description Cost Type % Owned Republic
AgManagement Cattle Breeding, j.v. $451,510 Loan Slovak
ALP - Martin Hanus Backpacks 58,010 Loan Crech
AmeriBif Biofermentation, j.v. 422,199 Loan Crech
00,760 Lquity 33%
Ameta Plastic molding 2,499 Louan Slovak
135,960 Eequity 00%
Bryndziaren- PMakovicky Cheese manufucturer 7,965 Loan Slovak
BSK Cement roof tile 387435 Loan Slovak
554,939 Equity 01%
Bujuakovo MVE Low head hydro 48,557 Equity 23% Slovak
CES Uniweb Textile, j.v. 1,225,490 LEqquity 18% Czech
Chirana Dental instruments 303,482 Loan Crech
Dekoplast Plastics molder 239,317 Loan Slovak
95,380 LEquity 31%
Elfra Electronic assembly 119,304 Loan Czech
- surface mount 124,861 LEqquity 55%
EMU Low-head hydro 19,163 Loan Czech
EVE-V Vyskodil Low-head hydro 11,599 Loan Czech
Ferex Waste disposal containers 131,209 Loan Slovak
Finsat Financial information 0,335 Loan Slovak
123,294 Eequity 70%
Gamma Push-pull cable 47,936 Loan Slovak
34,084 Eqquity 45%
Hanil Bakery 156,403 Loan Caech
5,203 Equity 30%
Helas Walking aids 133,371 Loan Slovak
Ieli Services Helicopter patrolling 250,675 Loan Czech
Holtztherm Wood briguette manufacturer 331,349 LEquity 16% Czech
Istrocera Beeswax processor L7707 Loan Slovak
0,105 LEquity 3%
JAMI - Jaromir Misar Small agricultural equipment 32429 Loan Czech
Kovopodnikatel Topic Metal products 282,714 Loan Czech
KPCM Mcat production 548,074 Loan Czech
242,780 Equity 40%
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Netinvestment baliince

$ 13,524,083

33

Investment Description Cost Type % Owned Republic
K7 Embroidery production $ 148,181 Loan Czech
Kveta Plastics molding 499 844 Loan Slovak
Leader Gasket of Slovakia Gasket manufacture, j.v. 501,767 Loan Slovak
400,000 Lquity 33.3%
Marhrot Bakery 50,939 Loan Czech
Matuska Wooden pallets 423,808 Loan Slovak
340,837 Lequity 40%
Mykointegra Biofermentation 03,954 Loan Czech
Oligo Natural sugar 396,045 Loan Slovak
244,084 Eqquity 30%
Peklton Bakery 583,173 Loan Czech
101,051 LEquity 30%
Penta Motorevele manufacturer 298,995 Loan Slovak
416,190 Equity 32%
Pesko Bakery 85,219 Loan Slovak
17,342 I wity 3%
PoMa Bukery 271,071 Loan Slovak
83,241 Lquity 3%
Ivrokontrol Fire extinguishers, j.v. 630,400 Loan Slovak
359,046 quity 18%
Rotor Low-head hydro 403,327 Loan Slovak
Schramko Ivdraulic equipment, trailers 378,438 Lquity 40% Slovak
Svanaa Bukery 07,521 Loan Czech
1,041 Lquity 309%
Thermal Laminates Corp. - Europe Surfboards, j.v. 188,071 Lquity 50% Slovak
Véelirstvo Dedinsky Bee products 93,523 Loan Slovak
Yega Greenhouse 959,337 Lquity 60% Slovik
Subtotal 15,031,861
Joint lending program 38,152 Czech
54,670 Slovak
Less reserve for losses on investments (1,600,000)
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4. COMMITMENTS AND CONTINGENCIES

Investments

In addition to the investments included in  the
consolidated schedule of investments at Septeniber 30, 1993,
the Board has authorized nunagement w0 commit o
investments and technical cooperation of up to $3.4 million
that were subject to fullv funding existing investments,  The
Board has also authorized managemert o commit up to an
S158

cooperation which are dependent upon the completion of

additional million 10 investments and technical
investment negotiations and the signing of closing documents,
10 the satisfuction of all partics.

Contingency

The Fund has guaranteed a lease obligation through
December 31, 1996 on hehall of one of its investees in the
cumulative amount of § 500,000 based on September 30, 1993
exchuange rates.

Leases

The Fund is obligued under noncancelable operating
leases for its Washington, Prague and Bratislwa offices. The
Prague lease is payable in German Deutsche marks, the
Bratislava lease is pavable in US dollars.  Future minimum
payments under noncancellable leases are as follows:

Fiscal Year

1994 $225838
1995 225828
1996 80,002
Total §537,008

The leases are subject to annual escalation based on

increases to the consumer price index,

5. CENTRAL BANK DEPOSIT FACILITY
The Fund has a five year revolving credit facility (the
“Facility™) with a commercial bank in Slovakia which expires

May 1, 1998. The total amount available under the Facility is §7

million. Interest on the Facility is at the Slovak Central Bank
discouni tate plus 2 prenitin {10% at September 30, 1993),
and is payable quarterly in arrears. Total interest paid for the

-

year ended September 30, 1993 was $40,777. The Facility is

-

collateralized by a 87 million deposit with the Slovak Central
Bank which will revert 1o the Fund upon the expiration and

liquidation of the Faciliny.

6. FIXED ASSETS

AtSeptember 30, 1993 and 1992, fixed assets consist of:

1993 1992
Computer hardware/software $ 208,247 S 137815
Furniture and equipment 187,123 125,342
Leaschold improvements 61,211 8353
450,581 291,510

Less: accumulated
depreciation and amortization (133.933) (61,722)

§ 322,048 §229,788

7. TAX STATUS

United States

The Fund is exempt from federal income tax under
Internal Revenue Code section 501(¢) (3) and from District of
Columbia franchise and income taxes.

Czech Republic and Slovak Republic

The Fund was exempt from income taxes in the CSFR,
retroactively from the date of incorporation until December 31,
1992, The Fund expects to retain the exemptions under the

new CRand SR tax Taws which took effect fanuary 1, 1993,

8. CONCENTRATION OF CREDIT RISK

By statute, all of the Fund’s investments are in business
activities conducted in the CR and/or the SR, As such, these
investments are subject to the political and  economic
uncertainties associated with doing business in the Czech

Republic and the Slovak Republic at this time,
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