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Abstract

The below-presented abstract of the fina report is in compliance with the NORTH
ATLANTIC TREATY ORGANISATION Research Fdlowship Financing the
Development of SMEs (the Use of Risk Capital).

The present report has been prepared according to the following structure: the role of small
and medium-9ze enterprises in Europe and Lithuania (SMEs in the European Union, SMEs
in Lithuanian economy); smdl and medium-sze enterprises in Europe (definition of SMEsin
EU and in Lithuania, EU palicy for SMEs support, Lithuanian policy for SMES support);
financing sources of SMEs (financing and support for SMEs in EU, enterprise funding
sources in Lithuania); venture capitd in Europe (European experience, experience of
Denmark, Great Britain, Germany, Hungary, and Lithuania).

The conclusions and suggestions, as well as references are dso provided.

The actuad materid of the work is based on the importance of SMEs both in the European
Union countries and Lithuania, reveding therole of SMEs in economy and economic policy
of the states in supporting and financing SMEs.

Specid focusis given to the SMESs financing aspects. Detalled information is furnished on the
financing opportunities of SMEs in Lithuania, conditions and legd environment, as well as
inditutiond sructure.

The project indicates the financid sources used in Lithuania preferentid credits granted
through commercid banks, bank credits, funds, risk capita funds, Credit Unions, Labour
Exchange, and Governmenta Programmes.

Of financia sources, risk capita funds are distinguished. The report shows the experience of
the European Private Equity and Venture Association, Danish Venture Finance, British
Venture Capitd, Germany Venture Capita Association, Hungarian Venture Capital
Asociation in this sphere. Andlysis is made of the use of venture capitd in Lithuania

Risk capital funds operating in Lithuania, their investment criteria and experience have been
elucidated. Materid is provided about the projected Small and Medium-size Business Risk
Fund in Lithuania, the regulations of its activities.

Key words: SMEs, Financing of SMEs, Venture (risk) capita, Venture capita funds, seed,
start-up, expansion, MBO, MBI.
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INTRODUCTION

Presented beow is the find report in compliance with the NORTH ATLANTIC
TREATY ORGANISATION Research felowship Financing the Development of
SMEs (the Useof Risk Capital).

Find report in accordance with NATO research fellowship requirements is concise and
provides fina results of the project: data on small and medium enterprises (SMES) in Europe
and Lithuanig definition of SMEs in EU and Lithuania, foundation of such companies in
Lithuania and their financing sources (preferentia credits, programmes of the Labour
Exchange and the Government and risk capital structures).

The report devotes specid attention on SMES financing — sources and inditutions, effecting
financing, specidly focusng on the use of risk capitd.

Experience and results of the use of venture capitd in financing SMESs achieved in Western
Europe are impressive, indeed. For Lithuania as one of the trangtional countries seeking EU
membership the use of risk capital would strengthen SMESs and smultaneoudy the entire
economy, giving the posshility to cope with competitive pressure of market economy.

In preparing a project, andysis was made of the best experience of EU countries — Gresat
Britain, Denmark, Germany and others, achieved in the sphere of supporting and financing
of SMEs.

Within the period of developing the project “Financing the Development of SMES’ (1998-
1999) the firg risk capitd fund was established in Lithuania, namely, Bdtic Smdl Equity
Fund, which isthe only onethat isactivein invesing in SMEs a the expansion stage.

As compared to EU and Central European states, Lithuania has been lagging considerably in
the use of risk capitd. The establishment of the Risk Capitd Fund for Smdl and Medium
Business has been Hill in its preparation stage.

With the project progressng, insufficient informativeness of market players about the
possihilities of using risk capital came out on the one hand and lack of activity of risk
capitalists on the other hand.

However, despite of insufficient activity, the results of the activities of risk cepitd are
important not only for the implementation of the project, but may aso have an impact on the
export of risk cgpita to Lithuania and its establishment in Lithuania

The project results afford a good opportunity to further delve into the issues rdevant to the
possihilities of the use of risk capitd in Lithuania and to suggest measures for gpeeding up
this process.



THE ROLE OF SMALL AND MEDIUM-SIZE ENTERPRISES IN
EUROPE AND LITHUANIA

|.1. SMEsin European Union

SMEs account for 99.8 percent of al companies, 66 percent of tota employment and 65
percent of business turnover in the European Union.

Net job creation in SMES has more than compensated for job losses in large enterprises
during the period 1998 to 1995. Enterprises with fewer than 100 employees have been
responsible for dmost al the job creation at the rate of 259,000 net jobs per year (in EU
and Norway). This trend is expected to continue. During periods of recesson smal
enterprises shed jobs more dowly and absorb economic shocks better than large
companies.

Despite some encouraging data concerning SMEs, European SMEs full potentia for growth
and employment creation in not being properly redlised. On average 50 percent of SMESin
the EU fall within the firdt five years of sart-up, a sgnificant attrition rate with corresponding
job losses.

There are congderable differences in net job creation between SMEs and large enterprises,
aswdl asin survivd rates of enterprises between Member States, which demondirates the
potential for additiond job cregtion (the highest in The Netherlands and the lowest in
Portugd).

Among the factors offering new opportunities for SMEs are the growing importance of the
sarvice sector (in particular business sarvice), the increasing role of technologies favouring
smal scde production, easier access to globa markets (including Information Society) and
the move towards outsourcing, subcontracting and downsizing by large firms. SMEs
development is aso essentid for maintaining socid and economic cohesion and assising
rurd development.

Thus, smdl and medium-sized enterprises.

Pay akey rolein terms of growth and generate above average share of new jobs;
Has potentid for growth and employment creetion.

The European Commisson recommends to the Governments of the Member States to
devote as much attention as possible to the problems of SMEs on account of the following
reasons.

Macro reasons:
Presence of SMIEsisasgn of growing economy;
Such enterprises attract more dynamic people — businessmen,



SMEs are more flexible with respect to the market changes,
Thiskind of busnesslays amuch firmer foundation in the nationa economy;;
SMES often grow into large companies,
SMEs are one of the principa eements of sound economy.

Micro reasons.

- A short “lifecyde’ of SMEs,

- High production costs on account of small amount of production;

- SMEs businessmen have no means to conduct engineering investigations;

- SMEslack means to update equipment and technologies;

- Such enterprises have no sufficient means to conduct the market research, to launch
advertisng campaigns,

- Credits are expensive to SMEs on account of an increasing risk.

Specid attention in the given work is devoted to the financid aspects of SMEs
development.

[.2. SMEsin Lithuanian economy

As of January 1, 1998 over 140 thousand enterprises have been registered. On January 1,
1999 over 153 thousand enterprises have been already registered, i.e. increased by about
10 thousand per year. During five months of 1999 the number of enterprises increased by
3 thousand more. About 70 percent of enterprises that have been registered on January 1,
1999, operated, and 30 percent have discontinued ther activities. Enterprises that
discontinued their activities is the potentid reserve for SMESs growth.

The structure of industrial enterprises by number of employees is presented in Tablel.

In mining, quarring and manufacturing 31 percent of enterprises had up to 0-9 employees,
10-19 employees — 20 percent of enterprises, 20-49 employees — 20 percent of
enterprises, 50-99 employees — 10 percent of enterprises, 100-199 employees — 8
percent of enterprises, 200-499 employees — 7 percent of enterprises, over 500
employees — 4 percent of enterprises.

Table 1. Indugtrid enterprises by number of employeesin 1996
(as of December 31, sole proprietorships excluded)

Sze
Total | 09 10- 2049 | 50-99 | 100- 200-499 | 500 &
19 199 over
Mining, quarrying and | 1| 2587 801 509 522 269 213 174 99
manufacturing 2 23950 | 380 703 16641 | 18753 | 29920 | 54128 10922
0 1 5 2
Manufacture of food 1| 456 88 86 90 68 59 39 26

2| 51362 | 422 118 | 2852 4875 8444 12769 20819

Manufacture of textiles 1| 119 25 13 20 16 13 17 15
2| 28836 | 97 178 661 1148 1754 5847 19151




Manufacture of wearing apparel 1] 225 59 41 51 22 26 17 9

2| 23375 | 291 | 563 | 1729 1380 3601 5042 10769
Publishing 1| 213 99 56 34 12 7 4 1

2| 6228 519 | 694 | 1005 877 1014 1297 822
Manufacture of wood 1| 484 204 106 116 32 12 12 2

2| 15186 | 969 149 | 3611 2258 1714 3195 1941

8

Manufacture of machinery and | 1| 128 28 16 21 25 17 12 9
equipment 2| 20511 | 106 122 | 707 1594 2492 3431 11959
Manufacture of furniture 1| 164 51 31 36 17 10 17 2

2| 11225 | 248 | 414 | 1099 1113 1475 5353 1523

1- number of enterprises; 2 —number of employeesin industrial activity
Sources: Statistical Y earbook of Lithuania, 1998, p. 268

Thus, more than 70 percent of manufacturing enterprises in Lithuania have up to 20
employess, this being in conformity with the category of small and medium enterprises.

SMEsin 1996, if caculated from the total number of enterprises, accounted for 10 percent
of food sector enterprises, 2 percent of textile sector enterprises, 6 percent of manufacture
of wearing apparel enterprises, 16 percent of wood sector enterprises, 7 percent of
publishing sector enterprises, 3 percent of manufacture of machinery and equipment sector
enterprises, 5 percent of manufacture of furniture sector enterprises.

In the food industry itsdlf small enterprises congtitute 57 percent of the branch enterprises,
in textile — 48 percent, wearing apparel enterprises 67 percent, manufacture of wood — 88
percent., publishing — 89 percent., manufacture of machinery and equipment — 50 percent,
manufacture of furniture — 71 percent.

In SMEs of Lithuania in 1996 over 27 thousand employees (11 percent of working in
industria enterprises) worked.

In addition, as of June 1,1999 there were 95 081 personal enterprises registered in
Lithuania, which mostly work on family contractud bass, the number of the employees not
exceeding 9 people. The number of employees here is a0 atributed to the small business,

With the start of the establishment of the private sector in Lithuania, upon completion of the
firg (amdl privatization) privatizetion stage, quite many of smdl enterprises have become
edablished in the sarvices sector. At the beginning of 1998 the didtribution of small
enterprises according to the spheres of activities was as follows: 9.1 percent in
manufacturing industry, 7 percent in congtruction, 16.6 - percent red edtate, leasing, 20.2
percent — services, 41.3 percent - trade, 5.8 percent — other activities.

Of private enterprises operating in Lithuania where in 1996 worked 67 percent of dl
employed, SMEs congtitute 90 percent.

The data provided show the importance of SMEs in Lithuania in the job cregtion and
provison of jobsto the population.

SMEs in Lithuania possessing a congderable share in the economy aso have problems
that are indicated by the entreprenuersthemselves. These arel




lack of financid funds;
the unfavourable exidting financid and crediting system regarding smdl business,
bureaucratic barriers in establishing and liquidating enterprises, €tc.:

Among most important problems as indicated by SMEs are financid problems.

Conclusons
In the European Union SMES are of specia importance. 99.8 percent of all companies
are SMEs, 66 percent of total employment and 65 percent of business turnover belong
to SMEs.

SMEsin the European Union create far more jobs than mgjor enterprises, thus till more
increasing the importance SMEs.

Of the enterprises operating in Lithuania, about 90 percent condtitute SMES, with dmost
70 percent of the tota number of the employed population.

The sgnificance of SMEs for the growth of economy and employment increase deserves
gpecid atention in the solution of SMES problems, especidly financia ones.

II.SMALL AND MEDIUM-SIZE ENTERPRISES IN EUROPE



[1.1. Definition of small and medium-size enterprisesin the European Union

There was no uniform standard in the European Union countries in differentiating between
small, medium and big enterprises.

The European Commisson has adopted a Recommendation concerning the definition of
SMEs which now provides a clear globd framework for al measures directed towards
micro-, smal and medium-sze enterprises.

The adopted definition is as follows:

1. Smadl and medium-size enterprises, hereinafter referred to as “SMES’, are defined as
enterpriseswhich:

Have fewer than 250 employees,

Have ether an annud turnover not exceeding ECU 40 million or an annud balance-
sheet total not exceeding ECU 27 miillion;

Conform to the criterion of independence.

2. “Smadl enterprisg’ is defined as an enterprise which:
has fewer than 50 employees,
have ether an annud turnover not exceeding ECU 7 million, or an annud baance-
sheet totd not exceeding ECU 5 miillion:
Conform to the criterion of independence.

3. “Micro-enterprise’ is defined as an enterprise which:

Have fewer than 10 employees.

Micro-enterprises | Smdl Medium-9ze
Max. number of employees <10 <50 <250<250
Max. turnover (in million ECU) - 7 40
Max. baance-sheet (in million ECU) | - 5 27

To be classed as an SME or micro-enterprise, an enterprise has to satisfy the criteriafor the
number of employees and one of the two financid criteria, i.e. either the turnover totd or the
balance sheet total. In addition, it must be independent, which means less than 25 percent
owned by one enterprise (or jointly by severd enterprises) faling outsde the definition of an
SME or micro-enterprise, whichever may apply. The thresholds for the turnover and the
baance sheet totd will be adjusted regularly, teking into account changing economic
circumgtancesin Europe (normaly every four years).

Prior to January 1998:




Criterion Definition of an SME
Number of employees 500

Turnover <ECU 38 million

Or Baance Shest None

The earlier ownership requirements: less than 33 percent owned by non-SME except bank
or venture capital company.

The Commission undertakes to adopt the appropriate measures to adapt satistics that it
produces in line with the following Sze-classes
- 0 employees

1 to 9 employees

10 to 49 employees

50 to 249 employees

250 to 499 employees

500 employees plus.

Such recommendations are vaid for dl EU Sates.
I1.2. Definition of small and medium-size enterprisesin Lithuania

The Law on Smdl and Medium-size Busness Development of the Republic of Lithuania,
enforced on January 1, 1999 (adopted on November 24, 1998 No. V111-935) has replaced
the previous Law on Small Enterprises and specified smal and medium-size business entities
and forms of support applicable in their respect.

In the first reading of the Law on Small enterprises (1992) in force until 1 July 1995, small
enterprise was defined only by number of employees, which not exceed 100 persons.

According to the Law on Small Enterprises (1995), a smal enterprise was an enterprise that
didn’'t have more than 50 employees and the generd annua income of which did not exceed
LTL 500 000.

The Law on Smdl and Medium-sze Business stipulates the following smal and medium-sze
business entities:

1) physica persons and entities that do not have the rights of alegd entity and that have
acquired business licences,

2) micro enterprise — individua (sole proprietorship) enterprise that employs only the
members of one family (husband and wife, parents, step-parents, children, step-
children);

3) sndl enterprise — an enterprise with the average annua number of employees not
exceeding 9 and the grossincome—LTL 1 milli;




4) medium enterprise — an enterprise with the average annua number of employees not
exceeding 49 and the grossincome—LTL 5 million.

In Lithuania smal and medium-size enterprises are defined as enterprises which function in
accordance with the Law on Smal and Medium-size Business and Law on Enterprises (24
Nov., 1998) include:
- individud (sole proprietorship) companies,

generd partnerships;

limited partnerships,

limited joint sock companies,

joint stock companies,

agricultural companies,

other companies.

In 1997 individua (sole proprietorships) enterprises from total number of SMES congtitutes
73 percent, limited joint stock companies — 21 percent, joint stock companies — 1.2
percent, agricultural companies — 3.2 percent, genera partnerships — 1 percent, other — 0.6
percent.

11.3. EU policy for SMEs support

All Member States of European Union have strengthened their policies for SMEs. The
objective of many of these measures is to both preserve jobs by supporting existing SMEs
and create new jobs by supporting business sart-ups and the development of firmswith high
growth or employment potentid.

European Union plays an important role by reinforcing the co-ordination of regiond, nationa
and Community policies and programmes (Integrated programme in Favour of SMEs and
the Craft Sector, 1993), helps to creaste an open and stable business environment for
enterprises through two of its mgor drategic gods, namey by implementing the Internd
Market and establishing Economic and Monetary Union.

Although SME policy now ranks higher than ever on the politica agenda, the European
Commission believes that much more can be achieved through a fresh approach focused on
severd priority aress. It has targeted the regulatory environment, innovation market, labour
and human resources market, financial market, and product and services market.

This new drategy was origindly outlined in the Report "Small and Medium-9ze Enterprises.
a dynamic source of employment, growth and competitiveness in the European Union",
which was adopted by the Commission on 29 November 1995 for presentation to the
Madrid European Council in December 1995.

The report stressed the importance of stimulating a truly entrepreneuria culture throughout
the EU if thefull job creation potentid of SMESs s to be unlocked. This required a change of



dtitudes, dating in the education and traning sysems and continuing through the
relationship between the entrepreneur and public adminigrations, financia inditutions and
large businesses.

To achieve this god, the Commission proposed a number of priority policies and measures
to be undertaken by Member States and the EU. These form the bads of the Third
Multiannua Programme for SMEs and the Craft sector, for the period 1997-2000.

The Proposas of Commission:

1. Reduce Red Tape, which hampers European entrepreneurship:
Develop a bold strategy of adminigrative and regulatory smplification;
Make access to SMEs programmes smpler and more streamlined.

2. Ensure better involvement of SMES organisations in the decision-making process:
Improve consultation of SMES organisations when preparing policies.

3. Help finance SMEs, which create new jobs:
Reduce (and eventudly diminate) tax discrimination between equity and debt;
Encourage the cregtion of capitd markets for SMEsin Europe;
Extend the Edinburgh SVIE Loan Facility by 2 billion ECUS;
Provide cog-free loan guarantees for smal enterprises (in paticular from the
European Investment Fund).

4. Reduce market ditortions and inefficiencies.
Introduce competition into protected markets and minimise market ditortions from
State Aid;
Expand public procurement opportunities for SMES, including cross-border
procurement.

5. Vigorous action to promote Research / Innovation / Training to assst SMEs:
Encourage the creetion of new technology based firms;
Ensure grester participation by SMEs in the Community's mgor research and
training programmes.

6. Enhance the competitiveness and internationdisation of SVIES.
Complete the Internal Market;
Improve networking, export assistance and industria co-operation.

I1.4. Lithuania policy for SMEs support

Policy of the Government of the Republic of Lithuania for SMEs
The Government of Lithuania regards the development of Small and Medium-sze Business
to be one of the mogt important economic policy tasks. SMEs development is to be



asxessed as the means for achieving labour market baance and implementation of
employment policy. Therefore, new legd acts regulating smal and medium businesses have
been adopted, new inditutions established, and those exigting involved in the promotion of
business development are being strengthened. The policy pursued by Government in this
sphere is oriented towards the creation of a SMEsfriendly legd and economic environment,
the dimination of bureaucratic barriers, the formation of a technical and financid support
system, the improvement of business infrastructure and business sdlf-governance.

The Government by its Resolution No. 15 of January 8, 1998 approved a Smdl and
Medium-sze Busness Deveopment Programme that was devised pursuant to EU
recommendations on the promaotion of smdl and medium business development. While
implementing this Resolution, amodd for the creetion of regiona smal and medium business
development programmes has been prepared.

On May 14, 1998, the Government gpproved the regulations of the Small and Medium
Busness Deveopment Fund. The Fund is amed a accumulating resources of the
Privatisation Fund that were dlocated by resolutions of the Government, State budget
assignments and resources from foreign donor funds.

The Business Development Board in accordance with established procedures adopts
decisgons for the use of the Fund-adlocated resources. The funds shall be used for giving
guarantees for loans granted to small and medium business, as well as for the establishment
of budness incubators and covering of thelr operating expenses, the development of
business infragtructure, the creation and development of a business information system,
business publications, partid crediting for the preparation of regiond and target programmes
and their implementation, the training of entrepreneurs, consulting and for promoting other
amd| and medium s ze business development activities.

In 1998, the Business Development Board approved the procedure for consultancy and
training of smal and medium entrepreneurs, whereby smal entrepreneurs can be consulted
and improve their qudifications under easy terms. In order to expand the activity of the
Smadl and Medium Business Development Fund, the Government approved the Resolution
on 20th May 1999. It lays down the procedure of partid compensation of credit interest (up
to 50 %) of loans for disabled individuas engaged in economic activities; smal and medium
busness enterprises and individuds (up to 3 years from the beginning of the activity),
including private practise physcians, farmers, co-operative companies of famers and
farmers partnerships for acquidition of new agriculturd machinery.

From January 1, 1999, a Law on Small and Medium-sze Business Development has come
into force. This specifies smdl and medium-sze busness entities, as wel as forms of
applicable support thereof.

On June 26, 1998, standard articles of incorporation of business incubators were approved.
The uniform business incubator incorporation and development scheme was prepared, as
well as the procedure for provison of State financid support to the foundation and
development of businessincubators.



The SMEs Development Agency, business consulting centres and the Lithuanian Chamber
of Commerce, Industry and Crafts asss smndl and medium enterprises to exchange
information with EU businessmen, and to assmilate the EU acquis, in cregting a legd basis,
regulating smal and medium business activities and terms. In December 1998, a home page
was created on the Internet for private business beginners. Here, information is supplied on
business regulating laws, the forms of ownership of enterprises, their registration procedures,
forms of support to entrepreneurs, and addresses of consulting firms, as well as other
important business-relevant information.

In addition to the previoudy undertaken export credit insurance and political risk insurance,
it has been permitted to effect insurance of credit againgt goods and insurance of loans
received by smal and medium enterprises for investment projects.

Thelegal environmental

In addition to the mentioned laws and resolutions of the Government, implementing the
policy of SMEs regulation and stimulation, other laws have been adopted in Lithuania to
regulate the generd business environment.

The Company Law regulates the foundation and activities of persons who have the right to
engage in regular economic and commercid activities on behdf of their company.

Foundation of companies, ther legd datus, activities, regidration and liquidation are
dipulated in the Company Law, laws on different types of enterprises (Public Company
Law, Law on Partnerships, Law on the Register of Companies, etc.) contracts for
corresponding activities, by-laws and other normative documents.

Busnessin Lithuaniais regulated by a number of laws, of which most important are;

- The Law on the Farmers Households of the Republic of Lithuania (4 July 1989 No.
X1-3066).
The Law on Enterprises of the Republic of Lithuania (8 May 1990 No.1-196).
The Law Taxes on Profits of Lega Persons (31 July 1990 No. 1-442).
The Law on Competition of the Republic of Lithuania (September 1992)
The Company Law of the Republic of Lithuania (5 July 1994 No.l-528).
The Law on the Register of Enterprises of the Republic of Lithuania (8 May 1990 No.l-
440).
The Law “Concerning the Enforcement of Amendments to and Supplement of
Company Law of the Republic of Lithuania (edopted on 17 April 1996).
The Law on Tax Adminigtration of the Republic of Lithuania (28 June 1995 No. [-974).
The Law on Partnership of the Republic of Lithuania (16 October 1990 No. 1-676).
The Law on Agricultura Companies of the Republic of Lithuania (16 April 1991 No. I-
1222).
The Law on State Socia Insurance (21 May 1991 No. 1-1336).
The Law on Employment Contract of the Republic of Lithuania (28 November 1991
No. 1-2048).



The Civil Code of the Republic of Lithuania (1994).

In accordance with the Law on Smal and Medium-9ze Business, support to SMES is
foreseen:

1.

Support to samdl and medium business entities is provided according to the smal and
medium business development programmes of the Government, counties or
municipdities

Preparation and implementation of smdl and medium busness deveopment
programmes are financed from the resources of the Government and (or) municipality
amd| and medium business promotion funds.

Funds for smdl and medium business promotion are foreseen from the State budget,
municipaity budgets and are dlocated by a decison of the Government from the funds
of the Privatisation fund.

Entrepreneurs and thelr organisations prepare business development plans and
implement them by participating in smal and medium business development programmes
effected by the Government, counties or (and) municipdities.

Small and medium business entities can use the following forms of support:

tax loans and tax privilegesin the procedure prescribed by the laws,

financid support from small and business development funds;

financid support of the Government and municipdities according to smdl and medium
business devel opment programmes,

consultancy and training services on easy terms according to business development
programmes,

sarvices of business incubators and technologica parks,

support of the guarantee indtitutions established by the Government and (or) insurance
enterprises as well as other indtitutions promoting busi ness devel opment;

professond improvement services under easy terms according to business development
and employment programmes,

State order preference;

support for new job cregtion,

microcrediting systems for business beginners;

accelerated amortisation is applied.

Forms of that support shal not be applicable to the following smdl and medium business
entities

State and municipdity enterprises;
enterprises where more than %20f voting shares belong to the State and municipdity
ownership;



enterprises where more than Y2of voting shares belong to other enterprises, not faling
within the definition of small and medium business entities,

enterprises, involved in the following not encouraged activities hunting and relevant
activities, manufacture of alcoholic beverages, manufacture of tobacco products, motor
vehicle fud retalling, wholesde, retailing of dcoholic beverages and tobacco products,
finendd intermediation, accumulation of insurance and pengon funds, supporting
finendd intermediation, red estate operations, legd activities, activities for organisation
of gambling games and wager.

The privileges for enterprises and conditions for their granting have been indicated in the
laws of the Republic of Lithuania

for lega persons the tota income of which within the taxable period does not exceed

LTL 1 million and the average number of the liged St&ff is less than 50 person, for

taxable profit a 15 percent profit tax tariff is applied. That privilege is not gpplicable to

those lega persons that are involved in trading in acoholic beverages or tobacco

products, retail and wholesale trading in oil products (including cases when other goods
are dso traded), in providing catering services and sdling dcoholic beverages, including

beer, and tobacco products.

profit used for investments in one's own enterprise is taxable by goplying a zero (0

percent) tariff.

new registered enterprisesin the first taxable year are exempt from advance taxes. Such
enterprises Sart paying these taxes from the fifth month of the next taxable year. If within

the last previous year the total income did not exceed LTL 100,000, the enterprises
must not pay advance taxes in the current year.

the amount of losses in the taxable year can be transferred to the next taxable year (not

longer than for 5 years);

for economic partnerships and individua (persond) enterprises having no rights of a
legal person the total income of which within the taxable period does not exceed LTL 1
million and the average number of the listed staff isless than 50 person, for taxable profit

a 15 percent profit tax tariff is applied (except certain activities), etc.

SME Institutional Structure
The Government’ s policy pursued in the sphere of SME is effected by:
- TheMinigry of Economy;
The Business Development Board;
The Smdl and Medium Business Development Agency;
Interdepartmental Council for Condderation of Smdl and Medium-Size Business
Problems and Coordination of Interests a the Ministry of Economy.

The Ministry of Economy is concerned with the preparation of proposas for the formation
of a generd smdl and medium business promotion and development policy in the country,
and the improvement of the business environment. It effects coordination and control of a
gndl and medium business development programme and its implementation measures,
encourages and offers financid support to the preparation of target regiona smdl and



medium business programmes, and harmonises legd acts with acquis requirements in the
SME sphere. The Minigtry takes part in the work of the European Union and other
international organisations (the European Commission, EU PHARE, OECD, etc.) on issues
of smdl and medium business development. At the beginning of 1999, the Smdl and
Medium Size Business Department was established at the Ministry of Economy.

The Business Development Board is a collegiate body, operating in accordance with the
bylaws approved by the Government of Lithuania, adopting decisons on the use of the
resources of the Export Promotion Fund and the Smdl and Medium Business Deve opment
Fund. It dso handles other business development relevant issues that are delegated to it by
Government. The Board aso gpproves the trends, procedure and estimates of the use of the
resources from the Smal and Medium Size Business Devel opment Fund.

With the assgance a the beginning of 1996 of the EU PHARE project for smdl and
medium business development, in Lithuania, the Lithuanian Small and Medium Business
Development Agency was established. Its main gods are to analyse and participate in the
formation of a smdl and medium sze business development policy in Lithuania, improve the
business environment, encourage the establishment and development of smdl and medium-
gze enterprises, redise the assgance to smdl and medium business and regiond
development in Lithuania offered by the EU PHARE programmes, and organise training and
consulting under favourable terms. The LSMIBDA activities are coordinated by the Business
Development Board.

With the improvement of business infrastructure and business sdlf-governance, the role of
the Lithuanian Smdl and Medium-sze Busness Deveopment Agency has been
strengthened. In 1999, the firgt branch of the agency was set up in Tauragé city. It covers
the coordination of implementation of the Smal and Medium-sze Business Deveopment
Programme in the region, analyse the economic and socia consequences of the programme,
participates in preparing aregiond smal and medium business development programme and
coordinates its implementation, as well as simulates the creation of new jobs in the region.

The Interdepartmenta Council for Consideration of Small and Medium Business Problems
and Coordination of Interests (the Small Business Council) was established. The Council
congders draft LR laws and LRG resolutions, expresses its opinion on the issues of the
regulation of business conditions, and takes part in the solution of smadl business problems.

The SMEs development criteria
In 1998, the Business Development Board “A Generd Territoria Scheme for Further
Devedopment of Inditutions Providing Financid Support to the Development of Smdl and
Medium Busness’ was gpproved. It presented a scheme of territoria distribution of
ingtitutions granting support to smal and medium business and criteria, on the basis of which
the expediency of the establishment of new business supporting inditutions would be
as=ssed. The scheme ligted the following criteriafor the establishment of new indtitutions:

aleve of unemployment in cities and regions,

aleve of development of business infrastructure;

the need to establish a new indtitution, (the number of potentid entrepreneurs);



initiative of locd authorities.

I nfrastructure Development
For the infrastructure development is foreseen:

Support to established business incubators. An annual need for resources reaches LTL
3 million. Financing LTL 1.5 million is foressen from the SME Promotion Fund and LTL
1.5 million from the State budget.

Egtablishment of business incubators. Until the end of the year 2002, it is planned to
establish 3 busness incubators, the financia need for their establishment amounts to
about LTL 4.5 million.

Until the end of the year 2001, it is foreseen to set up 4 business centres. The need of
resources here reaches LTL 1.6 million. Partid (LTL 800 000) financing is foreseen
from the SME Promotion Fund. Additiona credit-lines LTL 800 000 from EU funds are
needed to satisfy the regions of the country.

Until the end of the year 2001, two consulting business centres are planned to be
established. The need for resources reaches LTL 400 000. A problem of financing has
not been solved. To satisfy the need of the regions of the country, additiona financing
from EU fundsis necessary.

In the years 1999-2000, it is foreseen to set up 3 LSMBDA branches. The need for
financeisLTL 270 000. A problem of financing has not been solved.

Establishment of the Regional Risk Capital Fund
The need for finance of one regiond fund conditutes LTL 5 million per year. Financing is
foreseen from the State budget.

Preparation and | mplementation of the Micro-crediting Provisions:
Inthisfidd is planned:

Anaysis of micro-crediting modes of EU countries and preparation of a draft micro-
crediting modd for Lithuania. The project implementation price amountsto LTL 25 000.
At this stage, EU technicad and financid assstance is needed.

Practicd implementation of micro-crediting models. The successful operation of a
micro-crediting model may be redtricted due to lack of funds. Annualy minimum LTL
20 million is needed. Financing is foreseen from the State budget.

I mplementation of I nnovative Projects
It is planned:

To implement the project for expandion of training and consulting under easy terms in
regions with an underdeveloped business infrastructure. The need for project
implementation amounts to LTL 150 000. Currently, financing issues have not been
solved.

To implement a project for qudification improvement (training) of SMESs employees.

At the beginning of 2000, it is planned to dart implementing SMES development
projects. Currently, financing issues have not been solved.



“Beginning” - the annual need of resources for project implementation reaches up to
LTL 50 000.

“Development” - resources needed for project implementation amount to LTL 70
000 per year.

“Region” — the annual resources needed for project implementation reaches LTL
1.000 thousand and more.

Conclusons

According to the European Commission recommendations, the following classfication
has been proposed:
1) SMEs, with less than 250 employees and the turnover not exceeding ECU 40
million, an independent enterprise;
2) smdl enterprise (not more than 50 employees and the annud turnover not over
ECU 7 million, an independent enterprise);
3) micro enterprise (fewer than 10 employees).

In accordance with the Law on Smal and Medium-size Business Development of the
Republic of Lithuania, the following enterprises may be digtinguished:
1) micro enterprise (employees only the members of one family);
2) smdl enterprise (not more than 9 employees and the grossincome upto LTL 1
million);
3) medium enterprise (not more than 49 employees and the gross income LTL 5
million).

Comparing Lithuania with the EU, a medium enterprise in Lithuania is the medium
enterprise that as to the number of the employeesis equivaent to the EU smal enterprise.

The EU has srengthened the SMEs support policy, providing financia support in the
cregtion of new jobs, in supporting the implementation of new technologies, informing
and training entrepreneurs.

The Government of the Republic of Lithuania considers the development of SMEs to be
one of the mogt important tasks of economic policy: the legd environment, inditutiona
structures, etc. have been improved.

SMEs in Lithuania have been granted tax privileges, financia support of SMEs by
promotion funds, consulting services under easy terms are provided, business incubators
and technologica parks have been created, support has been granted for the creation of
new jobs, favourable conditions for training have been created.

In the short and medium-term in Lithuania it is foreseen to support business incubators,
consulting business centres, to establish the Regiona Risk Capita Fund, to create and
implement a SMEs micro-crediting mode in compliance with the experience of the EU
countries.



1. FINANCING SOURCESOF SMEs

[11.1. Financing and support for SMEsin European Union



The European Commission, upon summarisng the experience of the European Union
member dates, recommends the following forms of support to smdl and medium-sze
enterprises.

Information provison to SMEs, conaulting and training of the gaff;
Tax privileges,
Financia support.

Most popular is not financid support — provison of information, consulting and training of
the staff. In the EU countries there are over 400 organisations, providing free services to
SMEs.

Provison of servicesis subsdised by the State.

Mog popular forms of financid support are: subsidies and grants, subsidised loans and
credit guarantees. In the EU countries SMEs support is the dement of regiond policy.
SMEs are especidly supported in Denmark, Germany, Belgium, etc.

The European Commission has prepared and starts implementing the third programme for
SMEs development, Lithuania planning to participate in it.

[11.2. Enterprise funding sourcesin Lithuania

The following funding sources are usad in Lithuania for establishing an enterprise and
financing its activities:

persond funds of the busnessman;

persond funds of his business partners;

loans from friends and relatives,

bank loans.

Research of smdl and medium businesses has shown that the mgority of enterprises are
financed from persona funds of the owner and his business partners. Only about 10 percent
of enterprises use bank loans, because of big interest rates, and because the enterprises
have no assets to mortgage, or because the bank is unwilling to provide small credits.

Smdl and medium enterprises that have smdl enterprise status have the possbility of
obtaining preferentid credits for business development from the proceeds of internationa
loans provided to Lithuaniaas wel as from commercia banks.

In Lithuania, the activities of the enterprises are financed through commercial banks,
funds, credit unions, Labour exchange, Programmes of Gover nment of the Republic
of Lithuania.



Banks

Lithuania’s commer cial banks (except the Industry Bank providing services only to legd
persons) at the request of the client may perform the following bank operations and provide
the following services

To open accounts in nationa and foreign currency;
To accept depositsin nationa and foreign currency;;
To perform cash operations,
To buy, sdll and convert foreign currency;
To carry out international settlements through banks correspondents,
To intermediate in buying and sdling securities of the Government of the Republic of
Lithuania and shares of the enterprises;
To buy, sel and collect travellers cheques, persond cheques and hills;
To provide credits and services.
Credits according to the EU PHARE programme;
Credits for financing of import operations;
Short-term loans;
Medium- and long-term loans,
To issue one-time and long-term bank guarantees, bank recommendations, etc.

According to the vdid laws and other legd acts, banks may be engaged in investment
activities

To establish enterprises,
To be co-owners or shareholders of enterprises.

Restrictions of invesment activities of banks;

tota investments of the bank in the shares or capitd of other enterprises cannot
exceed 10 percent of the main capita of the bank;

bank cannot acquire and control the controlling block of shares of another company;
the above redtrictions of investment activities of the bank are not gpplicable to the
bank investments in the shares and capita of enterprises, which pursuant to the legd
acts of the Republic of Lithuania are attributed to enterprises involved in crediting
and financid activities (e.g., leasing, financid brokers enterprises);

the bank is prohibited to acquire shares of the enterprise, which controls the
controlling block of shares of that bank, or be a co-owner of that enterprise.

In Lithuania through commercia banks loans to enterprises are granted from own funds and
are digributed from foreign loans received.

Distribution and usage of foreign loans (preferential credits)
As of January 1999 foreign loans amounting to USD 2867.52 million (assets alocated to
entities and subsequently partidly repaid to the Lithuanian banks) were granted to entities



and for budgetary needs. Loans used — USD 2523.08 million. The state of foreign debts by

different financing trendsis shown in Table 2.

Table 2. Digribution of foreign loans by financing trends, 1 January 1999-04-28

Mill. USD

Distribution of | Distributed Used Repaid to | Repaid to | Debt of

foreign loans Lithuanian foreign entities
banks creditors

Total 2867.52 2523.08 105.08 799.07 1618.93

National 182,00 182.00 - 87.36 .64

currency

stabilisation

Agriculture 76.13 76.07 - - 76.07

Fuel and | 479.56 47192 79.35 21831 174.26

energy

Investment 1393.90 1059.07 2142 202.52 835.13

projects*

Small and | 51.49 51.49 4.31 - 47.18

medium

business

Budget deficit | 629.81 629.81 - 283.00 34181

cover

Municipalities | 54.63 52.72 - 2.88 49.84

budget

*USD 13.28 million being on deposit are ascribed to investment projects.

Foreign currency was calculated to USD using the official Litas and foreign currency rate as of 1
January 1999

Sources. Foreign Loans Extended to Lithuania 1990-1998. Statistics Lithuania, 1999.

Foreign loans for the development of small and medium business

AS of January 1, 1999, the Lithuanian commercia banks disposed USD 51.48 million of
foreign loans dlocated for the development of smdl and medium enterprises (SME). USD
26.99 million of which were received from the EU, USD 20.4 million — from the Swedish
AB Svensk Eksportkredit credit organisation and USD 4.11 million — from the International
Monetary Fund. USD 36.3 million were dlotted to finance investment projects of entities.
Due the bankruptcy of the three commercid banks a foreign loan of USD 22.02 miillion,
which was meant for them, is not included in that amount (Table 3).

Table 3. Digribution of foreign loans granted on behdf of the Republic of Lithuaniafor smdll
and medium business

Mill. USD
Foreign Distribut | Used Repaid | Repaid to | Debt of | Interest paid
loans ed to to foreign entities
source enterpris Lithuan | creditors
es ian
banks
Total 1924.46 | 1694.37 | 105.08 | 465.76 1123.53 | 88.46
Small and
medium
business
Total 51.49 5149 431 - 47.18 12.38
BJ 26.98 26.98 - - 26.98 371




IMF 411 411 2.64 - 147 108

SFK 2040 2040 167 - 18.73 7.59

Assets allocated to credit entities and subsequently repaid to Lithuanian banks.

Foreign currency was calculated to USD using the official Litas and foreign currency rate as of 1
January 1999

Sources. Foreign Loans Extended to Lithuania 1990-1998. Statistics Lithuania, 1999.

These banks were: the “Tauras’ bank, having received USD 20.86 million of foreign loans
from the European Union and Internationd Monetary Fund, the “Vakarg® bank and
“Lietuvos Akcinis Inovacinis bank”, both of which recelved USD 0.58 million of foreign
loans from European Union. The “Turto” bank is in charge of further adminigtretion of the
foreign loans received by those banks.

A sum of USD 32.46 million or 89.4 percent of al loans recaived was used by economic
entities. Repaid USD 17.04 million. Interest pad — USD 845 million. Debt of the
commercid banks to the foreign creditors — USD 47.16 million. For the usage of foreign
loans USD 12.19 miillion of interest were paid by the commercid banks to the Ministry of
Finance.

Mgor share of loans granted on behdf of the Republic of Lithuania was diverted for
business development: 17.1 percent — for textile production; 16.0 percent — for wholesale
and retall trade; 11.0 percent for production of food-stuffs and beverages; 9.3 percent for
congruction (Table 4).

Table 4. Digribution of foreign loans through the Lithuanian commercia banks
Mill. USD

Kind of | Granted Received and | Repaid to the | Debt Interest paid
economic used bank

activities

Total 36.30 32.46 17.04 15.42 8.45
Manufacture 374 357 1.68 1.89 1.09
of food

products and

beverages

Manufacture 8.63 5.56 342 214 177
of textile

Manufacture 146 145 102 043 042
of wood and

wood

products

Manufacture 150 150 150 - 0.47

of chemicas
and chemical

products

Construction 3.01 301 154 147 0.89
Retail trade 412 4.00 258 142 0.99
Hotels and | 3.08 2.86 057 229 0.39
restaurants

Water 148 148 0.09 1.39 0.32
transport

Business 158 158 0.67 0.91 034

consulting




Health and | 1.32 132 0.39 0.93 0.15
social work

Other 6.38 6.13 3.58 2.55 162

Sources. Foreign Loans Extended to Lithuania 1990-1998. Statistics Lithuania, 1999.

71.6 percent of the loans, i.e. USD 20.4 million received from the Swedish AB Svensk
Eksportkredit (G-24) credit organisation, were dlocated by the Government of the
Republic of Lithuania for the developing smdl and medium business. Control over these
loans was charged on 4 commercid banks. “Hermis’, “Medicinos’, “Diaulig’ and “Ukio”.
The loans were granted to the commercia banks with the interest rate of 9.24 percent. AS
of 1 January 1999, the commercid banks using the assets repaid dlotted USD 27.63 million
for financing investment projects of economic entities with an interest rate of 14.24 percent
annualy. 87.4 percent of the loans granted or USD 24.15 million were used by enterprises.
As of January 1999 the sum repaid equaled USD 13.74 million or 56.9 percent of the
dlotted loans. For the loans received enterprises paid USD 6.85 million as an interest to
commercid banks. The commercid banks repad USD 1.67 million of the loans to the
Minigtry of Finance and paid interest of USD 7.59 miillion.

Magor assets gained from the Swedish credit organisation were used by the commercid
banks for business development: 16.5 percent of the loans were directed for the production
of textiles, 17.6 percent — for wholesde and retail trade; 10.1 percent for production of
food-stuffs and beverages; 10.2 percent for construction; 6.2 percent — for production of
chemicds and chemica products [p.64].

30.8 percent of the loans gained from the European Union or USD 26.99 million were
directed by the Lithuanian Government to develop smdl and medium business. Control over
these loans was charged on 7 commercia banks: “Hermis’, “Viniaus’, “Vakarg’, “Ukio”,
“Tauras’, “Litimpeks’, “Ligtuvos Akcinis Inovacinis’. The loans were granted to the
commercid banks with aliberd interest rate for a seven-year period. The commercid banks
adlotted USD 6.35 million to finance investment projects of economic entities. The latter sum
did not include USD 21.02 million of the European Union loan meant for three Lithuanian
commercid banks “Tauras’, “Vakarg’, and “Lietuvos Akcinis Inovacinis’ since they went
bankrupt. Further control over the loans of those three banks was charged on the “Turto”
bank.

The loans were granted by the commercid banks with a different interest to enterprises:
from 10.07 percent up to 13.12 percent. Amount used by enterprises — 94.2 percent of the
loans granted, i.e. USD 5.98 million. By 1 January 1999, amount repaid to the banks—20.1
percent of loans or USD 1.2 million. Enterprises paid USD 0.96 million of interest to the
commercid banks for the loans received. The commercid banks paid USD 3.54 million of
interest to the Ministry of Finance.

The mgority of the loans gained from the European Union were diverted to develop these
businesses: 42.2 percent — for business of hotes and restaurants, 26.4 percent — for
manufacture of textiles.




1.2 percent of the loans gained from the International Monetary Fund, i.e. USD 4.11
million, were directed by the Government of the Republic of Lithuania for business
development. Control over these loans was charged on 4 commercid banks. “Hermio”,
“Turto”, “Diaulig’, and “Tauro”. The loans were given to the commercia banks for 5 years
with an interest rate of 10 percent. The commercid banks dlocated USD 2.33 million to
finance investment projects of entities (the latter sum does not include the loan of USD 1.0
million from the Internationd Monetary Fund directed to the “Tauras’ bank to finance
investment projects of small and medium enterprises, because bankruptcy proceedings were
ingtituted against the bank and further control over the loan has been charged on the “Turto”
bank).

The commercid banks granted loans to enterprises with an interest rate of 13 percent. As of
January 1999 the whole amount provided was used. Repaid to the banks — 90.1 percent of
the loans granted or USD 2.1 million. Enterprises paid USD 0.64 million of interest to the
commercia banks for the loans granted.

Magor loans gained from the International Monetary Fund were dlotted by the commercid
banks to develop this business: 31.4 percent — for production of foodstuffs; 28.9 percent for
wholesde and retail trade; 12.9 percent — for construction.

Lithuanian Development Bank, promotes establishment and modernisation of
companies. The bank does not give loans for red estate and securities operations.

Lithuanian Devedopment Bank gives medium and long-term loans for investments in the
edtablishment of new companies and modernisation and development of the existing ones.
Credits are given to private production, processing, repair and tourism companies registered
in Lithuania that have not more than 500 employees. State enterprises undergoing
privatisation to become SMIEs are d 0 digible for obtaining aloan from this bank.

The enterprise willing to receive aloan shal file an gpplication for aloan, a busness plan, the
financia accounts for the past three years, and conclusions of independent auditors.

The minimum sum of the credit given by the Lithuanian Development Bank for one project is
ECU 5000, maximal — ECU 250,000. The loans are given for a period of 1 to 5 years or
for alonger period. The interest rate is 15 percent.

Lithuanian Development Bank was founded in 1994 and since its foundation until 1997 has
given loans for more than ECU 12 million.

According to the last data (June 1998), the Lithuanian Development Bank has given loans
for ECU 20 million. In accordance with the programme for crediting of smal and medium
enterprises, the bank provided 40 loans to Lithuanian economic entities (5 of which were
granted to small-size enterprises). Loans have been used for investments, establishment of
new enterprises, and modernisation and expangon of the functioning enterprises.

Bank Vilniaus Bankas credits the import and export of goods.



Short-term loans (with 15-18 percent interest rates) are given for the purchase of raw
materials, materials and other commodities.

For obtaining aloan to cover export expenses of goods (up to 80 percent), a valid contract
for the sdes of goods with a foreign partner is necessary. The minimum sum of the credit is
USD 20 000.

Medium term loans are alocated from direct credit lines with foreign banks (for a period of
1to5years).

For obtaining a loan the enterprise must have been active for a least hdf a year, submit a
project defining how the loan will be used and have a liquid collaterd with a red market
vaue. Usudly, the required collaterd is red edtate.

AB Lietuvos Taupomass Bankas (Lithuanian Savings Bank) mostly provides short-
and medium-term loans,

Loansin Litas for the period up to 1 year are given to with a 14-percent annual interest rate,
in currency —with an 11.5-percent annua interest rete.

Annud interest rate for medium-term loansis 16 percent in Litas and 12 percent in currency.
Most frequently the loan amount does not exceed LTL 300 000 (USD 75 000).

For obtaining aloan a business plan and collaterd are needed.

European Bank for Reconstruction and Development credits the establishment and
funding of production entities.

Main requirements for obtaining aloan:

" Thecompany hasto be regigtered in Lithuanig;
Not less than 50 % of the equity must be private;
The minimum loan isUSD 132 620 ;

The repayment term of the loanis— 1- 4.5 years.

European Bank for Recongtruction and Development has dlocated USD 5 miillion for the
newly founded Bdtic Smdl Equity Fund. The capitd of the fund (USD 10.7 million) will be
directly invested in the equity capitd of smal enterprises in the three Bdtic States. The
invesments of the fund will be directed to companies with the annud turnover from USD
150 000 to USD 2 miillion with from 5 to 100 people employed. Small portfolios of such
companies will be purchased by investing in the companies from USD 25 000 to 400 000.

Loans from the World Bank are given for crediting medium- and long-term investment
projects (for aperiod of 1 to 8 years).

Main requirements for obtaining aloan:
goods or sarvices for not less than USD 1 million have to be purchased through an
internationa tender;
goods or sarvices for less than USD 1 million have to be purchased according to the
commercid practice acceptable for the World Bank.



Funds

Baltic-American Enterprise Fund gives credits directly to SMEs without intermediaries,
i.e. services of commercia banks are not needed.

The Fund ams a financing capitd investments of enterprises (purchase of equipment,
recongtruction and refurbishment of buildings, ec.).

Loans are given to enterprises that have been active for not less than 6 months. For
obtaining aloan the enterprise must file an application, specifying:

the amount of the loan;

the main activities of the enterprise and itslegd datus,
magor shareholders and their equity shares,

purpose of the loan

the collateral and its market value.

If the requested loan exceeds USD 100 000 a business plan has to be submitted.
The loans are given for a period from 5 to 7 years, and the interest rate does not exceed 15
percent.

Bdtic-American Business Fund was established in 1989. Until September 1998 it has
provided loans for more than USD 30 million.

From 1998 the Fund agpplies the risk capita investment strategy (see ch.lV.6).

Lithuanian Business Consultancy Fund provides assistance to medium enterprises by
offering consultancy support and covering up to 50 percent of the price of the services (not
more than USD 10 000).

The Fund supports various business consultations: market research, cregtion of strategic
performance plans and business plans, implementation of information technologies and
quality standards, etc.

Enterprises willing to obtain support from that Fund should have less than 500 employees,
should be active operators for not less than 2 years, enterprises of private property, involved
in production activities (except agriculture and building for lease or resde).

Baltic Investment Fund invess in medium and big enterprises in Lithuania, Latvia and
Egtonia, that implement new technologies, have a condgstent managing structure and good
possibilities for expanding their activities. Fund plansto be active for 10 years.

Baltic Small Equity Fund isthefird risk cgpitd inditution in Lithuania (see ch. 1V.6).

Main conditions for obtaining aloan from PHARE:



Loans are provided for crediting investment projects of private SMES. Loan proceeds
can be used for the purchase of fixed assets and increase of the working capitd related
to these assets.

Loans are not provided to SMEs which are engaged in agricultura activities, in pure
trade or in red estate activities.

The loan cannot exceed DEM 125 000 for one enterprise according to the second
PHARE programme or DEM 100 000 for the first PHARE programme.

Commercia banks are requested to provide smaller credits up to DEM 30 000 .

Each loan cannot exceed 75 percent of the total funded vaue of the project, the rest
(25%) have to be financed from the company’ s own resources.

The loans are provided for the period of 3-10 years depending on the implementation
period of the project. The interest rate is not more than 12 percent.

In 1993, following its firsg progranme PHARE dlocated a loan of ECU 3 million to
Lithuania. In 1995 a preferentid credit line (second progranme) for ECU 4 million was
opened for funding SMIES investment projects.

According to the data from the Bank of Lithuania, as of September 1, 1998, commercia
banks allocated 308 loans in accordance with first and second PHARE SME devel opment
programme for the funding of investment projects. According to the first programme, loans
have been given to 140 enterprises, to the second programme — 168 enterprises. Of these
102 enterprises have fully repaid loans, 85 enterprises returned more than 30 percent of
loans granted.. The average loan is about DEM 65 000. The money received back is used
for financing new projects.

Regional funds

For SMEs financing, creation of new jobs, municipdity regiond funds have been used in
Lithuania In 1998, 26 municipdities (there are 56 municipdities in Lithuania) were in
possession of funds, the totd amount of which condtituted LTL 2.17 million. In separate
municipalities the amount of funds comprised LTL 10 000 — 300 000.

In 1999, 27 municipdities in their SVIEs support funds have accumulated LTL 1.1 million.

Credit unions

According to the Law on Credit Unions (February 21,1995), mutua short- and medium-
term loans have been foreseen for credit union members for SMEs devel opment.

As of September 1, 1998, 28 credit unions, having 2 755 members and over LTL 6 million
of assets, operated in Lithuania.

Loans from the labour exchange

Lithuanian Labour Exchange provides initid organisationd and financid support to the
unemployed, which start their own business. The loan for businessis dlocated if for the last
three years the gpplicant has worked not less than 24 months according to an employment
contract and had the obligatory state socid security (SODRA) insurance. The unemployed



can choose different forms for running their busness. to establish persond (individud)
companies, generd partnerships, private companies or obtain alicense.

The loan iswithout interest and is given for a period of not more than 3 years.

According to data provided by the Lithuanian Labour Exchange, the amount of the loan is
LTL 3 500. During the period of 1991-1999, 4573 loans were given for sarting private
business.

Programme of the Government of Lithuania

For financing of SMEs development programmes the Government of the Republic of
Lithuania uses the funds from the budget and privatisstion funds. In addition, municipdity
funds are used (see Regiond funds).

In the spring of 1998, the Government of the Republic of Lithuania decided to establish
under the Minigtry of Economy, a SME Promotion Fund and Commission, which would
adminigter funds alocated for the promotion of SMEs.

Funds can be used for the establishment of business incubators, business centres and
technological parks, for partia financing of their foundation and operation expenses,
qudification improvement services under favourable terms according to busness
development programmes, partid financing of SMESs innovation projects, partia coverage of
interest on the loans obtained for implementation of business projects to the disabled
involved in commercid activities and smal and medium business entities darting ther
business (up to 3 years).

In 1998, the approved estimate of the SMIE promotion fund congtituted LTL 19 million. Itis
foressento use LTL 11.4 million in the first half of 1999.

The SMEs Loan Insurance Company will make it possble to obtain loans for the
businessmen who have no property to mortgage.

The Government of the Republic of Lithuania through export and import insurance provides
support to SMEs.

Alongdde the previoudy effected export credit insurance and political risk insurance,
commodity loan insurance and insurance of loans obtained by SMESs for the implementation
of investment projects have been carried out. The capitd of the export and import insurance
company conditutes LTL 28 million (LTL 8 million received from the SMES promotion
fund).

Partid financing has been given to six business incubators from the SMEE promotion fund. In

the first business incubator, established a the Kaunas Universty of Technology on March
25, 1999, 22 business enterprises have been adready operating.

Conclusions



The forms of support for SMIESs recommended by the EU are the information, consulting
and training provided to SMES; tax privileges and financia support.

In Lithuania SMEs are financed through commercia banks, funds, credit unions, the
Labour Exchange, programmes of the Government of the Republic of Lithuania

In Lithuania foreign loans under easy terms are distributed through commercia banks.

Within 1990-1998, credits amounting to USD 2867.52 million were received, of which
88 percent have been used.

For crediting of SMIEs USD 51.48 million were received from the EU, Swedish JSC
Swensk Exportkredit, and International Monetary Fund.

Mgor share of loans granted on behaf of the Republic of Lithuania was diverted for
business development: 17 percent for textile production, 16 percent for wholesale and
retail trade, 11 percent for food production, 9 percent for construction.

SMEs have been credited by Lithuanian and internationd banks as well: Lithuanian
Development Bank, AB Vilniaus Bankas, AB Lithuanian Savings Bank, European Bank
for Recongtruction and Development, World Bank.

Lithuanian Development Bank provides medium and long-term loans for investment for
the establishment of new companies and the development of the existing ones.

AB Vilniaus Bankas credits the import and export of goods.

The European Bank for Recongtruction and Development credits the establishment and
funding of production entities.

The World Bank credits medium and long-term investment projects.
SMEs are credited by funds established in Lithuania: the Bdtic-American Enterprise
Fund, Lithuanian Business Conaultancy Fund, Bdtic Invesment Fund, PHARE, and

Lithuanian regiond funds.

They grant credits for investment, provide assstance to SMEs by offering consultancy
support, invest in SMES, credit investment projects, finance the cregation of new jobs.

Credit unions provide mutud short and long-term loans for the development of SMEs.

The Labour Exchange finances the business start-up.



Programme of the Government of Lithuania for supporting of SMES encourages the
edtablishment of business incubators by their partia financing, provides support to SMES
through export and import insurance, €tc.

IV.VENTURE CAPITAL IN EUROPE

Private Equity provides equity capita to enterprises not quoted on a sock market. Private
equity can be used to develop new products and technologies, to expand working capitd, to
make acquidtions, or to srengthen a company’s baance sheet. It can aso resolve
ownership and management issues — a succession in family-owned companies, or the buy-
out or buy-in of abusiness by experienced managers may be achieved usng private equity.



Venture cagpitd is a means of financing of company whereby the venture capitdist acquires
an agreed proportion of the share capitd (equity) of the company in return for providing the
requigite funding.

Venture capital is, drictly spesking, a subset of private equity and refers to equity
investments made for the launch, early development, or expansion of a business.

The various sages of investment can be defined as follows, Seedcorn, Start-up,
Expansion Financing, Management Buy-out (MBO), Management Buy-in (MBI),
Secondary Purchase.

The venture capital in Europe

The total volume of venture capita concentrated in Western European investment funds and
investment companies now exceeds ECU 50 hillion, and is growing by an annud 10
percent. 40 percent of this is represented by Greet Britain, 20 percent by France and 10
percent by Germany. Capital so0 far invested in Italy, Holland, Sweden, Spain and Belgium
now exceeds ECU 1 hillion.

Funds operating in Eastern and Centrd Europe have grown encouragingly both in number
and in terms of capitd volume since 1990. They are not yet ripe for inclusion with other
European datidtics, it is for precisdy this reason that the European Venture Capitd
Association (EVCA) with PHARE-EU support, has started a 7-nation-wide programme,
ads amed a andysng the economic environment, loca fiscd conditions, and problems
which may be occasioned by these. Totd capitd available in Polish funds is now on a level
with Switzerland; Hungary ison alevel with Portuga and Norway.

Two thirds of dl venture capitd in Europe comes from ingtitutiond investors: banks, pension
funds and insurance companies, in that order. The percentage made up by the contributions
of governments and private entities comes to an annuad average of around 3 percent each.
Governments typically enter the arena in order to achieve high profile development-related
targets (eg.: the introduction of new production methods, or providing support for new
inventions) or to sponsor smal and medium-sized businesses investing in underdevel oped
sectors.

According the survey of 500 companies operating with venture capitd funding in 12
European countries, made by Coopers & Lybrand (The Impact of Venture Capitd in
Europe, 1996), the "typicd company” profileisasfollows: it isayoung business set up in the
90s, medium-sized and with an annua turnover of ECU 35 million. It was able to increase
its annual income by 35 percent a year between 1991 and 1995, and created 15 percent
more jobs each year. It a'so upped itsinterna investments by 25 percent ayear, and put 8.6
percent of profits into R&D, while annua exports rose by 30 percent - dl these factors
make it an internationdly highly competitive concern.

Venture capitd investors acquired an average of 46 percent of the company shares, having a
mgority in 39 percent of companies. In 42 percent of cases, the volume of cepitd invested
was below ECU 1 million, and below ECU M in 71 percent of cases.



81 percent of the companies managers were of the opinion that development would have
been much dower without venture capitd. They cited three very posgtive factors in
connection with working together with venture capitdigts the financid advice they gave; the
help in devdoping company drategy and drawing up busness plans, and ther active
participation in decison-making & management leve.

In the mid-90s, the favourite invests of United States venture capitalists were companies
with a hedth-care/pharmaceutical or information technology angle. European venture
capitdigs have been more consarvative: over 40% have favoured companies producing
consumer goods and indugtrid finished products, and a quarter of the funds have found thelr
way into the high-tech sector.

On average venture capitdigts are acquiring stakes in 5 000 new companies annualy. They
are sdling shares of aout the same number. Cdculated Smply on the basis of company
sze, over 80 percent are small or medium-sized businesses (i.e., employing fewer than 200),
but taken on the bads of the amount of capitd invested, the proportion is more like 50-60
percent.

The mgority of investments lead to MBOs or are turned into development capitd. Onein
five companies belongs to the sart-up category, though here again, the proportion on the
bass of invested capitd is lower (about 5-6 percent), as some companies receive smaler
investments.

IV.1. European Private Equity and Venture Capital Association (EVCA)

The European venture capita industry can trace its roots back 50 years but growth started
in earnest in the 1980s. It now provides the European private corporate sector with
permanent access to professional sources of growth capital.
In the past 12 years, capital of EUR 80 hillion has been raised from banks, pension funds,
insurance companies and other long-term sources of capitd.

The mission of European Private Equity and Venture Capitd Associdion is to promote
globdly and to facilitate European venture capitd and private equity. EVCA’s many roles
include providing information services for members, creating networking opportunities,
acting as a lobbying and campaigning organisation and working to promote the asset class
both within Europe and throughout the world. EVCA’s members are the leading playersin
the industry who actively participate in the association’s board of directors, committees,
advisory groups and task forces.

EVCA was formed in 1983 a the joint initiative of the industry and the European
Commisson and is acknowledged as the leading representative of the pan-European
industry. EVCA'’s membership has grown from 43 founding members in 1983 to over 410
today and comprises members from more than 30 countries.



Through promoting the European venture capitd and private equity sector to ingitutiona
investors, advancing the interests of members within European inditutions and working
towards effective and accessible exit opportunities, EVCA ams to creste an environment in
which venture capita can thrive.

The EVCA ams to act as a catdys for the development of capita markets for
entrepreneurld managed European companies, and specificdly to:
promote opportunities in the capitd markets for entrepreneurial companies and
encourage the active involvement of inditutiond investors, investment banks,
securities deders, investment funds, regulators, policy-makers and others;
facilitate the development of contacts among, and exchange of information between,
these market participants;
assess the need for, and viability of, a permanent association;
develop a framework for exploiting the opportunities offered by capital markets for
entrepreneuriad companies,
help specify priority actions for both policy-makers and market participants.
Its activities are intended to lead to:

the introduction of more efficient market structures;

the adoption of gppropriate regulations and directives,

achannelling of investment into entrepreneuriad companies,

a grengthening of the role of market participants and service providers,
an increase in the quality and quantity of securitiesissued.

One of the roles played by the EVCA is to manage the activities of the European Seed
Capitd Fund network.

EVCA's many activities cover the whole range of private equity, from early-stage seed
capital to development capital, and buy-outs and buy-ins to the flotation of venture-backed
companies.

More than hdf of dl investments are to provide expansion finance,

Venture-backed MBOs and MBIs are contributing sgnificantly to Europe's corporate
restructuring effort and helping to create new entrepreneuria businesses.

The amount of capital committed to early-sage (seed and Sart-up) deds increased by
more than 60 percent in 1997.

Technology investments account for nearly 25 percent of the totd amount invested and the
amount invested in the technology sectors increased by 71 percent in 1997.

European private equity offers excellent investment opportunities due to:
Corporate restructuring taking place on the Continent;
Ownership and management SuCcession iSSUEs,



Privatisation of state-owned companies,

Improved liquidity through an increased number of exit routes and the
development of high growth stock markets;

EMU and the creation of a single European market.

Venture capitdists not only provide finance but dso invauable expertise in the form of:
- Hnancid advice;
Corporate strategy/direction;
A sounding board for idess,
Chalenging the status quo;
Contacts and market information;
Management recruitment;
Marketing Strategy.

IV.2. Danish Venture Finance (DVF)

DVF - a growth-oriented venture company is a venture with an evergreen investment
cgpacity of EUR 70 million. DVF is owned by more than 100 Danish financid, indtitutiond
and indudtrid investors.

DVF is an EU-sponsored Eurotech Capitd Venture Company, belonging to a network of
15 European venture companies, which cooperate on transnationd high-technology
invesments. In addition, DVF isamember of the EVCA.

DVF specidisesin investment in young Danish growth companies and development projects
with technologica objectives and an internationa commercia perspective. Investments are
primarily made in the form of share capitd and within the following three core aress.

Life Sciences

Electronics and Information Technology

Advanced Materias and Processes

In Electronics and Information technology in 1990-1998 DVF has invested EUR 27 282
000, DVF share in different enterprises of the electronics constitutes 5-100 percent.

In Advanced materials and Processes in 1990-1998 DVF has invested EUR 3 513 000.
DVF sharein different enterprises of Advanced Materials and Processes congtitutes 34-100
percent.

DVF business drategy:

The shareholder value of DVF s sharesisto increase gradually over the years,

The added vaue is to come from investment in: young companies with large growth
potentia, new technologies with a large business potentid, revolutionary new
business concepts.



Before making an investment decision the following dements are by DV F assessed:

Market potentid;

The quality of the technology or the business concept;

The qudification of the management team,

The capability of management to secure the investor liquidity within a reasonable
period of time;

Competitors.

DVF invests primarily in companies that have a high level of technologicd ambition and an
internationa perspective in their corporate development. The total capitad requirement may
well be subgtantid (rarely under EUR 1-4 million) and can amount to EUR 10 - 20 million
or more. However, the firg time investment is typicaly EUR 0.7 million - EUR 3 million with
2-3investors.

DVF prefers to assg in the putting together of a group of investors (often caled an
investment syndicate) who join together to undertake the task. Such investment syndicates
often include both Danish and foreign investors.

Even though DVF in future normally will prefer to invest together with others, DVF may be
the sole investors in the very early phases of a project. In that connection, DVF's gart-up
investment can be around EURO 50 000, used to prepare the project for the subsequent
investment rounds.

I'V.3. British Venture Capital Association (BVCA)

The BVCA represents every mgor UK source of venture capita, which invests principaly
in the UK, accounting for around 90 percent of venture capita investment. It is dedicated to
promoting the venture capita industry in the UK for the benefit of entrepreneurs, investors,
venture capital practitioners and the economy as awhole,

The BVCA was founded in 1983. It operates through an dected Council and has afull-time
Secretariat. It has 123 full members, 118 associate members, and 3 honorary members.

The full members companies are active in making equity investments, primarily in unquoted
companies. Thee firms are funded by inditutions (such as penson funds, insurance
companies and banks), their parents (such as banks), or both.

The associate members include financid organisations with funds available for investment but
for whom this activity is not their principa business, acquisition finance and mezzanine firms;
gatekeepers who manage funds of venture cgpitd funds and/or provide advice on
internationa venture capitd fund investment; and professona advisers who have experience
in dedling with both venture capitd firms and those seeking to raise venture capitd.



The UK indudtry is the largest and most developed in Europe accounting for nearly 50
percent of total annua European venture capitd investment, and is second to the USA in
world importance.

Since 1983 the UK venture capitd industry has invested over £23 billion (nearly £19 billion
in the UK) in more than 16 500 companies.

Most — 49 percent of venture capital financing are for expansion - specificdly to help
existing businesses to grow and compete,

Research proves venture backed management buy-ins and buy-outs add sgnificant vadue
to the UK economy.

Over the four years to 1998, venture backed companies increased their staff levels at arate
over three times that of FTSE 100 companies and dmost 60 percent faster than companies
in the FTSE Mid-250.

The number of people employed in venture backed companies increased by 24 percent
p.a, againg a national growth rate of 1.3 percent p.a. Over two million people in the UK
are edimated to be employed by companies backed by investment from British venture

capitdl.
According the survey, dl the companies fdt that the venture capitd firms had made a mgjor

contribution beside the provison of money and 56 percent rated the venture capital firms as
superior in terms of effectiveness and commitment to their commercid banks.

Other mgor contributions cited by venture backed companies included venture capita firms
being used as a sounding board for idess, chdlenging the status quo, for ther financid
advice, guidance on dtrategic matters and their contacts and market information.

Raisng any type of capital needs research and drategic targeting. Before approaching any
source of venture capital you will need to have:
agood busness plan with an executive summary;
assessed that venture capitd is suitable for your business,
know how much venture capital you require and what it will be used for;
sdected for gpproach only those venture capitd sources that meet your
requirements.

IV.4. Germany Venture Capital Association (BVK)

BVK was established in 1998, merged with Deutsche Capital Verband (DVCA). BVK has
123 full and 30 associated members. It unites German and operating in Germany companies
with foreign capital. The Association is a non-profit organisation.



In Germany SMEs venture capitd is used for the Start-up of enterprises, business
development and the company’ s entry in the securities exchange.

At the end of 1997 BVK assets congtituted DM 4274.77 million, of which 58 percent was
meade by crediting ingtitutions.

According to branch investment structure BVK in 1997 has invested 16 percent in machine
building, 9 percent in the wood and paper industry, 7 percent in information technologies, 7
percent in telecommunications, etc.

In Germany such dructure existed as by financing sages. expansion financing — 55
percent, MBO/M BI — 18 percent, bridge financing — 10 percent, start-up — 9 percent,
seed — 4 percent.

Venture capital exit from business is mogt often applicable to trade and sale —52 percent,
buy back — 33 percent., secondary purchase — 7 percent., going public — 4 percent.

IV.5. Hungarian Venture Capital Association

Venture capita invested in Hungary arrived in two distinct waves. The firs wave came with
the change of politicd regime, and was characterised by the buoyancy of foreign
expectaions generated by the economic changes bound up with this. The first venture
capitd private equity fund in Hungary was established in 1989. The Hungarian Venture
Capital Association was funded in 1991, thefirst in Central Europe.

The second wave began around 1995 and is gill continuing to make its effects fdt. Its main
characteridtic is the fact that it is no longer purely countrywide funds that are being set up,
but more Central and Eastern European regiona funds. The East European Food Fund is
one such; likewise the ScanEast Fund, DBG Eastern Europe, part of CSFB's Centra
European Growth Fund, plus the Eastern European fund set up by Advent Internationd, and
supplemented by smadler, less capita-rich country funds. The gppearance of these new
funds is a Sgn that now, 5-6 years after the switch to a market economy, internationa
financid confidence in the younger European democracies is growing. This has been
strengthened by the upswing in economic growth and the fal in rates of inflation.

Approximately USD 800 million have been invested in Hungary until 1998, in some 400-
450 companies.

By the end of 1998 approximately USD 1.5 hillion venture capital funds were expected in
Hungary.

The number of active venture capita investorsin 1995 exceeds 25.
The main investors are as follows. 55-60 percent are US ingtitutiona or private investors,
10-15 percent are European ingtitutional investors or banks (primarily the EBRD and ABN-



AMRO); the remainder is made up of Hungarian Government, bank (MFB, MKB, K&H,
Postabank) and private investors.

The exiting channe of venture capita are foreseen:
thetrade sale
the shareholder buy-out.

The Hungarian fiscal environment does not make provision for venture capitd. The mgority
of investment funds are registered in Western Europe, the USA or in atax-free zone.

From 1996, new legidation regarding venture capita began to be worked out, conforming
to EU norms.

IV.6. Venture capital in Lithuania

Lithuanid's experience in using venture cgpita for enterprise financing has been insgnificant
S0 far. It has been just foreseen to establish the Lithuanian Small and Medium Business Risk
Capitd Fund. Foreign venture capitd funds — Bdtic Smal Equity Fund, Batic-American
Enterprise Fund have been established, the Internationa Financid Corporation is planning to
edablish asmilar fund.

The firg risk cgpitd indtitution in Lithuania that invested in SMIE equity capital was Baltic
Small Equity Fund.

The Fund is established in 1998.The shareholders of this fund are EBRD (USD 5 miillion),
Bdtic American Enterprise Fund (USD 1 million), Bdtic Smdl Equity Fund (USD 4.6
million) and Smal Enterprise Assstance Fund — a non-profit organisation.

The Fund is supported by the Batic States Investment Programme, which is financed by
North European countries that have alocated ECU 1.2 million for the Fund.

Bdtic Smdl Equity Fund operates in the Bdtic countries. The Fund invests in smdl and
medium-sze enterprises by acquiring their shares.

The Fund makes investments according to the following rules:

Investments in one enterprises should not exceed USD 400 000 (in locd
currency);

Th Fund acquires 25-49 percent of the company’s equity (the portfolio should
belong to the citizens of the Bdtic states);

Fund management drategy is amed a supporting the existing management of
the enterprise;

After having paticipated in the company’s activities for 5-7 years, the Fund
plansto sdl shares,

While sdling shares of the company the right of priority is given to shareholders
of the company.



The Fund does not make investments in certain activities, alcoholic beverages, production of
ams, organisation of gambling and enterprises providing financid services.

BalticcAmerican Enterprise Fund in 1998 has approved its new strategy of operation —
the use of venture capitd for investments in private equity.

The Fund shows interest for enterprises with broad prospects in their growth. However,
investment projects of start-up enterprises are dso under consideration.

The requirements for enterprises set by the Fund:
- Clearly specified niche of operation on domestic and foreign markets;
Highly professond managers of the company;
Accounting, stock and financid control systems in conformity with the Fund
requirements.

The Fund makes investments in enterprises following such rules:

The sze of investment may be USD 0.3-2.0 million;

Investments are made in the medium-term period (3-5 years);

Investmentsin private enterprises, registered in the Republic of Lithuania;
Investmentsin 10-50 percent of property;

Investments in ordinary shares, preference shares, and other financid measures,
foreseen by the laws,

Investments are mostly made in hard currency — USD;

Together with an investment term loans are possible.

BdticcAmerican Fund is the long-term financid partner of the enterprise, with its
representative in the Supervison Council. The fund not less than once per quarter attends
the enterprise. The enterprise every quarter presents the financia support to the fund and
informs on the economic and financid decisions adopted.

The fund shdl sl itsinvestments after 3-5 years pursuant to the following rules
Sdling of sharesin the future according to the price foreseen beforehand,
Sdling of shares to another investor;
Primary public sdling of shares.

Currently, according to that programme, the Bdtic-American Fund starts negotiations with
severd enterprises concerning investing in their share capitd.

International Finance Corporation (World Bank Group) is dso planning to use risk
cgpitd in Lithuanid s SME's.

Lithuanian Small and Medium Busness Risk Capital Fund is foreseen to be
established in 1999.



According to the concept for the Fund's performance, it is foreseen:

To support SMEs establishment and activities,

To support SMEs, implementing innovations and increased venture measures,
To support business, innovations centres, associated business structures,
implementing or assging in implementing innovation implementation projects in
small and medium-szed enterprises;

To provide consultations, to organise training of entrepreneurs in the spheres of
enterprise management and accounting.

The financid support of the Fund is extended to enterprises, starting up and developing
successfully business, cregting new jobs. The Fund participates in the share capitd of SMEs
gpplies the form of grants.

The clients of the Fund are enterprises that have been registered or are under regigtration in
Lithuania that are implementing innovation projects and permanent resdents of Lithuania,
edablishing new SMEs.

The Fund is state-owned (not less than 51 percent of shares belonging to the State or
municipdities) and makes investments in enterprises for the medium-term period (3-5 years)
in kegping with the fallowing rules:

The term for the participation in the enterprise's capitd is specified in the
agreement between the Fund and the enterprise;

The Fund does not make invesments in the Speculative capitd and the
compromised enterprises,

The resources of the Fund cannot exceed 49 percent of the initial authorised
capita of the enterprise;

Return on investment (ROI), foreseen in the innovation project, is differentiated
according to regions,

The newly established ones with the invesment of the Fund made in money —
not less than 20 percent of the generd investment volume;

The Fund may sdll its shares or transfer 25 percent of the sharesin the form of a
grant to an enterprise.

Services provided by the Fund are differentiated according to the regiond unemployment
leve. In Lithuania three regiond levels of unemployment have been established with different
investment being gpplied:

Region A B C

Unemployment b>12 % 12%3 b3 8% b<8%

Investment level till up 49% till up 49% till up 49%
Investment amount | till up LTL 500000 | till up LTL 400000 | till up LTL 300 000
ROI 3 7% 3 8% 3 9%

Investment term till up 5 year till up 4 year till up 3 year




| Grant | 25% | 20% | 15%

The Fund as a shareholder has property and non-property rights foreseen by the laws. The
Fund participates in the management of the enterprise or transfers its right in the procedure
prescribed by the Joint Stock Company Law.

The operation of the Fund is controlled by the Business Development Fund and the manager
of the SME development programme dlocations — the Minigtry of Economy and State
Control.

Conclusions

Venture cgpital in Europe is mogdtly invested in MBOs or are turned into development
capital, onein five companies belongs to the start-up category.

European Private Equity and Venture Capital Association (capitd of EUR 80 hillion)
promotes globaly and facilitates European venture capital and private equity. More than
hdf of dl investmentsisamed a providing expangon finance.

Danish Venture Finance (the venture with an evergreen investment capacity of EUR 70
million), make seed investments and in exiging companies with large development
potentid.

British Venture Capital association (since 1983 invested over £ 23 hillion, most - 49
percent of venture capital — has been invested in the financing of expangion.

German Venture Capital Association (assets at the end of 1997 — DM 4274.77 million)
invests into expanson financing — 55 percent, MBO/MBI — 118 percent, bridge
financing — 10 percent, start-up — 9 percent, seed — 4 percent.

Hungarian Venture Capital Association (assets by the end of 1998 approximately USD
1.5 billion) invests in enterprises with high growth potentid.

The Lithuanian Small and Medium Business Risk Capital Fund has been just foreseen to
be established. The bylaws of its activities have been dready prepared.

In Lithuania of actively functioning risk capitd funds is just the Batic Smadl Equity Fund
(capital over USD 10 miillion). The Fund makes investments in expansion financing.

The Baltic American Enterprise Fund foresees the financing of enterprisesin the stages of
start-up and expansion.



CONCLUSIONS AND SUGGESTIONS

The fallowing conclusions could be drawn from the analysis carried out according to the
project:

SMEs both in Europe and Lithuania play an enormous role: in the EU 99.8 percent of al
companies are SMESs with 66 percent of tota employment and 65 percent of business
turnover; in Lithuania 90 percent of dl companies are SMEs with 70 percent of tota
employment.



The EU and Lithuania strengthen the policy for SMEs support, providing financid
support in creating new jobs, supporting the implementation of new technologies,
informing and training entrepreneurs.

In Lithuania SMEs are supported through commercid banks (especidly by granting
favourable credits from foreign loans with the governmenta guarantee), funds credit
unions, and PHARE.

In Lithuania banks provide credits to enterprises that are in expanson, MBO/MBI
stages.

Venture capitd in Lithuaniais just a the embryonic stage.

In Lithuania the Smdl and Medium-9ze Busness Risk Fund is forescen to be
established.

SMEs gart-up has been financed by the Labour Exchange only.

Only the Bdtic Smdl Equity Fund has been functioning in actud fact, usng risk capitd for
enterprises in the expansion stage.

Upon generdising research conducted in the project and conclusions made, it is possible to
date that insgnificant achievements have reached in Lithuania as compared to the
experience of the European Union and Central European countriesin using venture
capital for SMEs financing and informing market players about the possbilities
afforded by therisk funds.

Striving to activate the establishment of the risk capital funds and the effect of their use for
the growth of economy it should be necessary to:

Provide important information and research results for market players about the
possihilities for the use of risk capita in the form of printed matter and Internet.

After the one-year long functioning analyse the operation of the risk capital funds in
Lithuania, gtriving to identify the performance progress.
With no progress achieved identify the causes of passve activities and evauae the
prospectsof risk capital in Lithuania.

REFERENCES

A Directory of EVCA Members. Directory 1998.
A Guideto Venture Capitd. Brtish Venture Capital Association, 1992.

R. Brazauskiengé, S. Brazauskas. Legd Conditions for Developing Smdl and Medium-sized
Businessin Lithuania, V., Eugrimas,1999.



British Venture Capitd Association. Report on Investment Activity 1997.
British Venture Capita Association. Directory 1998/9.

Commisson Recommendation of 3 April 1996 Concerning the Definition of Smdl and
medium-sized Enterprises (SMEs), OJ L107 of 30.4 1996.

Garner, Danid R. The Erngt & Y oung guide to raising capitd. John Wiley & Sons, 1991.
Web stes. http://www.evca.com; http:/Amww.svv.It; hitp://europe.eu.in

Foreign loans extended to Lithuania 1990-1998. Statitics Lithuania, 1999.

Lithuania's Progress in Preperation for membership of European Union, July 1997-July
1998, European Committee under the Government of the Republic of Lithuania.

Lithuanias EU Accesson Programme (Nationa Programme for the Adoption of the
Acquis), 1999.

NIS Directory of Private Equity and Venture capita Companies.1998.

Smal and Medium-szed Enterprises. A dynamic Source of Employment, Growth and
Competetiveness in the European Union. Report presented by the European Commision for
the Madrid European Counsl.

Statistical Y earbook of Lithuania, 1998.

Verdininka apie verd?, 1997 Statiginistyrimas, V., Metodinis leidybinis centras, 1988.



