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In accordance with Grant Agreement fiPER-G-00-00-00019-00 (thi. "Grant") 
between USAID and Small Enterprise Assistance Funds (SEAF). the Instiiute for SXIE 
Finance (the "Institute") here~vith provides to the Grantee. SEAF, a Final Program Repon 
for the thres-year period of the Grant (September IS, -7000 through September I -. 3 0 3 ) .  

The Institute was formed in July 2000 as a non-profir organization undcr the laus  
of the District o f  Columbia and subsequently received tax-exempt status undcr Secrion 
501-c-3 of the U.S. Internal Revenue Code. The Institute's stated nlission \\as then and 
remains to promote the greater availability and more efiecti\c use of risk capital finance 
for small and medium enterprises (SMEs) in developing and transitional economies. 

The purpose of the Grant was primarily to help to establish the institute and build 
its capacity to sen-e its mission, particularly, but not exclusively, in the cou~::ries sen-ed 
by the Europe and Eurasia (EGrE) Bureau of USAID. The Grant Agreement did not 
require implementation of specific individual projects having quantitative benchmarks. 

During the period of the Grant the lnstitute has \\ orlied on fi \c continents. has 
inten-ie~ved or worked \vith more than 50 SME risk capital funds, has providd training 
to more than 250 professionals, and has directly presented its findings to aggregats 
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audiences worldwide totaling more than 3,000 individuals related to the field of SME 
finance. 

Among the Institute's activities in the E&E region \vere two one-day tvorkshops on SXlE 
equity investing in Almaty, Kazakhstan and Tashl;ent,Uzbekistan in April 2001, 
sponsored by the Eurasia Foundation and USAID. The Institute also produced t ~ o  case 
studies on risk capital investments in SMEs in the region. The first addressed the 
challenges o f  raising long-term capital for S,MEs in Uzbekistan and was utilized in the 
ahsve-referenced workshop in Tashkent. The second case study addressed the challenges 
associated \vith the exit from an investment in Bulgaria. These case studies have been 
used in a nuntber f seminars and workshops worldwide and were supported by Grant 
proceeds. 

The major strengths in the Institutes perfomiance under the Grant include: 

0 establishment of the Institute as a globally recognized and innovati{-e 
participant in the field of SME development and finance; 

0 development o f  a new SME fund strategy combining best practices in 
"leveraged funds", quasi-equity investment, and technical assistance and 
currently under consideration or establishment in several countries of Asia 
and Africa; 

0 provision of non-remunerating advice and information to a \vide variety of 
U S .  and international development institutions, h'GOs, and ShIE 
investment funds; and 

0 achievement of financial sustainability, including total revenues equal to 
more than five times the amount of USAID grant funding (total other 
USAID-sourced contracts constituting less than 10% of total revenues). 

Weaknesses in performance under the Grant include: 

revenues were less than projected, 

0 the level o f  activity in the E&E region was less than in other regions, and 

0 the Institute opted not to s e n e  as a member-based association of SSIE risk 
capital funds. 

All proceeds of the Grant were expended during the period of the Grant and in 
accordance \vith the line-item budget projections submitted in the Institute's unsolicited 
proposal for the Grant. 
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Below are elaborations and explanations of the strengths and \veakn:sses listed 
above as well as summaries o f  the current status o f  the Institute and its future plans. 

Strengths in performance under the Grant: 

Despite significant under-funding and consequent under-staffing. during the 3- 
year period of the Grant, the Institute has become a well-known organization within the 
international development finance community. The follo\ving are indications of its 
recognition: 

The Institute has been engaged to present seminars on ShlE risk capital in 
Central Asia, Southeast Asia, Western Europe, Latin America, Sub- 
Saharan Africa, The Middle-East, and the U S .  

o During the Grant period, the Institute's chief executive has been asked to 
represent the Institute by making Ley-note speeches and presentations at a 
wide variety of gatherings on SME development and finance. These 
presentations have been key to disseminating the lessons learned and best 
practices identified by the Institute. They include, but are not limited to, 
the following examples: 

Presentation on innovations in SME risk capital, 
"Competiti\-eness: Key to the SME Agenda", sponsored by 
the Euro-Jordanian Industrial Development Initiative, the 
Euro-Arab management School, and the Canadian 
International Development Agency; Aqaba, 2003. 

Presentation on SME venture capital in emerging markets, 
"Annual Meeting of the U S .  National Association of State 
Venture Funds"; Baltimore, 2003. 

Keynote speech and presentation on small businesses support 
in the U S . ,  "Workshop on SME Finance in the Asia-Pacific 
Region", sponsored by APEC Finance and Development 
Program (AFDP), Seoul, 2003 

Presentation on nerv strategies in SME venture capital, 
"African Fund Managers Seminar", sponsored by the 
Community Development Venture Capital Alliance and the 
Ford Foundation; Atlanta, 2003. 

Presentation on quasi-equity funds system in Afnca, "IF1 
Working Group Meeting on SME Finance", sponsored b) 
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IFC with participation of USAlD and European bilateral 
development finance agencies; Vienna, 2003. 

Presentation to the Bangladesh Bank (central bank) on 
structuring government-sponsored SME funds; Dhaka, 2003 
Presentation on "Financing the Middle Class in Developing 
Countries", a seminar for USAlD officers and ShlE finance 
contractors; Washington, 2002) 

Presentation on selection criteria for the use of the 
Millennium Challenge Account at the USAID sponsored 
meeting of the Advisory Council on V o l u n t q  Foreign 
Assistance (ACVFA); Washington 2002. 

0 With full-time staff of only t\vo to four persons during the Grant period. the 
Institute has been engaged in training and advisory assignments for an 
extraordinarily diverse clientele. Among such clientele are major publicly- 
funded development organizations, including the Asian Development Bank. 
International Finance Corporation, Inter-American Development Bank, the 
World Bank (IBRD), USAID. Funhemlore, the Insfitute has receited 
contracts with full or partial funding from an equally diverse group of 
agencies and ministries of national governments, including those of the 
following countries: 

Bolivia Namibia 
Brazil Oman 
Chile Rwanda 
China Trinidad and Tobago 
India Rwanda 
Jordan Zambia 
Ku~vait 

o An Internet search using the institute's full name as key ~vords  through the Google 
search engine currently produces more than 300 references. 

One of  the principal mandates proposed for the Institute by its initial grantors was 
that the Institute identify best practices in risk capital ior SMEs and advise its -mantors 
and other stakeholders in SME finance of the potential and mechanics of such practices. 
After its first two years of operations, having met with officers from more than 50 SXIE 
funds on five continents, the Institute began work on the design of a model for S\IE risk 
capital with the intention that i t  combine those best practices into a replicable strategy for 
capitalizing, investing, and ensuring the viability of SME risk funds. The Institute's 
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efforts in this regard have produced perhaps its most significant achievement and are 
likely to be the key to the expansion of its revenues and reputation. 

Among the Institute's principal objectives in designing this strategy has been to 
address two of the most pressing issues in the relatively young field of S\lE risk capital: 

C l  how to invest on a commercially sustainable basis in S\lEs for 
nhich the prospect for exiting equity participations has 
traditionally been lobv, and 

O how to attract private and institutional investors and competent 
fund managers to SME funds xhich. due to their comparati\ely 
high risk, are normally funded entirely by public monies. 

The model o f  funds developed by the Institute to address these issues is based on 
a combination of proven best practices in small business finance worldwide. The 
capitalization plan for SME funds under this model is based on programs of a number of 
governments which provide lo\\.-cost leverage. debt guarantees, or "soft" equity to small 
business funds in order to attract more comrnercially oriented equity intestors ~ v h o  would 
otherwise have considered SME investment too high-risk. Examples of this concept are 
the Small Business Investment Company (SBIC) program of  the G.S. Small Business 
Administration (SBA), Israel's Yozma program, and the Australian Innovation 
Investment Funds. While these programs operate in highly developed environments. the 
leveraged fund concept is equally rational for virtually any developins or traisitional 
market country. 

The risk capital investment methodology of the SME funds proposed focuses 
primarily on the expansion of  existing, early-stage SMEs. Such funds will ordinarily 
invest for significant minority equity positions in the SME in\.estees while limiting their 
total exposure in equity to generally no more than 25% of the total amount invested in 
each enterprise. The larger portion of the investnient will be in the form of relatively 
low-interest loans having attached rights to a snlall percentage of  the inlestees' sales 
("royalty rights"). In this investment strategy, returns to the funds are less dependent 
upon the determination of, and participations in, earnings, prefemng rather a panicipation 
in gross sales. Even more significantly, returns on investment are not dependent upon 
third-party exits through public offerings and acquisitions. 

In addition to these capitalization and investment strategies, the Institute has 
proposed that such funds be enhanced by the establishment of grant-based pools of 
monies (TA Facilities) outside the accounts of the funds in order to provide for 
additional, demand-driven technical and managerial assistance to SMEs in the funds' 
portfolios. 

The Institute has now completed the full design for the model and its constituent 
parts, along with sample legal docun~ents necessary to its implementation. Among the 
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projects based on this work in which the Institute has been or is now engaged are the 
following: 

0 During late 2002 and early 2003, under contracts with the SME 
Department of the World Bank Group, the Institute designed a system of 
funds for Sub-Saharan African countries to he assisted and monitored 
under a single umbrella organization in the much the same way that a 
franchise is organized. Based on this \\ark, the IFC is no\\ in negotiations 
with the South Afncan SME finance oryanization, Business Partners 
Limited, to serve as franchisor and establish a first three funds in Ghana. 
Kenya, and hladagascar. 

0 Under contracts with the USAID-sponsored AMIR program in Jordan, the 
Institute has advised the Jordanian government and the GSAID-supported 
association of Jordanian information technology companies, Mi. on risk 
capital for Jordanian SMEs in the IT sector. The Institute has recently 
been approached by and Jordan's anlbassador to the U.S. to discuss 
the establishment of a fund following the model described above. 

The Institute currently has a contract with the Government of Rwanda to 
prepare all docunlentation, legal and descriptivc, necessar) to rhe 
establishment of a fund, again, based on the Institute's model and to assist 
in raising the fund and identifying its fund manager. The GoR has already 
issued a Declaration of Intent to provide S4 million in IDA loan proceeds 
as low-cost leverage for the fund. 

0 During 2001 and 2002, the Institute worked with USAID in Namibia to 
introduce the concept of risk capital to the country and to subsequently 
design a full progarn through which the GoN can sponsor one or more 
leveraged funds using the model. The GoN is currently discussing the 
possibility o f  using S5 nlillion from the newly created Namibian 
Developnlent Bank as leverage for the initial fund. 

0 The Institute is currently in discussion with oficers o f  the Asian 
Development Ba lk  \vith regard to establishing SblE funds based on the 
model in Nepal and Pakistan, \vhcre an initial contract in this regard has 
already been completed. 

0 The South Asia Development facility o f the  IFC engaged the Institute 
several months ago to advise the central bank of Bangladesh on the use of 
a $50 million Equity and Entrepreneurship Fund (EEF) managed by the 
central bank. The IFC has subsequently approached the Institute about a 
longer contract to convert part of the EEF to Ie~erage for one or more 
funds under the Institute's model. 
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0 At the request of USAID's Office of Credit and Investment, the Institute 
has prepared a preliminary design for the use of guarantees from the 
Development Credit Authority to leverage SME equity funds. N'hile, i t  
appears that current legislation governing the DCA may preclude its use as 
recommended by the Institute, we hope to be able to \vork \\ ith US.AID to 
expand DCA further into non-asset based financ~ng mechanisms. 

While the Institute is particularly active in tvorking ivith governnienis and 
organizations to implement the model described above, it also continues to work on the 
identification and in~plemeniation of other innovative and successful risk capital 
practices, including strategies for larger funds seeking to invest in ShlEs with the 
potential for exits of equity through sales to third-parties. 

Nott-Ren~trrteratitla Activities Addittp Voltre to the Field: 

While the Institute is dependent upon revenues from advisory contracts and 
training, as originally conteniplated, i t  has not become merely a non-profit consulting 
firm. On the contrary, the Institute regularly engages without compensation in advising 
development institutions, governments, and risk capital funds in best practices i t  has 
identified and in answering requests for inforniation from around the \vorld. 

Moreover, as time permits, the Institute continues to perform research into issues 
of SME development and SME finance and has amassed a considerable collection of 
articles, wbsi tes ,  and contacts related to the field. 

While the Institute has clearly not achieved the scale i t  initially projected norhas it 
been able to provide the diversity of senices i t  sought to provide, it has been fully self- 
sustaining, without the need of grant funding, for niore than a year. Although it has 
failed to reach its original revenue projections as proposed to US.41D, it has, during the 
Grant period, nonetheless produced revenues in excess of five times the amount of grant 
funding provided by USAID and more than double the total amount of grant funding 
from all sources. 

Weaknesses in Performance under the Grant: 

Revemre Less thatl Torpered 

The original projections presented to USAID called for a total of approsimately 
S2.4 million in revenues during the Grant period. However, The Institute's actual 
revenues during the period amounted to just over SI .5 million. During its second year, 
the Institute learned that S200,OOO of the S300,000 in grant proceeds expected from the 
MIF, some 22% of  expected initial grant support for capacity building. was not to be 
disbursed, due at least in part to budgetary issues at the IADB. At the same tinic. while 
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the Institute's first (and only) Global Practitioners Forum in SME Finance was 
universally considered a programmatic success, the event lost more than S 100,000. 

This combined loss of expected revenues essentially eliminated the organization's 
working capital and decreased staff from a budgeted five persons to only three, making i t  
impossible to undertake the full range of anticipated activities. 

A c t i ~ , i h  ill the E&E Re.ei011 Less than Tnrpeted: 

The Institute was unable to concentrate its initial efforts in the EBrE regions as 
intended and has not yet been able to achieve significant benefits Ivhich are specific to 
the EgLE region. 

Of  the full amount of the Grant, S290,OOO \vas contributed by the EBrE B u r e ~ u  
and $10,000 was contributed by the former Global Bureau. b'hile it \vas understood that 
the Institute was to be a global organization \vithout a pemianent concentration in EBrE. it 
was also understood that the Institute would make every effort to give greater attention to 
the EgLE region in the early years of the Institute. To-date, hoxvever, the Institute has 
held only one seminar Xvithin the region. Furthermore the Institute has received no other 
contracts for \vork in the region, despite continuous efforts to obtain support for ~ o r k  
there, within the context of the Institute's mandate to be financially self-sustainins. 

We believe that the reasons for this failure to meet expectations within E&E 
include the follo\ving: 

o Funding for development ~vork within the region has decreased 
significantly during the Grant period. 

o With the exception of the SEAF funds, most SME investment within the 
region has increasingly redefined "SME" in larger magnitudes of 
investment size such that niost SME venture capital funds are more strictly 
commercial rather than developmental and better served by organizations 
such as the European Venture Capital Association (EVCA). For example 
the European Bank for Reconstruction and Development (EBRD) whose 
first SME equity funds in Russia were limited to niaximum investments of 
$300,000, n o x  sites as EBRD-sponsored "SLIE funds", investment 
vehicles bvhich typically invest in the S1 million to S5 million range. 

EBRD has been persuasive \vith host governments in the region in its 
increasing bias in favor o f  bank credit lines. Interest in n e u  risk capital 
funds targeting SMEs has declined as a result. 

Despite these obstacles to a greater presence for the Institute in the EBrE region. 
several o f  the Institutes seminars in the U S .  and elseuhere have been attended by 
participants from E&E countries. Moreover, the Institute's staff and "faculty" (described 
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below) have their greatest concentration of experience in the E&E region and i t  is hoped 
that this will lead to further engagement in the region. 

Deeisiori Not 10 Eslablish the I~istirore as a Member-Based Associario~i: 

It had originally been the intent of the Institute that within its first two years, it 
would take on the characteristics of a member-based association for SSfE risk capital 
funds and their stakeholders. As such, the Institute \vould provide. tvithin a more modest 
scope, services similar to the E\'CA in Europe and the Xational \'enture Capital 
Association (NVCA), the National Association of Small Business Investment Companies 
(XASBIC), and the Venture Capital Institute in the U.S. The underlying assumption of 
this effort was that there is a clear distinction behveen private equity and venture capital 
organizations in developed countries and SME-oriented vehicles in developing and 
transitional economies. M'hile this assumption remains true, ivhat was not well 
understood at the time is the vast heterogeneity among SXlE funds and the extent of costs 
involved in establishing a global association of such a heterogeneous membership. - - 

Therefore, for the following reasons, the Institute elected not to become a member-based 
association: 

0 As the Institute began to perfoml research on, and make contacts with. 
practitioners of SME risk capital, i t  became increasingly evident that there 
is a substantial separateness bsnveen those SME funds combining 
developmental and financial objectives and the many so-called "SSIE 
funds" with purely financial objectives. This latter group, as mentioned 
above, typically invests at the SI million to 55 million level in 
substantially larger companies than, for example, Small Business 
Investment Companies (SBICs) in the U.S. whose average investment at 
present is less than S600,OOO. LVith such disparities among SSIE funds, i t  
became difficult to design member sewices ~ h i c h  would at once be 
relevant and useful to the broad range o f  funds within these 1 x 0  basic 
categories. 

0 The Institute's initial projections for the costs of membership acquisition 
and servicing were significantly underestimated. Given the financial and 
staffing constraints described above. it became clear during the first year 
that the Lnstitutc might risk being in a position of having collected member 
fees and then being unable to provide sewices justifying such fees 

Current Status and Future Plans: 

The Institute has recently undergone a restructuring. One of the Issues it has had 
to face is the unpredictability of the amount and timing of revenues. .4nother issue less 
common to other organizations is that the advisory and training tvork which the Institute 
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undertakes is o f  such a specific nature and at such a high level of technical detail that 
only experienced investment practitioners are appropriate to the provision of such 
training and advice. Appropriate professionals in risk capital are generally those \vho are 
still engaged in the practice in some forni. Moreover, the Institute could not hope to be 
able to afford to hire such individuals on a full-time basis. 

Therefore, the Institute has reorganized into a small organization with only two 
full-time professionals, both experienced in private equity and venture capital in . - 
developi& and transitional economies, \vhil-e putting together a "faculty"'of high-level 
practitioners who work with the Institute on its training and advisory engagement on a 
part-time, sub-contractor basis. Examples of this group of practitioners who work with 
the Institute include': 

D Austin Belton, former Wall Street senior banker, investment ofticer \vith 
the funds department of Overseas Private Investment Corporation (OPIC), 
for senior advisor on SME equity funds nith the MI, and most recently 
head of the  New markets funds program of the U S .  Small Busmess 
Administration. 

0 Christopher Davis, New York-based venture capital attorney. former 
attorney at the Ford Foundation and the OPIC funds department as well as 
author of key documents used by the SBlC program of the SBA. 

0 Robb Doub, managing partner of New Markets Gro\vth Fund (based at the 
Dingman Center of the University of hfaryland), with eight years prior 
experience as an investment officer and fund manager for SEAF in 
Eastern and Central Europe. 

0 William Grant, fornier small business banker in the U.S., former co- 
manager o f  international programs for Shorebank, and current director of 
small business lending for the Eurasia Foundation. 

0 Robert Stillman, former venture capitalist (30 years experience), foremer 
vice president for equity funds of OPIC, assistant administrator of the 
S B . ~ ;  and head of the SBIC program, and current president of hlilbridge 
Capital. 

These individuals and other professionals have tvorked with the Institute on both 
training and advisory assignments in increments o f  between two and hventy days per 
project. In the case of their work with the Institute, because it is a non-profit 
development organization and because they find the find the work stimulating, these 
professional are willing to be paid daily fees which, \vhile significant! are far belo\\ their 

' All of these persons work with the Institute on a pan-time basis with the permission of L ~ i r  current 
employers, including those who work for the U.S. government. 
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market value. Once again, professionals of this lwei of experience \vould likr.1)- be both 
unobtainable and unaffordable as full-time staff. 

Given that the model for capitalization and investment dr.;iribcd a!x,, c rcpxxr i ts  
an amalgam of ivhat the Insfltutc. has found to be bcjt practice for tl;? small.::. mare 
devrlopnent'il Sh lE  iiivestnlr..lts generally .;\erlooked by v'titurc. capifal and giicn ti:? 
positive glohal rxeption of ti:- model, n~ucli futurc aitivit!, o f  the lnstitiitc I .iy i ; ~  . o h ?  
the adaptxion and assistance in iniplmentation of thc niodel in \aiious p ; n  of ti;: 
world. 

Nonttheless, the Institute is sfill engaged in promoting a relatiisly broad ranze of 
risk capital strategies for a broad s p x t n l m  of S1IE-oriented in\ estriient iehiclcs xid 
progrz,iiis. For esainple, the 111stitut~ recently conducted a two-day seminar spon~ored by 
the i7enture Capi tJ  Incentive Progrimme of Trinidad and Tobago. The seminar \vaj h r  
SME fund managers .::!d offici-rs of financial institations and governm~iit i  throu&it the 
Caribbean region. Pzticipants i~iclu~led represcntatives of funds invesriny as lo\\ 2.. the 
550,000 level and s s  high as SZ million pcr iiivestnlent. The Institutr. pri.sen:r.i! a \\id,- 
variety of instrunlents and strategies. including a number pinwered by SE.AF ior SJiE 
investments \\here third-part). exits arc anticipated. 

In all o f  its contracts, thc Institute builds in substantial nlnrgiiis suc?. :hit nl~Tncy 
will be a\:.ilable to pay for \\ark done \vithout con~peiisation and in ~ i i e  ho?: that the 
Institute may bc able at soi i~c  ton?.: to hire additional suppon stnfiami to hcgiii to expmd 
its sen.ices in the directions originall). envisaged. 

Li'hilc the Institute is currently self-susti~iniy,  it is diflicuit to picd:ct at this point 
the extent to \vliich i t  \vill be able to y o t v  in ti;: futul-e. Certainly such grow!i \vill 
require additional grant funding 21s \veil as contract revcnue. tlo\ve\er. the Insfitulc has 
not yet recommenced its efforts to obtain grant funding. givcn the signific2:it tims 
entailed in such efforts. 

Finally, the Institute \vould welconie froni L:S.\ID ti:: identiticatio:; of potential 
oppotlunities, both paid and unpaid, for the Institutc to be cif grcatcr \six iii the E S E  
region. 

Final Budget Statement for the Three-\'car Period of the Grant 

On the follo\ving page (Attachment 1 )  is a final st.itement of the use ofproceeds 
froni the Grant as \veil as cosi-share figures. Given tii;lt Grant proceeds \\ rrc. used to 
augment cost-share fiidin: from other sources in all linc items i n  :,. hich G:m! pro:w?.s 
\yere expended, linc iten1 allocations for Grant procc.;ds arc cxac!ly 3s projsstc.,!. 



We remain -gateful to USAID and to the Grantee. SE-IF. for their e n c r o u s  
suppon in Institute's activities. 

Sincerely. 

Tom Gibson 
Attachment 1: Final Budget Statement 


