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The Welo"'tern NIS Ent<.rpnse Fund capitalIzed wIth $150 million by the U S Gmemment

un e<,to. m prtvate compames ill Ukrame Moldova and Belarus The Fund halo been full} opera

bonal l1l the regtOn smce June 1995 The fund generally prm'ldes equ1ty capItal and loans 1n

amounts be-tween $750000 dnd $7 5 mdlton to small and medIUm Mzed prtvate comparues m

any of the three countrle.. lfi whIch It opuates The Small BUSlfie-SS Loan I<und a separate fund

managed bv the Western !illS Enterprtloc Fund, makes commercial loans under $100000 to Iomal1

busme-<,se., dnd e-ntreprcneurs In Ukrame

:J,e Fund seeks to ach'eve long-term appreetatton w,th a modest

current return on 'Its capItal by mvestmg m equzty and debt seCUrttles ofprwate

enterprtses WIth prospects for growth EqUIty mvestments are made through the

prtvate purchase of common stock Debt transactlOns mclude dzrect loans to

enterprzses and lease ftnancmg for equtpment and/or property These mvest­

ment actwztles mvolve zllzqutd mvestments m a hzgh-rlsk envzronment wzth

potentzalfor szgmftcant losses In general, mvestments are only made when the

Fund belteves that the mvestment WIll create growth m real Jobs and wzll pro­

VIde a return on capztal commensurate WIth the mherent rzsks As mvestments

are ltqutdated, the Fund may mvest m short-term mstruments or hold cash on

deposzt
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LETTER FROM MANAGEMENT

~q~"""1fIhe Western NIS EnterprIse Fund has completed Its third full year of operations wIth
over $56 mIllIon of venture capItal committed to 18 compames operatmg m Ukrame
and Moldova Many of the Fund s portfolIo compames have worked With the Fund for
two or more years With the Fund's capital and gUidance, the compames managed
effectively through the recent finanCial CrISiS and, m fact, took advantage of opportum

ties created as their weaker competitors fell away These results valIdated the Fund s strategy of plac
mg our capital directly - not mvestmg m the secondary public markets - mto compames with smart,
competitive local partners As an active finanCial partner, we secured proper governance rIghts, then
worked With management to add value to operations We fimshed the year pursumg thiS strategy
With the competitive advantages of an experIenced staff of mvestment professiOnals and a substantial
amount of available capItal

DUrIng 1998 the quality of the Fund s portfolIo lffiproved sigmficantlyas the Fund aggressively sought
out new mvestment opportumties The Fund added SiX new compames to the portfoho With com
mitments of over $21 milbon and supported the growth of seven eXlstmg portfoho compames With
$4 3 millIon of expanSiOn capital At the same tlffie, it was important for the Fund to adhere to rIgor
ous mvestment procedures m order to prudently manage itS rISks Over $14 million of commitments
made to five compames m prIor years were allowed to expire because the compames were unable to
meet the conrutions reqUired for mvestment Often thiS was more the result of the negative aspects
of the legal and regulatory enVironment than weakness of commerCial factors

In 1998 the Fund contmued lendmg to entrepreneurs and small busmesses through the Small
Busmess Loan Fund ( SBLF ), which has made over $2 4 millIon of loans to more than 50 sm.ill busi
nesses m the last four yean. Dunng 1998 the SBLF closed $930,000 of new loans to siXteen clIents
that, coUecttvely, employ 310 people SBLF also expanded ItS geographIc reach mto eastern Ukrame
by opemng an offIce m Kharktv

The lack of economiC reforms compounded the effects of the fmanCial CrISiS on the governments and
prIvate enterprIses EconomIC reforms, such as tax reform, pnvatiZatiOn and regulatory transparency,
did not proceed, and the state continued to impede commerCial acttVity Due to the lack of funda
mental change, the local finanCial markets were Violently disrupted m August when mstitutiOnal
mvestors started to Withdraw mvestment capitalmdiscrImmate1y from all emergmg capItal markets
Large sale orders of pubhcly traded stocks and bonds caused securIty pnces to fall dramattcally, glVlng
public eqUity funds huge losses and hmitmg government access to the Treasury biU market Once
concerns about the creditworthmess of sovereign debt spread to the commerCial banks, local govern
ments lost their last source of lIqUidity Ukrame and Moldova were forced to react and managed the
Imttal stage of the cnSIS better than RUSSIa TheIr central banks had better liqUidIty posltlons and
subsequently stabIliZed theIr currenCIes The governments also negotiated voluntary restructurmgs
and aVOIded offICIal defaults on their sovereign debt

DespIte these macro economIC lffipediments, most of the Fund s venture portfolIo compames have
improved their operations and are pOIsed for growth The Fund s eqUity mvestments were made
directly mto the compames, and the proceeds were used to mstall capItal eqUipment As a result, the
compames now produce higher quality products at a lower cost and offer these products at competi
tive pnces In addItion the Fund s post-mvestnlent actiVitIes With each of the portfoho compames
have contnbuted to strengthemng other functional areas Many of the compames have established
new advertismg programs for theIr branded products Under the gUidance of the Fund eIght compa
mes have mstalled computeriZed management mformation systems and tramed their personnel to
make management deCiSions m a more timely and mformed manner Nme companies are prepanng
to be audited by an mdependent Western firm for the second year m a row We have al~o helped sev
era! compames expand their management teams by recruItmg local fmanClal and marketmg man
agers

All of the Fund s eqUity mvestments, With the exception of two, are m satisfactory condition and are
carned at cost In one of the two exceptions, the company had management problems dunng ItS
start up phase and depended heavIly upon sales to RUSSIa Company management has been
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LETTER FROM MANAGEMENT

replaced, and the new management team IS attemptlOg to dIversIfy the customer base The other
portfolto company uses a large amount of lffiported raw matenals and productIon costs have
lOcreased dramatically WIth the depreCIation of the local currency In both cases, no wnte offs were
conSIdered ImmlOent, however Fund management and the Board elected to create a $4 0 mIllIon
eqUlty reserve In accordance WIth the gUldehnes of the European Venture CapItal AsSOCiation In
addition to the eqUIty reserve, the Fund has establIshed a loan reserve of approXimately $1 5 ml1lIon
for debt transactIons In the venture capItal portfolIo and the Small BUSIness Loan Fund

LIke our portfolIo compames, the Fund was well pOSItIoned to take advantage of the dIsruptiOns
caused by the finanCial cnsls We adhered to our strategy of makIng primary eqUIty Investments Wlth
local partners dnven to buIld the competItIVe strengths of therr compames Most other funds In the
RegIOn Invested In secondary secunties through the local pubbc debt and eqUity market, as well as

pnvate eqUIty As a result of the losses 111 theIr pubbc secuntles portfolIos, many funds closed or SIg

Olflcantly reduced the sIZe of therr operations 10 the region SImultaneously, local banks had to
IOcrease IOterest rates to prohibitive levels, makIng debt an unattractIve alternatIve to pnvate eqUIty
In additIOn local owner/operators seekmg long term capItal were forced to adjust therr value expec
tatlons of their eXlstmg busmesses These competitive changes 10 the publIc, as well as pnvate, debt
and eqUIty markets Improved the Fund s Investment opportumties sIgmficantly

As a result we remaIn cautlOusly optImIstIC about the Investment opportumtIes 10 the reglOn The
market IS large yet more manageable than the RUSSian market In Ukrame alone, there are over 50
millIon people, and the country has a tremendous renewable natural resource Wlth over 25% of the
world s most fertile soil The regIOn s greatest resource, however, IS Its highly educated workforce
In additIon, the economy has been mdustnaltZed and has good proXimIty to Western European mar
kets, as well as the RUSSian market - a renewed advantage once the RUSSIan market comes back to
health

Like the Fund, a few far-SIghted strategic mvestors are attracted to the reglOn Many see the potential
demand for their products and want to take advantage of reduced asset pnces to bUIld local operat­
109 bases The recent slowdown In the market IS keep109 some multinational competItors away,
whIch has allowed more aggreSSIve strategic lOvestors to build entry barners, such as local manufac
tunng, brand awareness and dlstnbutlOn networks

We are pleased to conclude our thIrd full year of operatIOns WIth an expandmg portfolto of dynamiC
and competItiVe firms These compames continue to strengthen therr market POSitIons and are head
ed, In accordance WIth the Fund s mvestment strategy, toward leadershIp pOSItIons In their Industry
sectors The recent finanCial turmoil has weakened local demand for the short term, and many of the
portfolIo compames weaker competitors have fallen along the way The Fund IS proud of the way ItS
portfolto compames have used the opportumty to IdentIfy new opemngs In the markets and to
address weakriesses Wlthm therr own organIZations ThIS has led to further development and growth

We would lIke to thank all of the people who have made the last year so successful The Fund s
mvestment profeSSIonals and staff have worked very hard and demonstrated great resourcefulness 10

a very challengmg market The members of the Board of DIrectors have helped us Wlth theIr vast
expenence and Judgement Fmally, we would lIke to recogOlZe the contnbutlOn of the semor execu­
tives and consultants from vanous mdustrles, especially the late Barron Gray They sacnficed time
WIth famIly and fnends to come to the region and work Wlth these young management teams and
compames They set an mspIrlng example for all of us and make us proud to be Amencans

Glenn H Hutchms
ChaIrman of the Board

~
/ " /~/

/ ----/' -
~. / / //C//"~//

/~/ c::/ e-" "ZY t"

Scott A Carlson
PreSIdent and Chief Executive Officer

WESTERN NIS ENTERPRISE FUND - PAGE 4



Qjkrame IS one of the largest countnes 10

the reglOn Ukrame s landmass of 604
million square ktlometers (220 million

square miles) IS the largest 10 Europe after the
European part of Russta, and It'> population of
50 5 millIOn ranks fourth 10 Europe The agncul
tural sector produces gram, Ollseed, sugar, and
hvestock The most tmportant mdustrlal sectors
are heavy machmery; mdustnal eqUlpment, tron,
steel coal chemicals, agncultural machmery, and
srupbUlldmg

Economy

Some positive changes m the economy were
observed 10 the first half of 1998 mcludmg

• the begmmng of large scale pnvatlZatiOn,
• a decrease 10 the annual mflation rate to

9 6 % for the twelve months endmg,
• several attempts to hberallZe the economy

mcludmg mtroductlon of clearer 'ax proce
dures, deregulation and slmphfted bank
ruptcy procedures

• a tighter 1998 budget with a consohdated
budget deficit of 2 3% of GDP lOstead of
33% adopted by the Parhament at the end
of 1997

However these reforms were not systemattc and
did not lead to sustamable growth The fmanclal
and pohttcal criSIS m RUSSia became a catalyst for
the Ukralman finanCial market cnsls

The economIC situation 10 September - October
1998 further detenorated due to lack of coordl
nation between monetary and budget pohcles
hryvma nommal depreCiation by 82 41% for the
penod from October 1, 1997 through October 1
1998 excesSive government spendmg - the need
to finance It ratses mterest rates to as high as 60
92% per annum and lack of progress on land
reform Consequently, lack of economic reforms
and accelerated hqUldlty problems contnbuted to
foreign mvestors lack of confidence and their
Withdrawal from the Ukralman T bill market At
the same time, m an attempt to '>upport the hryv
ma the NatlOnal Bank of Ukrame (NBU) utlmed
most of ItS foreign reserves

SoCtopohtlcal

In October 1997, Ukrame adopted new election
legislation, which proVldes for a mIXed maJontar
tan proportlOnal electoral system and on March
29 1998, Ukratne held ItS third democrattc par
hamentary elections based on thiS new system In
contrast to many forecasts, voter turnout was as
high as 70% and elections themselves were con

COUNTRY PROFILES

UKRAINE

Although the country has a strategIc locatIOn Nch
natural resources and hIghly educated work force,

whtch makes Ukrame an attractive mvestment
enVIronment, It has not yet achIeved Its

expe<..ted potential

sldered by mternattonal observers to be free and
fatr Pohtlcally left parttes won about 40% of the
seats, but their mfluence appears stronger due to
their control of the speakershlp and the weakness
of the parhament s fractured center and nght
Progress 10 adoptmg much needed reform con
tmues to be tortuous and comphcated by a nse m
pohtKal tension m hght of the upcommg presl
dentlal election m October 1999 In terms of leg
Islatlon adopted dunng 1998 several Important
new legal Codes were drafted, mcludmg ClVlI,
Land, Crtmmal and Procedural Codes ThiS baSIC
foundation IS reqUlred to proVlde a legal frame
work for all current and future laws and regula
ttons

Investment EnVironment

Macroeconomic stablllZatlon dunng the fust half
of the year resulted m a modest Improvement of
the mvestment cltmate m Ukrame Foreign dtrect
mvestment reached approXimately $262 bllhon
by October 1998, as compared to $483 mllhon m
January 1995 However declared deregulation
measures were not completely Implemented and
many mvestor complamts remamed unresolved
Accordmg to World Markets Research Center
(WMRC) m terms of nsk raung Ukrame received
a medium ratmg, which means that the overall
busmess envtronment IS acceptable but needs
Improvement To date, despite the fmanclal cn,>ls
and mternal dtfficultles, several multi national
corporations have mvested m local manufactur
mg facllmes m Ukratne Most recently Nestle has
announced ItS mtentlOn to mvest US$ 40 million
lOto the LVIV based confectIOnery company
SVltoch Other major foreign mve5tors mclude
AT&T, Kraft Jacobs Suchard, and Coca Cola
Amattl The AvtoZaz Daewoo Jomt venture
founded m July 1997, began manufactunng cars
m 1998

Although the country has a strategic location nch
natural resources and highly educated work
force, which makes Ukratne an attractive mvest
ment enVironment, It has not yet achieved ItS
expected potential because of the failure to mml
mlZe state mterference With operation of markets
remove admlmstratlve barriers to busmess opera
tlOns, meet pnvatlZatlon targets or make Itself
attractive to foreign and domestic mvestors
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COUNTRY PROFILES

MOLDOVA

Despite the worldwide finanCIal turmoil, the
Moldovan government contooue.. to Implement
market reforms, hberaltze the regulatory environ­
ment, and encourage foreign dtrect oovestment

7
he Republtc of Moldova IS located lo

southeastern Europe between Ukrame
and Romania Moldova IS one of the

smallest European countries, with a population
of 4 6 million people and a terntory of 33 8 thou
sand square ktlometers Favorable weather con
dltlOns and above average fertIlIty of agncultural
land have made agnculture the backbone of the
Moldovan economy The agncultural sector
mcludmg food processlOg and wme maktng, rep
resents more than 60% of GDp, provides employ
ment to over 42% of the actIve labor force and
accounts for nearly three quarters of total
exports Moldova s other major mdustnes are
ltgbt manufacturmg, bUlldmg matenals wood
and wood products

Economy
In 1998 the Moldovan economy expenenced
posltlve growth despite the growmg budget
defiCit, a heavy foreign debt burden, and a
restructunng of the energy sector Moldova s
mvestment cllffiate benefits from stable and gen
erally favorable macroeconomic conditIons

• OffiCial GDP growth of 1% lo 1998 IS Widely
believed to underestlffiate the rapid growth
of the so called shadow economy; espe
Clally lo constructIon and the boommg retall
sector m Chl§mau the capital of Moldova

• InflatIOn remamed low m 1998 at the annu
al rate of 10% (compared With 11 2% m
1997)

• The natIOnal currency; the leu, was lOtro
duced m 1993 and remamed relatIvely sta
ble through mid 1998 However, after the
RUSSian finanCial cnSlS, the Central Bank of
Moldova started to devalue the domestic
currency m an attempt to aVOId the erosIOn
of competltlveness of Moldovan exports to
the RUSSian market

• The government has revised the 1998 bud
get but contmues to face problems collect
mg taxes and duties

• Moldova IS the only country of the former
Soviet Umon to Implement a credible land
reform program ThiS mcludes breaktng up
state run collectIve farms under the NatIOnal
Program of PnvatIzatIon RestrictIons on
the sale and purchase of land were annulled
m 1998 The Moldovan government also
made public Its IntentIOns to sell key com
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pames lo the cement tobacco and telecom
mdustnes to foreign strategic mvestors

• Moldova completely ltberalIzed ItS current
account transactIOns and IS lo the process of
applymg to Jom the wro Moldova Signed
the Partnership and Cooperation Agreement
and applted for AsSOCiate membership With
the European Umon

In August 1998 the Moldovan economy suffered
from the worldWide finanCial cnsls Moldovan
exports of agncultural products and wmes
remam heavtly dependent on the NIS pnmardy
RUSSian market In addition due to a lack of
domestIc energy resources Moldova ha:. to
Import almost all of ItS energy reqUIrements leav
mg ltttle maneuverabllity to reverse the persistent
balance of payments defiCit

Socwpolttzcal
After the March 1998 Parltamentary elections a
center nght Wing coalttlon of three parties was

formed The government began Implementing a
ltberal economic program With economic austen
ty measures Adherence to thiS program IS
expected to lead to a resumption of disburse
ments from IMF and World Bank by the end of
1998 Moldova has made ltttle progress m nego
tlatlOns on the Transdmestr terntory, a breakaway
regIOn dommated by a faction of the RUSSian
army, but the government has resolved ItS ternto
nal disputes With Ukrame

Investment Envzronment
Moldova has steadlly ltberaliZed its foreign mvest
ment regime ThiS legal framework ensures for
eign mvestors equal treatment With domestic
flrms Moreover local comparues With foreign
capital are eligible for corporate tax benefits
(100% corporate tax exemptIOn IT foreign IOvest
ment IS over $1 mtlhon) Foreign lOvestment IS
about $260 million as of July 1998 Over 1000
enterpnses v; Ith foreign partiCipatiOn are regis
tered mcludmg 303 With 100% foreign owner
ship These enterpnses generated more than
10% of Moldovan GDP lo 1998 The most active
Investors are France Germany RUSSia, USA
Spam Greece and Italy Among the most ViSible
US compames In Moldova are McDonald s, Coca
Cola Redeco Hewlett Packard and IBM

The current finanCial cnsls lo RUSSia has demon
strated the threat of a umlateral onentatlon of
export to RUSSia But despite the worldWide
finanCial turmoll, the Moldovan government con
tmues to Implement market reforms liberaliZe
the regulatory enVlfonment and encourage for
eign direct mvestment



7 he Repubhc of Belarus IS a country With a
population of 10 4 mtlhon people and a
terntory of 207 rrulhon square ktlometers

The major natural resources of Belarus mclude
mmeral fertlllzers, wood, chalk and gypsum The
country s major mdustnal sectors are electromcs,
machmery and eqUIpment production, cherrucal
and petrochemical and textiles mdustnes
Belarus mam agncultural products mclude meat
and datry products, potatoes and gram

Economy

In 1998, Belarus expenenced a finanCial cnslS
caused by a highly mterventlomst economic poll
cy and the cnsls m RUSSia In additIOn the 1998
harvest was the lowest smce 1953 PreSident
Lukashenka IS contmumg a pollcy of high eco
nomic growth and full employment which IS con
ducted Via direct control of the government over
most economic entities and actiVities The coun
try s major economic mdlcators m 1998 mclude

• Accordmg to offiCial statistics m January
September 1998, GDP mcreased by 11% m
adjusted pnces compared to the same pen
od of 1997 Belarus mdustrlal productIOn
lOcreased by 12% and agricultural output
rose by 6%

• Dunng the flfst mne months of 1998, offi
Clal consumer pnces rose by 30 1%, and the
average monthly mflatlon rate was 3 4%
Despite harsh admlmstratlve measures taken
by the government to aVOId mflatlon, the
monthly mflatlon rate rose to 8% m
September

• Smce the begmmng of the year the
Belaruslan ruble s exchange rate fell agamst
the DS dollar by all estimates National
Bank rate (Inter Bank Exchange rate) by
72 7% and the street market rate by 376%
As of September 30, 1998, the spread
between the National Bank rate and the
mformal rate reached 276%

Smce the Belaruslan currency cnsls m March
1998, the National Bank of Belarus has been
Implementing an admlmstratlve regulatory pollcy
m the currency market m order to restore stabtl
Ity m the market That polley mdudes an uncon
trolled monetary emiSSion Further measures
have been taken to strengthen state control over
pnvate busmesses and export operatlons lndud
mg heaVier taxatlon Though PreSident
Lukashenka Signed a pnvatlZatlOn decree m
March pnvatlzatlon and other structural eco
nomic reforms are non eXistent These econom
IC pollcles stymied the country s cooperatIOn With

COUNTRY PROFILES

BELARUS

Bemg a potenttally attractt"e country for ffivest­
ment, Belarus will reqrure econonllC and pohttcal
stability, as well as a WIllingness to move toward..

market economy for It.. further de'~elopment

mternatlonal finanCial mstltutlons As a result
the IMF and the World Bank recalled thelf repre
sentatlves from the country The World Bank has
suspended new projects m Belarus

SoclOpolttlcal

Belarus contmues ItS pollcy of establlshmg closer
ties With RUSSia and callmg upon Ukrame to Jom
With them and RUSSia to form a smgle SlaVIC state
The reglffie also contmues ItS dellberately defiant
attitude towards the West Five European Dmon
countnes the Umted States Japan and several
others have recalled their ambassadors from the
country clalffimg Belarus has Violated the Vienna
Convention on Treatment of diplomats and
demed access to ambassador s reSidenCies

Investment Envlronment

M, of September 1998, there were 2,162 enter
pflses With foreign mvestments m Belarus,
mcludmg 1311 Jomt ventures and 851 compa
mes With foreign capital For the flfst eight
months of 1998 Belarus attracted only $11 7 mu
llon of addltlonal foreign mvestment However,
several mvestments have been announced m
Belarus m 1998 The German company MAN has
mvested $3 6 mullon m a Jomt venture With
Mmsk based MAZ a heavy duty trucks producer
The European Bank for Reconstruction and
Development (EBRD) extended finanong total
mg $8 7 mullon to a new Canadian Belaruslan
glass makmg Jomt venture In addltlon the
EBRD bought 27% of Pnorbank the country s
fifth largest bank for ECD 2 75 mtlllon
McDonald's announced plans to open ItS sixth
restaurant m Mmsk With an mvestment of $1 2
mtlhon At the same tlffie, as reported by the US
magazme Instztutzonal Investor Belarus IS
ranked 122nd for ItS solvency ratmg (12 9), a step
down from ItS preVIous ranktng of 121st m
September 1997

The preSident s mtention to reconstruct the eco
nomiC system of the late SOYlet Dmon and the
lack ofprogress m implementlng reforms and pn
vatlzatlon took Belarus back to the depressed
econOffilC level of recent years Bemg a poten
tlally attractlve country for mvestment Belarus
will requlfe economic and pohucal ~tablhty as
well as a wllhngness to move towards market
economy for ItS further development
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ACTIVITIES OF THE FUND

POST-INVESTMENT ACTIVITIES

:Jhe Fund strongly believes that the mvest
ment of capital must be accompamed by
a company s commitment to change and

management s ability to drive this change
Management teams which have done an excel
lent Job Identtfymg good commercial OPPOrtuOi
ties and startmg up busmesses, often are not
able to manage problems created by rapid
growth, or to adapt to changes 10 the market
place

To bndge thiS gap, the Fund has a whole range
of post mvestment activIties alffied at ensuring
that portfolio compaOles are strategically well
posltloned 10 the marketplace and have the right
orgamzatlonal platform to achieve thelC goals

People are the most Important resource 10 any
company It IS the Fund s objective to work With
Its portfolio company management teams to
develop thiS valuable asset for the busmess and
to proVide them with the right skills, capabl1ltles
and motivatIOn to grow the busmess and realIZe
It~ potential

The Fund has a whole range of post-mvestment
actlvltle~ auned at ensurmg that portfoho compa­
rues are strateglcally well-pos1tlOned m the market­
place and have the nght orgaruzabonal platform to
acrueve therr goals

Strategy and Busmess Development
MISSiOn VISion and values must be shared and
agreed upon with portfolio compaOles so that
resources and energies are UtilIZed effectively
and effiCiently Strategy plannmg seSSiOns are
Important tools used for thiS purpose portfolio
company management and the Fund s lOvest
ment team are gUIded by strategy consultants
and mdustry speCialists through a high level
strategy development exercises The malO steps
of such a process are

• IdentificatiOn of the company s miSSiOn,
VISIOn and strategic goals

• assessment of the company s market POSI
tlon

• deftmtlon of resources and competencies
requlCed to achieve that miSSion, and

• alignment of the company s orgamzatlonal
structure to achieve these goals

Strategy plannmg seSSiOns are held also on a
pre mvestment baSIS as part of the due dlltgence
process 10 order to ensure that mterests of all
stakeholders are clearly aligned

WESTERN NIS ENTERPRISE FUND ~ PAGE 8

Corporate Governance
Proper corporate governance IS Important to
each company s evolution from an entrepre
neunally operated company to a profeSSionally
operated corporatIOn The Fund takes a lead
role 10 provldlOg strategic guidance to portfolio
compaOles 10 thiS area thus addmg value that
goes beyond the mvestment of capital

The Fund reqUlres each portfolto company to
create a supemsoC} councd eqUlvalent to a
board of dlCectors that represents the mterests
of all shareholders PrIOr to the Fund makmg an
mvestment the company must put 10 place polI
cles and procedures reqUiring all major corpo
rate deCiSIOns, such as acqUlSItlOns, capital
expenditures and semor management appomt
ments be reviewed by the supervisory counctl
ThiS makes the deCISion makmg process more
transparent and protects the nghts of mmoClty
shareholders

Leadershlp, Management and
Busmess Skdls

A strong management team IS key to achlevmg
company goals The Fund Implements a broad
spectrum of actlvttles alffied at supportmg and
developmg key players wtthm portfolIo company
management teams

Chief Executive Officers of portfolto compaOles
are brought together tWIce a year to diSCUSS
management and leadership Issues competitive
busmess practices and methodologies, market
109 strategy human resource management sales
force management techOlques corporate
finance, and accountmg controls

The flCSt semmar held 10 1998 for Chief
Executive Officers focused on OrganIZational
Management whtle the second one centered on
the Issues of Market and Client Onentatlon
These semmars helped CEOs to develop a
broader understandmg of thelC leadership role
mSlde their companies As a result several
CEOs subsequently deCided to take their high
and middle level managers through a several day
workshop aimed at butldmg coheSiveness
among the management team mvolvtng all key
players 10 the development of company obJec
tlves and busmess strategies

A number of semmars and traIOlng activIties are
organIZed for the entire portfolio All new port
folio compaOles are offered an Imtlal Market and
Client OClentatlon semmar The aim IS to help
new compames which often tend to be produc



tlon dnven to transform mto market and chent
dnven busmesses, where the leadmg role IS
taken by the marketmg function, and other actlv
lues of the wmpany, mcludmg productlon, are
carefully determmed on the basIs of mformatlon
received from customers through the marketlng
department

Other Fund post mvestment actlVltles m thiS area
are designed on the basIs of the spectfic needs
of each portfollo company and Its management
team In 1998 several portfoho compames par
tlclpated m tallored team butldmg workshops
These semmars, facdltated by expenenced tram
ers and consultants, were successfulm helpmg
various members of the marlagement team m
Identtfymg and coordmatmg common and mdl­
Vidual goals, functions and responslbdltles As
an example, m one portfobo company thiS
awareness produced a structural Improvement
and systematlzatlon of mternalmformatlon flows
among mdlViduals and departments Moreover,
mdlVldual management team members func
tlOns and responsibilities were clearly defined
arid measured by mtroducmg Job descnptlons
and a penodlc performance evaluation process

Tallored one on one assistance arid consultancy
IS prOVided by the Fund m order to give portfo
ho comparlY management the competencies and
sWls needed to achieve mdlVldual and comparlY
goals Volunteer executives from orgamzatlons
such as IESC (International Executive SefVlce
Corps), VOCA (Volunteers m Overseas
Cooperative AsSistance) and CESO (Carladlan
Volunteers AdVlSers to Busmess) are selected
based on therr mdustry arid functional back
ground and are brought m With the purpose of
transferrmg competitive know how to key marl
agers of portfobo compames

Summary Case Studzes

One of these expenenced volunteer executives
spent a total of mne weeks between March arid
August 1998 asslstmg one of the Fund s campa
mes As a result of hIS efforts, the Sales arid
Marketmg Department was completely restruc­
tured, use of personnel ratlonahzed, arid respon
slbl1lt1es clearly defined arid aSSigned Each
member of the portfoho company s sales and
marketmg staff received on the Job trammg by
the volunteer executive

One of the major problems the company faced
was the lack of a clearly established pncmg poh
cy; and gUldebnes to be used dunng the negotia­
tion phase As a result, particularly m the case

POST-INVESTMENT ACTIVITIES

of non standard and customIZed. products sales
people would negotiate contracts wtthout know
mg exactly acceptable pncmg and margms for
each speCific product, sometimes resulting m a
loss for that particular sale To resolve the prob
lem, the Volunteer Executive aSSisted m the
development of a clear pncmg pollcy for the
company, supported by an mternal commumca
tlon system which gives salespeople clear guide
hnes on pnces, product aval1ablllty parameters
for product deSign and pncmg for customlZed
product!>

Tatlored one-on-one assistance and con..ultancy IS

prOVided by the Fund m order to give portfoho
company management the competencies and ..kills

needed to achieve mdtvldual and company goals

Dunng the past year, the Fund mVlted MBA
Corps volunteers to stay for one full year With
select portfoho compames Dunng 1998 SIX
portfoho compames had the opportumty of uti
hzmg these on site finanCial marketmg and
management consultants The mdlvldual contrl
butlOn of each of these volunteers was very valu
able for portfoho compame!>

• At one portfollo comparly that produces
construction matenals the assIstance from
one of these expenenced busmess school
graduates, m addition to a number of semI
nars and trammg courses which were orga
nlZed on sIte gave btrth to the sales and
marketmg department, whIch now mcludes
one sales and marketmg drrector, mne sales
people and a network of dlstnbutors m Kytv
and northeastern Ukrame The marketlng
strategy has been developed and lffiple
mented, and an advertlsmg campaIgn has
been launched

• At a dairy products company, a comprehen
Slve, mtegrated strategy aligned With compa
ny s values, mission and ViSIon has been
developed and lffiplemented ThiS IS the
foundation for long term growth through
the creatIOn of a strong bfarld IdentIty

• At arlother food processmg comparly, a
brand name strategy was created for a varl
ety of processed arid semi processed meat
products ThIS IS the fastest growmg brand
ed hne of meat products appeanng on the
Ukralfilan retal1 market
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ACTIVITIES OF THE FUND

Techmcal Know-How

Capital mvested by the Fund IS generally used
for large eqUIpment purchases to Improve the
production capabilitIes of portfolio compames
Dunng the first phase of operatIOns technical
experts and mdustry specialists are hired by the
Fund to help portfolio companies m selectIng
and managmg eqUIpment vendors, mstalling the
eqUIpment startmg up the operatIOns and
Improvmg the productIOn process to ensure the
deSired performance and quality AsSistance
from such speCIalists resulted m a much qUicker
and smoother mstallatIon and commlsMoning of
technical eqUIpment 10 SIX portfolio companies
thiS past year

Companies are also provided support m devel
opmg quality control procedures, labor safety
measures developmg performance data and col
lectlOn procedures and performmg data analysIs,
enabling more reliable and consistent manage
ment decIsion makmg

The operatmg and regiOnal expenence of the
Fund's mvestment team contnbutes towards a
more accurate a~sessmentof potentIal candidates,
compensatton 1~~ues, and organlZatiOnal
development Issueb

Management lnformatzon Systems

At each portfolio company; the Fund mstalls a
management mformatIon system which can pro
duce both statutory as well as InternatIOnal
Accountmg Standard finanCial statements The
objective of mstallmg these systems IS pnmarily
to Improve management deCISion makmg With a
secondary benefit of unproved finanCial report
109

Installations are carned out by Universal
Busmess Systems (UBS), a Fund portfolio com
pany UBS mstalls the system and trams the
company staff m the use of It Eight mstallatlOns
have been completed, and both portfolio com
pany management and the Fund are now regu
lady prOVided With reliable finanCial reports
such as aged receivables and payables schedules,
current mventory status reports, and sales and
purchasmg schedules Another two MIS mstalla
tIons are currently under Implementation

Recruttzng

Access to a large network of profeSSIOnals, entre
preneurs, and executive search firms allows the
Fund to add value durmg the senior manage

ment reCrUItIng process The Fund asSiStS port
folio companies m developmg new functIOnal
skills to Improve the compaOles competitIve
ness The operatmg and regIOnal expenence of
the Fund s mvestment team contributes towards
a more accurate assessment of potential candl
dates compensatIon Issues, and organizational
development Issues ThiS ultimately leads to hlr
mg a motivated and more successful entrepre
neunal management team

Over the past year finanCial directors at two
portfolIo companies were hrred after a selectIon
process carned out by the Fund Itself In order
to source SUItable candidates, a Wide range of
recrultmg methods were utilized, mcludmg
advertisements published m Ukrainian and
EnglIsh language newspapers career fatrs
Internet coordmatIon With UOlversltles formal
and mformal referral networks An ImpreSSive
number of finanCIal profeSSIOnals from all over
Ukrame submttted resumes and applIcatIOns for
each of the vacant pOSItIons Candidates were
screened by the Fund by analyzmg qualtficatlons
and matchmg these With hlrmg cntena Dozens
of candidates were mtervlewed and the be!>t
ones were then submitted to company execu
tIves for therr exammatIon As result of thIS
process the two portfolio compaOles have been
able to build very strong finanCial departments
which now take an active role m the manage
ment of the company by contrlbutmg m draftIng
long term goals and strategies for the company
desIgnmg and Implementmg all finanCIal proce
dure and control poltcles developmg the com
pany budget and momtonng adherence to It
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DIRECT INVESTMENT PROGRAM

TROYAN DA-EXPRESS

New UkraInian Qualtty

ICE CREAM

MANUFACTURER

AND

DiSTRIBUTOR

COMMITTED

CAPITAL

$5431 000

Troyanda Express IS the preemment producer
and distributor of premIUm Ice cream 10

Ukrame It IS located 10 the City of Lutsk m the
northwestern part of the country The compa
ny's miSSIon IS to be the leadIng premIUm Ice
cream producer and dlstrtbutor In Ukrame
bUIldIng a national brand name and provl<img
natural tasting Import quality Ice cream 10 a
WIde variety of InnOvatlVe flavors and at an
affordable pnce Troyanda Express IS managed
by an entrepreneunal management team
focused on achIeVing consIstently high product
quahty and broad market share Today, the com
pany s Ice cream IS sold through a nationWide
network of 34 dlstnbutors selhng through 4,800
retatl freezers

Troyanda Express was started 10 1994 by four
entrepreneurs who began by growlOg and sell
109 cut roses (troyanda In Ukramtan means
rose) The capital earned from selllOg cut

flowers was IOvested In the development of an
Ice cream distrIbution buslOess for which they
spotted an opportumty 10 the local market The
company s buslOess was operating well, and It
soon became the maIO Ukrainian distributor of a
major Pohsh Ice cream producer At the time a
strong and largely unsatisfied demand eXisted
for Ice cream In Ukraine Since the majorIty of
local state run producers were standlOg Idle
RealIZing there was an opportumty to parley
their knowledge of the Ice cream bUSiness mto
further success, the entrepreneurs deCided to
mvest m Ice cream production In 1995, they
took a bank loan and purchased a second hand
productIOn hne, which turned out to be of hffilt­
ed value m achlevmg therr miSSion So the
entrepreneurs sought out an mvestor to expand
and Improve their Ice cream production busl
ness

In 1996 the Fund made an mvestment m
Troyanda Express that financed a modern pro
ductlon hne capable of tnphng productIOn of
high quahty Ice cream bars To help the compa
ny commiSSion the eqUlpment and see It
through thiS expanSIOn, the Fund brought m a
well respected and highly quahfied Western can
sultant, Barron Gray, who had over 30 years
experIence m processmg and marketmg Ice
cream Mr Gray worked hands on With the
management team to mstal1 the hne The new
hne was commissIOned m the spnng of 1997
and ItS maXImum capacity was achieved Wlthm a

few months Troyanda Express dramatically
mcreased sales of premIUm quality Ice cream
and substantially expanded ItS market share

The mcreased production volume requrred the
expanslOn of the company s dlstnbutIon net
work To resolve thiS problem, the company
purchased 778 retail freezers, for which the
Fund proVided a guarantee to the vendor The
freezers were proVided to the dlstnbutors of the
company s products who would place them
With retatlers In 1997, Troyanda Express was
able to sell everyrhmg It could produce and to
establish a Wide dlstnbutlon network of branded
POlOts of retatl sale Overall, that year was very
successful for the company With ItS revenues
surging 400%

Smce the demand for the company s products
was still m excess of Its eXlstmg capacity a $6 7
millIOn expansIOn project was undertaken to
mcrease productIOn capacity four fold Fundmg
for the project was proVided by the Fund two
commercial banks and a local development
fund Proceeds from thiS capital mcrease were
used to purchase two state of the art product1on
hnes, additional retatl freezers and delivery
trucks Mr Gray was brought In agam and put
m charge of project Implementation at Its mltlal
stage The project was completed m August
1998 when the new production lines were put
mto operatIOn To help the company refine and
strengthen ItS marketmg and sales strategy the
Fund also brought In an on site consultant With
Baskm Robbms marketmg expenence who
worked full time With the company for one year

Today, Troyanda Express successfully competes
With European producers of high end Ice cream
demonstrating mettle and determmatlon to
become the market leader Spearheadmg mno
vatlon m the mdustry the company contmues to
test and mtroduce new branded products all of
which are uruque for Ukrame, and was the first
Ukratman producer to offer mne dIfferent flavors
of Ice cream m one liter family SIZed packs ThiS
has enabled Troyanda to become a household
name m many Ukramlan homes and one of the
most popular national brands BUlldmg on thiS
success, Troyanda Express has been expandmg
ItS operations and market share m a robust Ice
cream market In Ukrame The Fund has a 70%

stake m the company whIch employs 330 pea
pIe
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SLOBOZHANSKA BUDIVELNA KERAMICA

But/dmg on Htghest Qualzty

Slobozhanska Budwelna Keramzca (SBK) IS the
leadmg, pflvate, exteflor bflck manufacturer m
Ukrame The company IS located m the north
eastern part of the country approxunately 200
ktlometers east of the capital KylV The compa
ny s rmsslon IS to produce the best exteflor
cerarmc bflcks m the market and to dehver the
highest product value to Its customers by proVid
mg quahty guarantees, responsive servtce and
converuence The company s CEQ and hiS man
agement team have proven thelf ablhty to oper
ate 10 a harsh busmess enVlfonment by turrnng
the formerly state run company around and suc
cessfully resolVing market10g and dlstflbutlon
problems which have forced many other bflck
producers to close thelf doors

BUIlt 10 1989, the productIOn faclhty was one of
the newest bflck plants 10 Ukrame However,
the plant began production With energy meffi
clent eqUIpment purchased durmg the SOVIet
peflod ThiS prevented It from producmg com
petltlve high quahty bflcks To cover high costs
caused by obsolete machmery, It was forced to
keep pflces high though dehveflng poor quahty
products As a result, the formerly state owned
company s bflcks became unaffordable for most
customers and brought the company close to
shutdown 10 1996

thiS management team and production faClhty
was chosen for mvestment after the Fund s
extensive research of the mdustry was carfled
out with support from an expeflenced Ameflcan
bflck 10dustry expert The three pflmary factors
for the mvestment deCISIOn were the company s
motivated mnovatlve and resourceful manage
ment, close proXimity to major construction
mateflal markets, and strong growth potential
Followmg the Fund s mvestment 1O]uly 1997, a
new company called SBK was formed, and a
major reconstruction of the plant s production
faClhtles began The renovation program was
completed 10 June 1998 when a modern,
Western made energy effiCient and fully comput
eflzed production hne was commissioned ThiS
new hne was capable of produc1Og 30 million
high quality exteflor bflcks annually; glVlng SBK
the manufactuflng muscle of the largest produc
ers of quality bncks 10 Eastern Europe

Today; the company IS focused on produc1Og
bflcks of the highest quality and proVid1Og supe

flor customer servtce To ensure consistently
high quality of ItS product SBK has mstalled pre
ventlve on hne quahty control systems These
systems proved to be a very effective quahty con
trol tool and also allowed the company to mml
mlZe losses m production

By mtroduc1Og locally made premIUm extenor
bncks to the Ukratman market the company IS
dlstmgulshmg Itself from competitors In an
10dustry not known for quahty or servtce, SBK IS
successfully develop1Og a brand name for ItS
products and rapidly mcreasmg ItS market share
BUlld10g a reputation as a truly customer onent
ed company SBK IS expandmg ItS range of value
added customer servtces ThiS mcludes shnnk
wrappmg of bncks and on time dehvery directly
to the customer s site - which has never been
offered by bnck producers m Ukrame and has
proven to be a slgnmcant competltlve advantage

Smce transportation costs playa large role m the
construction matenal mdustry SBK s relative
prOXimity to Kylv, the pnmary market for bncks
m Ukrame, gives It a strategic advantage over
other major bnck producers located m the far
east and west of the country CapltallZmg on
thiS the company has been mtenstfymg ItS mar
ketlng and sales efforts atmed at expandmg ItS
customer base 10 Kylv

To best UtlllZe ItS strengths the company IS cre
atmg a countrywtde dlstnbutlon network which
Will mmally encompass major dlstnbutors m the
three largest metropohtan areas of the countty
SBK IS also develop1Og a productive and mcen
tlve motivated sales force, which has recently
been remforced by hmng a new expenenced
sales manager and more sales agents

SBK s managers operate With the latest Western
busmess practices They are now supported 10
their deCISIOn making by computerlZed mforma
tton systems that proVide International
Accountmg Standards fmanclal statements and
other management report1Og tools The compa
ny s future plans mclude the reconstruction of
the second production hne which Will enable a
doubhng of capacity ThiS Will allow SBK to
move from be10g a technological leader to a
market share leader as well The Fund has a
78% stake 10 the company; which employs 200
people
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BRICK

MANUFACTURER

COMMITTED

CAPITAL

$2910000



SONOLA
Golden Gift

SUNFLOWER

OIL

PROCESSING

COMMITTED

CAPITAL

$5400000

A vertlcally-mtegrated processor and marketer of sunflower oll, Sonola IS producmg high quality
refined, deodonzed sunflower od attracttvely packaged m PET bottles and marketed under ItS own
brand name The company's mission IS to become a market leader m the premIUm segment of
bottled vegetable ods To achieve thiS obJective, Sonola has developed skills and resources to cap
ture a dommant market share m selecttve geographic regiOns wlthm Ukrame The company s CEO
has effectively combmed hiS talent for capltaltzmg on short-term opportuntttes With adherence to
a long-term ViSion ThiS allowed him to budd a modern processmg facility from groundbreaktng
to start up whde many large multmatiOnals have faded The company has developed an imagma
ttve and enterpnsmg promottonal strategy to dIfferenttate itS product from the competitton In
order to enhance the Sonola brand Image, a new label has been deSigned and a untque bottle form
has been manufactured The company is m the process of developmg an extensive distributiOn
system that will Inttially encompass from two to five distributors m each of the SIX major metro

pohtan areas across Ukrame Sonola has mstalled a computerIZed accountmg system that allows
the company to transform Ukramian statutory accountmg documents mto International
Accountmg Standards fmancial statements, thereby providmg the company's managers With supe
nor mformation for improved deCisiOn-maktng The Fund has a 46% stake m the company, which
employs 150 people

ECOPROD
MaXtmlzmg the PotentIal ofUkrame s Black Sol!

AGRICULTURAL

DISTRIBUTION

COMPANY

COMMITTED

CAPITAL

$5319414

An agricultural distnbutlon center m eastern Ukrame, Ecoprod provldes state of the-art agrlcul­

tural eqUlpment, mputs and servlces to agrlcultural enterpnses m the regiOn The company s miS

sion is to estabhsh itself as a major regional agrlcultural producer and a leadmg dlstributor of a

broad vanety of agrlcultural servlces and eqUlpment To enhance ItS cOmpetitiveness, Ecoprod

recently became the flrst pnvate provider of elevator sernces m the region To accomphsh Its strat­

egy; Ecoprod has begun to offer a pnvate sector alternative to the state structure of agrlcultural

supphes and improve agncultural productiVlty m eastern Ukrame The company s CEO has
proven hlmself to be a talented busmessman and savvy commodities trader who has weathered
the drlficultles faced by Ukralntan agriculture under the eXlstmg state-run collective farm system
The company is an exclUSive distributor of AGCO (Massey Ferguson) agricultural eqUlpment m

eastern Ukrame and proVIdes a full range of custom-farmmg services to Ukramian farms, thereby
showcasmg the Massey Ferguson eqUlpment and generatmg eqUlpment sales Ecoprod has bUllt
a 20,000 ton capacity gram elevator, which prOVIdes value-added elevator sernces to local farms,
thereby breaking the state s monopoly on gram storage The Fund has a 66% stake m the com
pany, which employs 80 people
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GLASS CONTAINER COMPANY

'Green Held to Green Bottle

Glass Contamer Company (GCC) 1S a Moldovan manufacturer of green glass packagmg servmg the

wme and champagne mdustnes of Moldova, Russ1a, Ukrame, Belarus, and Romama The compa

ny's m1SS1on 1S to become the best, quahty glass contamer maker m the reglOn GCC possesses a

complete array of modern Western glass productton eqmpment and utthzes Western know-how

proVided by a team of fore1gn productlOn spectahsts With a strong operatmg background m glass

manufacturmg Th1s combmation ensures the h1ghest level of qualtty of glass production and

glves the company a competItIve edge HIgh quahty productlOn, pro-active marketmg and com
petltlve pnces WIll assure GCC a leadmg market pOSItiOn m the reglOn, where lts target customers
tradItionally lmported glass packagmg products The Fund has a 25% stake m the company, whIch
employs 195 people

GLASS

CONTAINER

MANUFACTURER

COMMITTED

CAPITAL

$4800000

VITANTA

Viva Beer! tn Wine Count1y'

Vltanta IS the dommant producer of beer, flavored alcohohc beverages, and soft dnnks m Moldova BREWERY

The company's mlsslOn IS to sustam ItS leadershlp pOSItiOn m the Moldovan beer and flavored bev- COMMITTED

erages markets by bUlldmg strong national brands A dynamIC CEO manages the company With CAPITAL
$3750000

more than 33 years of expenence m the brewery busmess He IS the drtVing force behmd the com-
pany s success and has been mstrumental m the resurgence of the busmess smce the collapse of

the former Sovlet Umon Vltanta's brand names are among the most w1dely recogmzed and pop

ular m the country as a result of extenSIve advertlsmg, promotlOnal campaigns and a hIghly devel

oped dlstrlbution network for the company s products that encompasses 140 major reglOnal dIS

trlbutors, as well as over 1,000 other wholesalers and retailers The Fund has a 52% stake m the

company, WhICh employs 600 people

KUHAR

Reapes ftom your Grandmother

Kuhar lS a start up, hIgh-qUalIty ketchup producer based m KylV The company's mlSSlon lS to
become the leadmg brand-name ketchup and food condlments producer m Ukrame Kuhar lS
managed by a talented team of entrepreneurs, who have already bUllt a ketchup and related prod­
ucts dlstnbutlOn busmess m the reglOn usmg aggreSSIve marketmg techmques and strong rela­
tlonshlps With dlstnbutors To accomphsh 1ts objectives, the company plans to build one of the
most modern and cOmpetitIve ketchup operations m Ukrame The Fund s eqUlty mterest Will
grow to a slgmficant level by the end of the start up, and the company IS expected to employ 50
people
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FOOD

PROCESSING

COMMITTED

CAPITAL

$2500000



COMMITTED

CAPITAL

$2350000
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PRETTL KABEL UKRAINE

A Former Somet Monopoltst Looks Westward'

AUTOMOTIVE Pretti Kabel Ukrame (PKU) IS a Jomt venture among three partners a respected German manufac

PARTS turer of wire harnesses, whose customers Include major European automobIle manufacturers, a
MANUFACTURER

prIvatIZed UkraInian manufacturer of wire harnesses and the Fund The company's mission IS to

become the leadmg manufacturer of Wire harnesses and wrre related products In UkraIne and

Eastern Europe, utIllZmg Western know how, access to Western markets, and a low cost and high

ly skilled local labor force The company's management team consists of German and Ukralman

profeSSIOnals with extensive experIence m both manufacturIng and marketmg of wrre harnesses

These speCIalIsts and state of the-art machmery Will ensure the highest quahty standards compatl

ble With Western requrrements ThiS year PKU received ISO 9002 certIfication, which Will support

Its efforts to mcrease export sales to Western Europe The Fund has a 40% stake m the company,

which employs 100 people

UNIVERSAL BUSINESS SYSTEMS

Better Management Informatwn Better Declswn Makmg

MANAGEMENT Umversal Busmess Systems (UBS) IS a start-up Management Information Systems (MIS) consultmg

IN~~:~:~~ON and ImplementatIOn company The company s mission IS to provide Ukramlan and Moldovan
COMPANY busmesses With consultmg and ImplementatIOn servIces for computerIzed MIS systems The com

COMMITTED pany s goal IS to become a leader m thiS specIfic market mche and to create value m companies
CAPITAL With httIe or no computenzed management reportmg capablhtles The systems provide manage

$1 7S0 000

ment With International Accountmg Standards finanCial and other key management InformatIOn
and produce local statutory finanCial statements, allowmg compames to fulfill local statutory

accountmg and tax reqUIrements UBS provides trammg and consultmg services to teach man
agers how to make Informed busmess deCISions WIth more accurate Information The company s

competitive strength IS ItS entirely mtegrated Ukratman;Western management team With extensive

International Accountmg Standards and statutory accountmg expertise UBS was among the first

m Ukrame to offer and successfully Implement MIS systems capable of transformmg Ukralman

statutory fmanClal statements mto International Accountmg Standards statements The Fund has

a 95% stake m the company, which employs 20 people

SVITANOK

Wzndow ofOpportumty

WINDOW

AND DOOR

MANUFACTURER

COMMITTED

CAPITAL

$1 645000

SVltanok IS an mnovatlve company that produces and markets a diverSified range of wooden and

polyvmyl chlonde (PVC) wmdows and doors, as well as alununum curtam wall systems manufac

tured on a modern machmery base The company's mission IS to become Ukrame's market leader

m mnovatlve and customIZed doors and WIndows by provldmg high-qUality products at a com

petlt1ve pnce on a timely baSiS SVltanok s management team has strong engmeenng and manu

factunng skills and over five years of expenence working With Western partners ProductIOn WIth

a computer aided deSign system enables the company to compete successfully With Western

European manufacturers for contracts of large commercial and government construction projects
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COMMITTED

CAPITAL

$1 570000

GLASS

CONTAINER

MANUFACTURER

SVltanok has estabhshed ltself as an mnovator m the deslgn and manufactunng capability of cus­

tomiZed, hlghly engmeered curtam wall facade systems m Ukrame To ensure future growth

prospects, the company lS committed to expandmg ltS product hne by mtroducmg enhanced

products, such as secunty doors, fireproof wmdows and doors, as well as mnovative nuxes of alu­

mmum and PVC products Today SVltanok lS shtftmg ltS focus from ltS hlstoncal base of large gov­

ernment projects towards smaller pnvate construction projects The Fund has a 28% stake m the
company, whlch employs 285 people

HOSTOMEL

'From VIal to Bottle

Founded m 1912, thlS company lS the second largest glass factory m Ukrame The company's mlS
Slon lS to estabhsh ltself as the leader m the Ukrairuan market for both beverage and food glass
packagmg and to become the most customer-focused company m the mdustry HostomellS man­
aged by a team of hlghly quaWied professlonals wlth a strong operatmg background, who have
demonstrated fleXlblhty and determmation m steenng the company through a penod of severely
depressed demand after the collapse of the SOVlet Uruon Management was able to turn the com-
pany around by shtftmg the entire focus of the busmess from pharmaceutical glass to food and
beverage glass contamers Today the company manufactures clear and colored glass contamers
for the beverage, medlcal and cosmetic/perfume mdustnes, and enJoys a slgruflcant local mdustry
presence and customer recogrution Already the quahty leader by Ukramlan standards, Hostomel
lS the only approved suppher of Coca Cola m Ukrame At the present time, the company lS devel-
opmg plans to become more cost effectlve and, Wlth the ald of modern eqUlpment, plans to con-

tmue to lmprove the qUallty of ltS glass containers The company employs 1,000 people

ROUA UNIVERSE

EffiCIent Machmery HIgher fields

Roua Uruverse lS the first agncultural dlstnbutlOn center m Moldova, and ltS mlSSlon lS to proVlde
hlgh qUallty agrlcultural eqUlpment and serVlces, mcludmg custom farmmg, to agncultural enter
pnses m Moldova Like Ecoprod m Ukrame, the company offers an alternative to the state struc
tures of supply and lmprove the agncultural productiVlty m the country The company s CEO,
who lS an mnovator m the field ofvalue-added agncultural dlstnbution servlces m the country, has
many years of expenence m the agncultural machmery supply and mamtenance busmess Roua
Uruverse lS the excluslve dealer of AGCO (Massey Ferguson) agncultural eqUlpment m Moldova

In 1998, m addltion to proVldmg custom harvestmg servlces on 9,000 hectares, the company
began a small custom-farmmg operation on leased land, thereby expandmg the range of ltS hlgh
quallty agncultural serVlces offered to local farms The Fund has a 50% stake m the company,
whlch employs 60 people
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FRANKO KROK

,Taste It Every Day

MEAT

PROCESSOR

COMMITTED

CAPITAL

$1 300000

Franko Krok IS a fast growmg, regiOnal meat processor 10 western Ukrame The company pro­

duces sausages and processed meat products, as well as carcass and boxed beef for UkramIan and
export markets The company SmISSIon IS to become a regiOnal leader m the branded meat prod

ucts market Franko Krok IS managed by a talented and aggressIve team of owner managers that
mcludes meat and sales experts, as well as financIal professiOnals, each With more than ten years

of busmess and trade expenence The company has developed a broad varIety of attractively pack­

aged hIgh qUalIty sausages and meat products for the Ukratman palate and tadored to the
Ukralman market Franko-Krok sells Its products through one regiOnal dlstnbutor and drrect-store
dehvenes to 70 local retaders The Fund will have a slgmficant eqUity stake 10 the company upon
completion of Its expanSIon program The company employs 51 people

LAN-I NVEST

"From Dlstrzbutzon to Value-Added Servzces

AGRICULTURAL

DISTRIBUTION

COMPANY

COMMITTED

CAPITAL

$1 187486

Lan Invest IS an agrlCultural dlstnbutiOn company located 10 eastern Ukrame The company s miS
slon IS to proVIde hIgh qUalIty agncultural eqUipment, mputs and servtces to agrIcultural enter
pnses Like Ecoprod and Roua Umverse, the company IS provldmg a pnvate supply source com
petltlve WIth the state structures of supply and lmprovmg agrIcultural productlVlty 10 eastern
Ukrame Lan Invest IS led by a CEO who was among Ukrame's first entrepreneurs to enter the

agrIcultural mputs market The key busmess segments ofLan Invest are the marketmg ofWestern

manufactured farmmg eqUipment and chemIcals to Ukratman farms These products enable local

farmers to slgmficantly Improve agncultural yIelds A major U S based crop protectiOn and
bIotechnology frrm has recently acqurred a 31% eqUity stake 10 the company, thereby proVIdmg a

thIrd-party vahdatlon of the Fund s mvestment and brmgmg 10 Western management In addItiOn,

the eqUity mfuSIon by the U S ftrm has allowed Lan Invest to expand ItS range of servtces offered

to ItS customers and to add a new busmess segment - dlstnbutiOn of fuel and lubncant products

of a major West European producer The Fund has a 35% stake m the company, WhICh employs

30 people
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ACTIVE TRANSACTIONS

As ofSeptembel 30, 1998

CONFECTIONERY GROUP

Commltted Capztal $8, 713 000

This group of five confectionenes operates as a smgle concern and is one of the premier confec-

tionery producers m the eastern part of Ukrame The group S miSSion is to become the leadmg

confectionery m the country, capitaltzmg on itS strong brand name Identity and growmg demand

for ItS products The group's managers have strong marketmg and sales skills and have proven

themselves successful at growmg the busmess through a senes of acqUlSitiOnS and qUlck turn

arounds of under performmg and mismanaged, formerly state owned confectionenes The

group's products are aggressively marketed under a smgle trademark and are dlstnbuted through

a network of over 70 dlstnbutors and over 50 large wholesalers m Ukrame, as well as more than
20 distnbutors m RUSSia The group has enjoyed rapid growth m recent years, With ItS sales grow

mg nearly 100% per year due to heavy demand for itS premiUm qUality products and as a result of
extensive advertlsmg and promotional campaigns The group employs 2,000 people

M EAT PROCESSOR

Commltted Capztal 13,000,000

ThiS formerly state owned meat processor is one of the largest m Ukrame The company s miS
slon is to become the natlOnal leader m high margm, value-added meat products ThiS will be
achieved by bUlldmg a brand name, ensunng consistently high quality of the products, and estab
ltshmg a strong relatlOnshlp Wlth local distributors Currently, the company sells ItS products
through ItS own 14 retad outlets, apprmamately 100 mdependent retailers, and over 30 dlstnbu-
tors The company's management team is one of the most talented and dedicated group of man-
agers m the mdustry and has demonstrated ItS ablhty to tum around a formerly state-run busmess
CapitallZmg on ItS locatlOn, which has an abundant supply of hvestock, the company has been

mcreasmg productlOn and market share The company employs 1,000 people

RETAIL DISTRIBUTION

Commltted Capztal 12,400,000

The company's miSSion IS to become the leadmg cash and-carry distribution company m Ukrame
by proVldmg easy access to a broad assortment of fast movmg consumer products at reasonable
pnces The company's core strategy IS to budd a natlOnWlde network of cash and carry centers
and proVlde mnovatlve dlstnbutlOn serVices to supphers ThiS Wlll enable the company s chents
to mcrease sales and market penetratlOn whde targetmg a Wider and more diverse cltent base To
implement thiS strategy; the company will be developmg the busmess by concentratmg on prod
ucts, locations and services m whtch market prospects are the greatest and which offer the com-
pany the on-gomg potential to earn attractive margms The company s management team has an
impreSSive track record and several years of expenence Capitaltzmg on a umque and cost-effec-
tive opportumty that Ukrame currently offers to estabhsh market pOSitiOns that Wlll endure mto
the next century, the company has been expandmg itS operatIOns The company employs 75 peo
pIe
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TEA AND COFFEE PACKAGING AND DISTRIBUTION

Commztted Capttal $1,500,000

This company IS the undisputed domestic leader m tea dIstribution and sales m UkralOe The

company's mISSion IS to establtsh Itself as the leadlOg Ukramlan specialty tea and coffee producer

by bUlldmg a u01que retal1 dlstnbutIon channel and brand name recog01tlOn An expenenced

team of entrepreneurs manages the company; whIch has demonstrated supenor growth prospects,

WIth an ImpressIve track record 10 the tea and coffee dIstrIbutIon bus10ess The company will be
the first 10 UkralOe to possess a tea bag packagmg llOe, whIch will proVIde an OPPOrtu01ty for the
company to capture a greater share of thIS segment of the tea market It IS expected that local
packag10g together WIth ItS u01que brand name and Image will gIve the company a competitive
advantage over foreIgn tea and coffee tmports Currently; the company sells Its products through
100 dealers all around the country The company employs 75 people
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SMALL BUSINESS LOAN FUND

k. ofSeptember 30, 1998

:J
he Fund has made avatlable $5 mdhon 10 credit to small, pnvately held busmesses and

entrepreneurs m Ukrame Loans and leases are extended m the amounts of $10,000 to

$100,000 directly to the borrowers Fmanclalmtermedlanes are not used to source and

service our chents Credit IS extended at market rates of mterest With a tenor of up to two

years The financ10g IS generally used to purchase better, more productive eqUipment to

Improve the capablltties of the busmesses The Fund has focused on the agnculture and food

processmg sectors smce 1995 but plans to expand ItS attentIOn to other sectors m the commg

year

Small Busmess Loan DWlswn

Dunng 1998 the dlVlslon closed $929,500 of new loans to 16 customers which employ 310 peo
pIe The Fund opened an office 10 Khar.k:J.v 10 1998 With offices 10 three major regions, KylV,
LVlv and Khar.k:J.v, the Fund has adequate geographic coverage to service small busmesses lo

Ukrame

The portfoho, as of September 30, 1998, has been diVlded lOto five categones

BAKERIES AND FLOUR MILLS 12 LOANS AND LEASES

$296, 008 outstandmg 325 employees

Representative of this sector IS a flour mill and bakery operatlOg 10 a small village The flour
milliS located lo the owner'~ barn and the bakery 10 her house As the state subSidIZes state-run
bakenes With cheap raw matenal, she faces artdiclal competition but makes a higher quahty,
affordable product for the people of her Village

MEAT DAIRY AND OIL PROCESSING FIVE LOANS

$109,7800utstandmg 99 employees

Representative of this sector IS a company 125 km from KYlv that used a loan from the Fund to
purchase a botthng hne for sunflower od Production and sales have 10creased and quality has
Improved mak10g a better, more valuable product The Fund expects thiS company to be a
repeat customer 10 1999

WOOD PROCESSING SIX LOANS AND LEASES

$76,0380utstandmg 20 employees

Representative of thIS sector IS a company lo the KyIV regIon that makes hIgh quahty, oak furm­
ture on an 10dIVldual baSIS The Fund's loan was used to purchase wood dryIng eqUipment to
better control quality and better manufactunng eqUipment In the term of the loan, sales have

10creased threefold and the company has added 50 skilled people as employees

LIGHT MANUFACTURING/SERVICES SEVEN LOANS AND LEASES

$281,2870utstandmg 221 employees

RepresentatIve of thIS sector IS a company 10 the KyIV regIon that borrowed from the Fund to
purchase seWing eqUIpment to 10crease their hIgh quality overcoat manufactunng capabdmes
TheIr name now appears regularly 10 Kylv stores and IS sought for ItS quahty and value

FARMING TWO LOANS

$51,748 outstandmg 21 employees

RepresentatIve of thIS sector IS a farm located lo the KyIv region that used a loan from the Fund
to purchase agncultural 10puts to plant an addItIOnal 400 hectares (app 1,000 acres) of land

The output per hectare IS about 2 5X that of a state or collective farm

1998 ANNUAL REPORT ~ PAGE 21



Previous Page Blank

FINANCIAL STATEMENTS

4.\ ofandfor the years ended
~eptember30, 1998 and 1997

1998 ANNUAL REPORT - PAGE 23



---- ----

PrlcewaterhouseCoopers LLP
I 1301 Avenue of the Amencas

New York NY 10019 6013
Telephone (212) 259 1000
Facsimile (212) 259 1301

Report of Independent Accountants

To the Board ofDzrectors ofWestern NIS Enterpnse Fund

In our OpiniOn, the accompanymg statements of financial pOSitiOn and the related statements of

actiVities and cash flows present fairly, m all material respects, the finanCial pOSitiOn of Western NIS

Enterprise Fund (' the Fund) as of September 30, 1998 and 1997, and the results of itS activltles and ItS

cash flows for the years then ended, m conformity With generally accepted accountmg prinClples These

finanCial statements are the responslblhty of the Fund s management, our responSibility IS to express an

opinion on these finanCial statements based on our audit We conducted our audit of these statements

m accordance With generally accepted audltmg standards and Government Audnmg Standards, Issued

by the Comptroller General of the United States Those standards reqUire that we plan and perform the

audit to obtam reasonable assurance about whether the financial statements are free of material miS

statement An audit mcludes exammmg, on a test baSiS, eVidence supportmg the amounts and dlsclo

sures m the fmanClal statements, assessmg the accountmg prmClples used and Significant estimates

made by management and evaluatmg the overall finanCial statement presentatiOn We believe that our

audit proVides a reasonable baSIS for the OpiniOn expressed above

As explamed m Note 2, the finanCial statements mclude debt and eqUIty mvestments valued at

$28,296,377 (72% of total assets), whose values have been estimated by management m the absence of

readily ascertamable market values Those estimated values may ddfer Significantly from the values that

would have been used had a ready market for the mvestments eXisted, and the ddferences could be

matenal

New York, New York
October 29, 1998
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STATEMENTS OF FINANCIAL POSITION

As ofSeptembel 30, 1998 and 1997

1998 1997

Assets

EqUlty lOvestments and debt, at estimated fair value $28,296,377 $16,044,134

Net lOvestment 10 small buslOess loans 452,293 255,660

Net lOvestment 10 direct financlOg leases 179,971 780,035

Cash and cash eqmvalents 5956,794 7,226279

Marketable secuntles, held to matunty 2,368,673 366197

Accrued lOterest lOcome 143,588 145,938

Prepaid rent and other prepaid expenses 88,724 485,917

Other assets 400,875 85404

FIXed assets net 1,687.034 1,671,870

Total Assets $39.574,329 $27,061,434

Llablhtles and Unrestncted Net Assets

Accounts payable and accrued expenses $440,906 $523511

Other hablhtles 97,206 36,224

Total habthtles 538112 559,735

Unrestncted net assets 39036,217 26,501,699

Total Ltabultles and Unrestncted Net Assets $39.574329 $27,061,434

The aeeompanymg notes are ail Ultegl at part ofthesetUlane/al statements
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STATEMENTS OF ACTIVITIES

For the years ended September 30, 1998 and 1997

Management Direct Small
and Investment Busmess Total

General Program Loan Fund 1998 1997

Changes m unrestncted net assets
Revenue

Interest from dIrect mvestment loans $565,258 $565,258 $442398
Interest from small busmess loans $90867 90867 9674
Interest from dIrect financmg leases 78,656 78656 90093
Interest on cash and cash eqUivalents $152248 152248 218001
Interest on marketable secunties 131,189 131 189 78365
Other mcome 8,870 106 8,976 29,579

Total revenue 152,248 705,317 169,629 1,027,194 868,110

Expenses
Employee compensatIon and benefits 217,432 2,455,454 313,301 2,986,187 2,406,822
ProfeSSIOnal fees 89,751 552,111 26,420 668282 657,135
Busmess travel expenses 96,668 595,964 68,767 761399 633147
Occupancy 109,962 486,087 14,852 610 901 587221
Other operatmg expenses 138,659 653132 58,463 850,254 703160
DepreCIation and amOrtiZatIOn 55,160 222,026 29,256 306442 260,819

Total expenses 707,632 4,964,774 511,059 6,183465 5,248,304

Decrease m net assets before unrealIZed
gams and (losses), US Government
grants and technical assIstance (555,384) (4,259457) (341430) (5,156271) (4,380,194)

TranslatIOn gam (loss) from foreIgn
currency transaction 39,730 39730 (39,940)

PrOVISIon for unreallZed depreCIation on
eqUity and unrealIZed losses on loans and leases (4,649,381) (465,220) (5,114,601) (319,152)

U S Government grants 555,384 23,412,894 836,722 24,805,000 14,010,000

Technical assIstance (1,904,701) (1,904,701) (1,284,810)

Increase m unrestncted net assets
before mcome taxes $12,639,085 30072 12669157 7985904

Income tax foreIgn (134,639) (134,639) (1,796)

Increase (decrease) m unrestncted net assets $12,639,085 $(104,567) 12534518 7984108

Unrestncted net assets begmnlng of year 26,501,699 18,517,591

Unrestncted net assets, end of year $39,036,217 $26,501,699

The accompanymg notes are an mtegralpart ofthese fmanClal statement~
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STATEMENTS OF CASH FLOWS

For the years ended September 30, 1998 and 1997

Cash flows from operatmg actlVIties
Increase m unrestrIcted net assets

Adjustments to reconctle change m unrestrIcted net assets
to net cash proVIded by operatmg actIvItle~

ProVISIon for unrealtzed depreCIation on eqUity
and unrealtzed losses on loans and le~es

DepreCIatIOn and amortIZation
Non cash mcome on drrect mvestment and small busmess loans and leases
Gam on the sale of fixed assets
ForeIgn currency translation gam on foreIgn currency transaction

Changes m operating assets and ltabtlttIes
Decrease (mcrease) m accrued mterest mcome
Increase (decrease) mother ltabtlttIes
Decrease (mcrease) m prepatd rent and other prepaId expenses
(Increase) decrease m other assets
(Decrease) mcrease m accounts payable and accrued expenses

Net cash proVIded by operating actiVItIes

Cash flows from mvestmg actiVIties
DIsbursements for eqUity mvestments
DIsbursements for marketable secuntIes
DIsbursements for dIrect mvestment loans
DISbursements for small busmess loans
Purchase of property under dIrect financmg leases
Proceeds from payment of pnncipal on drrect mvestment loans
Proceeds from payment of prmcipal on small busmess loans
Proceeds from payment of pnncipal on dIrect financmg leases
Matunty of marketable secunties
Purchase of fixed assets
Proceeds from sale of fixed assets

Net cash used m mvestmg actiVItIes

Net (decrease) m cash and cash eqUivalents

Cash and cash eqUivalents at begmmng of the year

Effect of exchange rates on cash and cash eqUivalents

Cash and cash eqUivalents at end of the year

Cash paid for taxes

1998

$12,534,518

5,114,601
306,442
(49,838)

(451)
(39,940)

2,350
60,982

397,193
(315,471)
(82,605)

17,927781

(15789,107)
(4,237386)
(1,933094)

(633,350)

903,928
211,380
366,607

2,234911
(331,978)

10,500

(19,197589)

(1,269,808)

7,226,279

323

$5956794

$134639

1997

$7,984,108

319,152
260,819

(51,560)
(230,734)

(36,500)
325,597
119,946

8,690,828

(11,231,212)
(3353,640)
(1 775,728)

(278,502)
(629,257)

3231390
22,842

358054
2,987,443
(486894)

(11 155,504)

(2464,676)

9690,955

$7226279

$1796

The aaonlpanymg note~ an an znteg1al pmt ofthese fznanual statement~
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FINANCIAL STATEMENTS

NOTES TO FINANCIAL STATEMENTS

1 Orgamzatton ofFund

The Western NIS (Newly Independent States) Enterpnse Fund (the Fund) is a not for profit corporation
formed pursuant to the Support for East European Democracy Act of 1989 (the SEED Act) and the 1992
Freedom for RUSSia and Emergmg Eurasian Democracies and Open Markets Support Act (the FREEDOM
Support Act) The Fund s pnmary purpose is promotmg the development of the pnvate sector and the
pohCles and practices condUCive to such development of the Western NIS regiOn (the RegiOn) which
consists of Ukrame, Moldova and Belarus The Uruted States Congress has authonzed appropnatlons of
$150 millIon of which capital of $83 4 mllhon has been committed by the Uruted States Agency for
International Development ( USAID ') for Fund program purposes and admmlStrative expenditures (the
Grant) Grants received from USAID are conditioned upon the Fund s comphance With the requrrements

of the Grant agreement With USAID and the SEED and FREEDOM Support Acts which impose certam U S
polley objectives and report1Og obllgatlons Under the terms of the Grant agreement with USAID, the Fund
may hold funds m interest beanng accounts and may retam mvestment and reahzed gam mcome for pro
gram purposes

The Fund is engaged m a broad pnvate mvestment program 10 the RegiOn which through eqUity mvest
ments, loans, leases, techrucal asSistance and other measures, emphasiZes a commitment to small and
mediUm SiZed pnvate busmesses The Fund proVides techrucal asSistance to comparues m which the Fund
has mvested Through itS drrect role m mvestments m the Region s pnvate sector, the Fund seeks to gener
ate profits that will further support itS activltles and attract mvestment by others As part of its mvestment
operatiOns the Fund may obtam representatiOn on management and supefVlsory councus of mvestee com
panies

2 Summary ofSlgmficant Accounting PoltCles

Basts ofPresentahon
The Fund prepares itS finanCIal statements m accordance With the requrrements for not for profit organiZa
tions

The Fund s management has developed two mvestment programs whIch operate autonomously but are the
same legal entity Typically the DIrect Investment Program proVides financmg and eqUity mvestments rang
mg from $1,000 000 to $7,500,000 to small and medIUm SiZed pnvate busmesses, and the Small Busmess
Loan Fund proVides variOUS types of debt financmg to small busmesses and entrepreneurs rangmg from
$10,000 to $100000 Management belIeves the separate finanCial mformatlon mcluded m the Statements
of ActiVIties presents a more mearungful analYSIS of the Fund s operatmg actiVItieS

Management EstImates
The preparation of finanCial statements m conformity With generally accepted accountmg pnncipies
reqUires management to make estimates and assumptiOns that affect the reported amount of assets and ha
bUIties and disclosure of contmgent assets and habilitles at the date of the finanCIal statements and the
reported amounts of revenues and expenses dunng the reportmg penod The most sigOlficant estImates
and assumptIons relate to the valuatiOn of mvestments Actual results could dIffer from those estimates

Investment ValuatIon
The Fund s mvestments, as set forth m Note 4, are not readuy marketable and are not hsted on an
exchange or quoted m an open market These mvestments are stated at farr value m accordance with the
European Venture Capital AssoClatiOn methodology and as determmed m good faith by management and
approved by the Board of Drrectors Cost is used to represent the farr value of unquoted venture mvest
ments unless thIS baSiS is untenable The valuation 15 made after evaluatmg the portfolIo current econom
iC COndItions and Information about specmc mvestment SItuatiOnS mcludmg thrrd party financmg net asset
value, earnmgs, budget to actual results and other factors conSIdered relevant by management These are
subject to change over time and are revIewed penodically As adjustments become necessary they are
reported m the penod m which they become known The carrymg values assIgned to the mvestments are
based on avauable Information and do not necessaruy represent amounts that mIght ultimately be realiZed
smce such amounts depend on future crrcumstances and cannot be determmed With certamty untu the
mdividual posltlons are hqUidated Due to the mherent uncertamty of the valuation, those estimated carry
mg values may dIffer sIgnmcandy from the values that would have been used had a ready market for the
mvestments eXisted, and the dIfferences could be matenal There IS hmtted precedent for valumg such
mvestments m the RegIOn Therefore there IS lIttle expenence upon whIch to base the estimate of nsk
and amount of pOSSible losses

Loans and DIrect Financing Leases
The farr value of loans and leases IS based upon management s contmumg reView and evaluation of the
loan and lease portfolio and is mtended to mamtam an allowance adequate to absorb potential losses on
loans and leases outstandmg The level of the allowance on specmc loans and leases IS based on an eval
uatIOn of the nsk charactenstlcs of the loan and lease portfoho and conSiders such factors as past loss
expenence and expected future losses sovereign and currency nsk conSIderations, the average finanCIal
condItIOn of the borrowers, current econOffilC conditiOns m the RegiOn and other relevant factors
Management conSiders a loan or lease imparred when, based on avauable mformation it IS probable that
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NOTES TO FINANCIAL STATEMENTS

the Fund Will be unable to collect pnnCIpal and mterest when due m accordance With the contractual
terms of the agreement

Interest on loans and leases IS accrued at the contractual rate based upon the pnnclpal amount outstand
mg and credited to mcome as earned It IS the polIcy of management to discontInue the accrual of mterest
and reverse preViously accrued but unpaid mterest m the event that the quality of the credit has detenorat
ed to the extent that collectibIlIty of all or a portIon of the mterest and/or pnnClpal cannot be reasonably
expected or when It IS 90 days past due CollectIons of mterest and pnnCIpal on loans and leases whIch
are considered Impaired and m nonaccrual status are generally applIed as a reduction to the outstandmg
pnnClpal Once future collectIbIllty has been establIshed, mterest mcome may be recogruzed on a cash
baSIS

Concentration ofCredit RISk
By statute, all of the Fund s mvestments are In bUSIness activItIes conducted In the RegIOn AI:, such, these
mvestments are subject to the polItical and econOffilC uncertalOtIeS associated With domg busmess m the
RegIOn

Cash and Cash EqUIValents
The Fund considers all highly lIqUId financlalmstruments purchased With ongInal matuntIes of three
months or less to be cash eqUIvalents

Mal ketable Secunttes Held to Matunty
The Fund mvests m U S Treasury Bills With matuntles of less than one year Investments are stated at farr
value which approXImates cost Interest IS recognIZed when earned The mvestments are utIlIZed as collat
eral for letters of credit proVided by a commercial banktng mstltutlon as support for speCIfic mvestments
for the Direct Investment Program

Grant Funds Recogmtton
Grants are recognIZed m the Statements of ActiVities when funds are utJ.hzed consistent With the purposes
of the Fund set forth m the SEED and FREEDOM Support Acts

The Fund accounts for ItS grant actiVIties m accordance WIth generally accepted accountmg pnnCIples for
not for profit organIZations which requrre that mcome be recognIZed when such unrestricted contnbutlons
are receIved and related condItions have been satisfied for ItS utIlIZation for program purposes WhIch
mcludes dIsbursements for mvestments, loans, leases operatmg expendItures and fixed assets Additions
to unrestrIcted net assets are represented by U S Government grants The Statements of ActiVities Include
USAID grants totalIng approXImately $24 805000 and $14010000 for the years ended September 30 1998
and 1997 respectively

DepreCIatIOn and AmortizatIOn
Apartments are depreCIated on a straight lme baSIS over 31 years AutomobIles computer eqUIpment and
software, furOlture and other office eqUIpment are depreciated on a straight hne baSIS over therr estimated
useful lIves pnncIpally 5 7 years Leasehold Improvements are amortIZed on a straight hne baSIS over the
lesser of therr useful lIves or the term of the lease

n anslatlOn ofForeign Currency
The Fund s functional currency IS the U S dollar Generally, the Fund s operating transactIOns are mItIated
m U S dollars and exchanged for local currency as needed AI:,sets and lIabIlities, revenues and expenses
transacted m local currency are translated mto U S dollars usmg hlstoncal rates Foreign currency transla
tlon or transaction gams or losses are reflected In the Statement ofActIVities

Techmcal Asststance
TechOlcal aSSIstance which has been accounted for separately from the Fund s other expenses, mcludes the
Fund s expenses for management mformatlon systems (MIS) lffiplementatlon busmess consultmg servtces
and mdustry trammg of the portfolIo mvestment company personnel

Donated Services
Members of the board donate slgmficant amounts of therr time to the Fund s programs and receive no
compensation or fees No amounts have been reflected m the accompanymg finanCIal statements for such
donated servIces, masmuch as no objective baSIS IS avaIlable to measure the value of such servtces

FuncttonalExpenses
AI:, of September 30, 1998 and 1997 functional expenses presented m the Statements of ActlVltles totaled
$707632 and $849 480 respectively for management and general admmistratlon and totaled $7 380 534
and $5,683 634 respectively, for Direct Investment and Small Busmess Loan Fund programs, which
mcludes techOlcal assistance

3 US Government Grants

For the years ended September 30, 1998 and 1997, USAID has commItted m a letter of credIt contnbu
tlons of $4 4 mIllIOn and $34 muhon, respectively to the Fund for program purposes mcludmg admmlstra
tIve expendItures Under the terms of the Grant, the Fund may hold funds m mterest bearmg accounts
and may retam mvestment and realIZed gam mcome for program purposes At September 30, 1998 and
1997 the status of the Grant was as follows
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1998 1997

Planned Grant fundmg

CommItted mcrement
Less amounts receIved

Balance avadable under
letter of credIt from USAID

$150,000,000

$83,400,000
64,102,497

$19,297503

$150,000 000

$79,000,000
39,297,497

$39,702,503

Counm

Ukrame
Ukrame
Ukrame
Ukrame
Moldova
Moldova

28% 95% UkramelMoldova

Percentage
Owned

53%
66%
70%
78%
25%
52%

Type

Eqmty/Debt
Eqmty/Debt

EqUIty
EqUIty
Eqmty
Eqmty

FaIr Value

8,514,774 Eqmty/Debt

32,807831

$4,648,244
4595,121
4,422,037
2178,532
4800000
3649,123

Sunflower ad bottler and dIstrIbutor
AgrIcultural dlstnbutlOn center/custom farmmg
Ice cream manufacturer and dlstnbutor
Construction matenals
Glass contamer manufacturer
Brewery
Other mvestments mcludmg

agncultural dIstribution centers automotive parts
manufacturer, construction matenals food and
daIry processmg, glass contamer manufacturer
and management mformatlon sefVlces

4 EquIty Investments and Debt

In the accompanymg Statements of Fmancial POSItion mvestments are carned at farr value as set forth m
Note 2, Investment Valuation Below summarIZes the mvestments of the Fund as of September 30 1998
and 1997, respectively The farr value of mvestments greater than 5% of total assets hsted mdlVldually

DIrect Investment Program
September 30, 1998
Busmess

Less ProVISIon for unreallZed depreCiatiOn
on eqUIty and unreallZed losses on
loans and leases

Investment Balance

(4,511,454)

$28,296,377

3.995.066 Eqmty/Debt

$16,274,970

25% 76% UkrameiMoldova

45% Ukrame
55% Ukrame
28% UkraIne
50% Ukrame
95% Ukrame
50% Moldova

September 30, 1997
BuslOess

Sunflower od bottler and dlstnbutor
Agricultural dlstnbutlOn center/custom farmmg
Construction matenals
Ice cream manufacturer and dlstnbutor
Management mformatlon servIces
AgrIcultural dlstnbutlon center!custom farmmg
Other mvestments mcludmg

agrIcultural dlstnbutlon centers, construction
matenals, darry, food and darry processmg
and glass contamer manufacturer

FaJryalue

$3,778,453
2,559,907
1524643
1,506,083
1,471,066
1,439,752

Type

Eqmty/Debt
Eqmty/Debt
Eqmty/Debt
Eqmty/Debt

Eqmty
Eqmty

Percentage
Owned CauntIY

Less PrOVlSlon for unrealIZed depreCiatIOn
on equIty and unrealIZed losses on
loans and leases

Investment Balance

(230,836)

$16,044,134

Small BUSIness Loan Fund - Small BUSIness Loans and DIrect Fmanczng Leases
The Fund s small busmess loans (the loans') and drrect financmg leases (the leases) are repayable m
U S dollars at fixed rates and have various matuntles up to three years The loans and leases are collateral
IZed by property and other assets of the borrower Below summarIZes the loans and the leases of the Fund
as of September 30, 1998 and 1997

BusJoess 1998 1997

Loans

Outstandmg balance $562,521 $255,660
Less ProVISIOn for loan losses (110,228)

Fair value of small busmess loans $452,293 $255,660
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NOTES TO FINANCIAL STATEMENTS

BusIness

Leases

Mlrumum lease payments receivable
Unearned Income
Allowance for lease receivables

Net Investment In direct finanCIng leases

1998

$279,987
(26,945)
<73,071)

$179971

1997

$946,716
(98,681)
(68,000)

$780,035

5 Cash and Cash Equwalents

At September 30, 1998, the Fund's cash and cash eqmvalents are deposited prtmartly In two large Uruted
States commerCIal banktng Institutions Apprmamately $4,921,906 and $5 709 000 (prmclpally money mar
ket funds) IS Invested 10 one of these 1Ostltutlons at September 30, 1998 and 1997, respectlvely

6 FIXed Assets

At September 30, 1998 and 1997, fixed assets consisted of

1998 1997

Leasehold tmprovements
Furruture, fixtures, and eqmpment
Computer eqmpment and software
Telephone eqmpment
Automobtles
Apartments

Less Accumulated depreCiation
and amortIZation

FIXed assets, net

$274,279
338,541
506,204

70,999
290,784
969,289

2,450,096

(763,062)

$1,687,034

$249,821
312,258
417,870

68,115
313,264
785,192

2,146520

(474,650)

$1,671,870

7 Rehrement Plan

The Fund has estabhshed a defined contrtbutlon retirement plan deSigned to be quahfied under Section
403(b) of the Internal Revenue Code All employees meet10g certam age and servtce requrrements are eh
glble to participate Ehglble employees may contribute amounts not less than $200 nor more than an
amount equal10g 10% of therr base salary; as defined, 10 the Plan In addltlOn, the Fund makes monthly
contributions tD each ehgtble employee s account equal to 10% of the employee s base salary; as defined,
plus 5% of the amount of salary 10 excess of the Thxable Wage Base ($68,400 as of September 30 1998 and
$65,400 as of September 30, 1997) Participants are ehglble to participate 10 the plan Immediately and are
fully vested 10 the employer s portion after two years of service Employer contrtbutlOns to the plan
totaled approXimately $123,950 and $113,400 for the years ended September 30, 1998 and 1997, respec
tlvely

8 Commztments

Leases
The Fund 18 committed to make rental payments under operat1Og leases for office space Rent expense for
the years ended September 30, 1998 and 1997 was approXimately $611 000 and $587,000, respectively
Mmtmum annual lease commitments subsequent to September 30 1998 are as follows

Direct Small
Investment Busmess

Total Program Loan Fund

1999 $666,200 $657900 $8,300
2000 582750 574,750 8,000
2001 99,600 91600 8000
2002 81750 75750 6000
2003 75750 75750
Thereafter 92600 92600

Total $1598,650 $1568,350 $30,300
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Investment FundIng
As of September 30 1998 and 1997 the Fund has committed to fund addItional eqUIty Investments and
loans totahng $21,741 731 and $28 285000 respectively to vanous Investees

9 Tax Status

Unlted States
The Fund IS exempt from Federal Income taxes under Section 501 (c)(3) of the U S Internal Revenue Code
(the Code) and has been classmed as an orgamzatlon that IS not a pflvate foundation as defined In
Section 509 (a)(I) of the Code In addItion the Fund IS exempt from payment of state and local Income
taxes

Western NIS RegIon
The regIstratIon of the Fund s accredIted representatIve offices In Ukrame Belarus and Moldova occurred
on March 31, June 30, and July 28 1995, respectIvely Under bilateral agreements between the
Government of the Umted States ofAmenca and the Governments of Ukrame, Belarus and Moldova
regardmg cooperation to facllltate the proVision of assIstance, the Fund IS exempt from taxatIon on mcome
received m connectIon With ImplementatIon of the Umted States assistance programs

10 Related Party TransactIOn

Included In the techmcal asSIstance expense for the years ended September 30 1998 and 1997 was
$745197 and $481525 respectIvely which was mcurred as payment for management mformatlon systems
consulting and Implementation servtces rendered to the Dlfect Investment Program portfoho compames by
an entity which IS 95% owned by the Fund
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PrlcewaterhouseCoopers LLP
1301 Avenue of the Amencas
New York NY 10019 6013
Telephone (212) 259 1000
Facsimile (212) 259 1301

Report of Independent Accountants on
Comphance with Laws, RegulatiOns, Contracts and Grants
Based on an Audit of Fmancial Statements
Performed m Accordance with Government Aud.1tmg Standards

To the Board ofDIrectors ofthe Western NIS EnterprISe Fund

We have audited the financial statements of Western NIS Enterpnse Fund (the Fund ') as of and for

the year ended September 30, 1998, and have issued our report thereon, dated October 29, 1998

We conducted our audit m accordance with generally accepted auditmg standards and Government

Auditmg Standards, issued by the Comptroller General of the Umted States Those standards reqUire

that we plan and perform the audit to obtam reasonable assurance about whether the fmanCial state

ments are free of matenal misstatement

Comphance With laws, regulations, contracts, and grants apphcable to the Fund is the responsibihty

of the Fund s management As part of obtmmng reasonable assurance about whether the finanCial state-

ments are free of matenal misstatement, we performed tests of the Fund s comphance With certam pro

ViSions of laws, regulations, contracts, and grants However, proVidmg an opmion on overall comph-

ance with such prOViSions was not an objective of our audit of the finanCial statements Accordmgly, we

do not express such an 0pimon

The results of our tests disclosed no mstances of noncomphance that are reqUired to be reported

under Government Auditmg Standards

ThiS report is mtended for the mformatiOn of the Board of Drrectors, management and fundmg

agenCies However, thiS report is a matter of pubhc record, and itS distribution is not hmited

New York, New York
October 29, 1998
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FUND INFORMATION

Board ofDtrectors

GLENN H HUTCHINS,

CHAIRMAN OF THE BOARD

Semor Managmg Director
The Blackstone Group

PATRICK HARBOR

Prlllcipal
Shatlan Arbor Karlov & Co

RICHARD I ARTHUR

Chairman
SIPPlcan Inc

SCOTT A CARLSON

President and Chief Executive Officer
Western NIS Enterpnse Fund

ROBERT M COTTEN

Los Angeles CalIforma

PAULA J DOBRIANSKY

Vice PreSident and Director of the Washmgton Office
Councu on Foreign Relations

DENNIS A JOHNSON

PreSident and Chief Executive Officer
St Paul Bank for Cooperatives

JAROSLAWA ZELINSKY JOHNSON

Partner and Director of KYlv Office
Althelffier & Gray

PAUL A LAUDICINA

Vice PreSident
AT Kearney

WHITNEY MACMILLAN

ChaIrman Ementus
Cargill Incorporated

JEFFREY C NEAL

Vice Chairman - Investment BankIng
Merrill Lynch

WILLIAM H WHITE

PreSident and Chief Executive Officer
Wedge Group
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Fund Management

SCOTT A CARLSON

PreSident and Chief Executive Officer

NATALIE A JARESKO

Executive Vice PreSident

MARK (WASHKO

Country Manager - Ukrame

ALEXANDRU MUNTEANU

Country Representative - Moldova

VLADIMIR GONTCHARENOK

Country Representative - Belarus

CHARLINE EASTIN

Controller

tHOR V FIGLUS

Executive Director Small Busmess Loan Fund

HAROLD J SCHROEDER

Semor AdVIsor

Fund Offices

UKRAINE

4 Muzeyny Provulok Third Floor
252001 KYlv Ukrame
Telephone (38) 044 2 475 580
Facslmue (38) 044 2 475 589

MOLDOVA

SCatul Tam 27
Fourth Floor
2012 Chl§mau Moldova
Telephone (373) 2 237 141
Facsurule (373) 2237136

BELARUS

4 Prospekt F Skonny SUIte 116
220050 MlllSk, Belarus
Telephone (375) 172 224770
FaCSlffiue (375) 172 224 772

USA

15 West 39th Street Eleventh Floor
New York New York 10018
Telephone (212) 556 9320
Facslmue (212) 5569321
e mau lllfo@wmsef org

SMALL BUSINESS LOAN FUND

23 Maryny RaskovoYl Street
Twelfth Floor
252167 KYlv Ukrame
Telephone (38) 0445174222
Facslffiue (38) 044 517-5154

7 Halytska Ploscha Second Floor
290000 LVIV Ukrame
Telephone (38) 032 227 1855
Facsuntle (38) 032 227 1856

Regional Busmess AsSistance Center
16 Prospect Lemna SUIte 6
310166 Kharktv Ukrallle
Telephone (38) 057 240 9133
FaCSlffiue (38) 057 240 9415
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