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ABSTRACT

Small and Medium sized enterprises (SMES) are #uilione of all economies and are a key
source of economic growth and dynamism.

Rwandese SMEs have little access to finance, whicis hampers their emergence and
potential growth. In fact, most SMEs in Rwanda daiten meet condition set by financial

institutions, which sees SMEs as a risk becauggoof guarantees and lack of information

about their ability to repay loans.

Venture capital funds were identified as one pdssitay of addressing SMEs shortage of
capital. The purpose of this research was themadyae the ability of venture capital funds to

improve SMES access to finance and growth perspectwith a more than finance solution.

We made a qualitative and quantitative evaluatiasebl on interviews among Grofin-backed
businesses in Rwanda. Discussions were also héfldseme key players supporting certain

initiatives, both public and private, aiming at SMacilitating access to finance in Rwanda.

The general conclusion is that Grofin do have atrttial positive impact upon the access to
finance and development of supported firms. Baotbjective statements from venture-backed
businesses and objective data of their performeamger clear positive effect.

95% of investee companies responding to the susaay that they would either have not

existed, be closed down or would have developedsiiwer pace.

Evidence is found that both funding and managedssistance explain the superior
performance of Grofin backed companie€89% of respondents declared the financier
involvement in their business is a lot or very muéb% of the respondents declared an

increase in their sales during the period undemiing.

Following the evidence found of the positive impattenture capital funds on SMEs access
to finance, a suggestion is made to policy makergrbvide incentives to stimulate that
activity. The government should also continue teest in infrastructures to improve the
business environment while Entrepreneurs must de rimoimprove the investment readiness

of their businesses.
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CHAPTER I: GENERAL INTRODUCTION

1.1. BACKGROUND OF THE STUDY

In Rwanda, the Vision 2020 is designed as a Nalti®wicy Framework that overrides all other
government policies. It is argued on the foundat@nan entrepreneurial, healthy, skilled and

innovative population.

This is the vision that captures the aspirationthefentire Nation - a Nation that believes:
v"In the Private Sector-led development;
v' That Government plays the role of a facilitator by:
»Putting the regulatory framework in place.
»Building the infrastructure necessary for businedseperate and prosper

»Enticing the people with an entrepreneurial mindgebugh educational

programs and inspiration from the leadership.

The Economic developmerdf a country goes through development of its Maediand Small
Enterprises (SMESs). In most developing countries, particularly in Africa, most businesses fall in
the category of SMEs. According to a business ensalized by the PSF Rwanda, SME’s employ
more than 90 % of the active Rwandan populdtioBut despite their large number, they still
constitute a very narrow tax revenue basegom a FIAS study in Rwanda only 0.3% of tax payers
contribute 48% of the Tax ReveduSMES are considered as key pillar in the Rwandaiowi
2020 and are expected to transform the country francurrent $250 GDP per capita to $900

by 2020.

Substantial efforts have been made in introducei@rms and creating a new business
environment with lower cost of doing business dmetdéfore greater competitiveness ability
for businesses. The doing Business report of thed\RBank ranked Rwanda as the world’s
top reformer in creating a business friendly envinent in September 2009Nevertheless,
there is still much that can be done to furtheuoedthe costs of doing business in Rwanda.

! PSF (2008), Business and investment climate surveyRR@#Rda, kigali, page 7.
2 FIAS (2006), Rwanda informal sector survey, FIAS, Vitagion DC, page 12.
% IFC (2010), Doing business 2010, World Bank publications, HerMdqriUSA, page 2.



1.2. PROBLEM STATEMENT

Despite the SME sector’s significant role to play the economic development of the
country, it continues to experience diverse prolslemhich slower its growth and
development. The sector needs more support to overcproblems and to be able to

contribute more towards economic growth and devetg.

The ability of SMES to grow depends highly on thgatential to invest in their productions
means. All these investments need capital and ftirerehe possibility to access finance.
Against this background the consistently repeatadpmaint of SME’s about their problems
regarding access to finance is a relevant constitzé endanger the Economic growth of the

country.

SMEs are considered as high risk borrowers duengafiicient assets, low capitalization,
vulnerability to market fluctuations and high mditta rates. They also present high
Information asymmetry arising from lack of accoungtirecords, inadequate financial
statements or business plan; which makes the tds&ull for creditors and investors to

assess the credit worthiness of potential SME malso

As a consequence of the above, commercial banksganerally biased towards large
corporate borrowers, who provide better busineasglhave credit ratings, more reliable

financial information, better chances of succeskkagher profitability.

On the other hand, Non bank financial intermedgsech as Micro-finance institutions,
which could be of help to finance SMEs, can onlgmrt the smallest ones due to limited

resources. They are however not able to contintiedace their growth.

Between these large and small firms, lies an ingmdrnumber of SMESs, in a so called

“missing middle” which cannot access to appropriatance for growth.

Other factors such as the fragility of the SMEs ttutheir lack of managerial capabilities and
skills are also to be addressed in order to devslgpainable businesses and improve their
access to finance. In fact, most of the discusaimout SMEs revolves around money, and
this leads people to assume that money is alldteheeded. It is not always the case. To be
successful SME need several other key attributgsther with money for a successful

outcome.



Venture capital has been identified as an imporfannh of capital for SMEs which experience
problems in accessing financ&/enture capital fund risk appetite, products affgs and
financing mechanisms have shown the potentialitymjorove SMEs access to finance while

increasing their chances of success following #séséance provided.

Following the major role to be played Rwandan SMEthe development of the country and
the achievement of the vision 2020; we are goingralyze the ability of venture capitalists

to improve SMEs access to finance and growth pispe

1.3. OBJECTIVES OF THE STUDY

1.3.1. GENERAL OBJECTIVE

The major objective of this study is to highlighttrole of venture capitalists in improving

SMEs access to finance and growth prospects witbra than finance solution in Rwanda.

1.3.2. SPECIFIC OBJECTIVES

o ldentify the major challenges faced by SMEs toagetess to finance;

o Analyze the advantages offered by venture capitalss alternative provider of
capital to SMEs

o Identify the different benefits gained by SMEs fronon-financial advisory
services provided by venture capitalist and thesibbs impact to their growth
prospects ;

0 Analyze the environment in which those SMEs arerafpgy to determine the

enabling factors as well as limitation factorsheit easier access to finance;

1.3.3. RESEARCH QUESTIONS

Given the major role played by SMEs in supporting development of the country, we will

attempt to reply to the following questions:

* What are major constraints that constitute bart@fsmancing for SMEs?
» Can venture capitalist financing method be onéheféffective methods to improve

SMESs access to finance?



* What impact could the advisory services providedvbpture capitalist have on
firms’ growth perspectives?

 What changes in the business environment couldntreduced to facilitate the
access of finance of SMEs?

1.4. RESEARCH METHODOLOGY

A qualitative and quantitative research designakded with the purpose of gathering

enough and accurate data.

During the research, various methods and technigeees used. Primary and secondary data

sources were utilized.

The study was carried out using questionnaires iafmmal interviews techniques of
collecting data.

The population of this research includes 21 venhaeked companies financed by Funds
under management by Grofin Rwanda.

To come up with this population, we initially idéid all the venture capital investors in

Rwanda and Grofin Rwanda was found to be the only @ have already financed local

businesses.

Unlike typical private equity fund that invest irD 1o 15 businesses, a more important

number was identified in the portfolio under mamagat.

1.5. SCOPE OF THE STUDY

The study will be carried out on venture backed SNIEd on other actors in the financial
environment.

The researcher wants to come up with comments anteptions of SMEs on the way in
which venture capitalist contributes to improve BBIES access to finance and growth
perspectives. Suggestions on other possible meafagititate SMES access to finance will
be derived from other stakeholders.



1.6. SIGNIFICANCE OF THE STUDY

The outcome of this study will benefit the researcnd all the stakeholders and the
community. The researcher will gain knowledge amirimation about the major barriers

faced by SMEs in accessing finance, the opporesibiffered by venture capitalist to SMEs
and other environment changes which can facilBM#=S access to finance.

The SMEs by getting more access to finance willabée to grow their businesses and
contribute more to the development of the counfitye financial institutions on the other

hand may be able to propose more tailored solutonsincrease by the same their volume of

activity.

1.7. STRUCTURE OF THE STUDY

The research is structured in five chapters: Adteyeneral introduction which discusses the
problem statement, objectives, research questimethodology, scope of the research and
the structure of the study, the second chapterepteghe literature review which refer to
different researches on SMEs, venture capitalistisacess to finance related topics.

The third chapter discusses how the research waducted; presenting the methods and
techniques for data collection, the population@ea and how findings were come up with.
The fourth chapter presents the data analysis atetpretation, while the fifth chapter
provides a summary of findings, recommendations emaclusions and suggested future

research topics.



CHAPTER II: LITERATURE REVIEW

2.0. Overview

The purpose of this chapter is to present thealitee review which refers to various
researches on SMES, venture capitalists and atzdsmnce related topics in order to set a

theoretical framework for our research.

2.1. Definition of SMEs and Venture capital finagi

2.1.1. SME concept

The concept SME has no universally agreed defmitibcovers a wide range of definitions
that varies from country to country depending angbcio-economic environment.

Some of the commonly used criteria are the numbenwloyees, value of assets, value of
sales and size of capiftal

Among those criteria, the most common definitiobasis used is the number of employees

because of the ease to collect information.

Currently the SME department of the World Bank veonkith the following definitiort

“micro enterprises up to 10 employees, total assetgp to Usd 10,000 and total
annual sales of up to Usd 100,000; small enterpnigeto 50 employees, total
assets and total annual sales of up to Usd 3 msllimedium enterprises up 300
employees, total assets and total annual salgs tof Usd 15 millions”.

In developing countries, the number of employeige, af assets or turnover for SMEs tends
to be much smaller compared with their counterpartieveloping countries due to their
relative size of business entities and Econofnies

The Rwandan SME policy provides the below defimitior SME':

* Ayyagari, Meghana, Thorsten Beck, and Asli DemirgUc-k2@08), Small and Medium enterprises across
the globe. A new Database, Policy research working @i##, Washington, D.C.: World Bank, page 3.
5 .

Ibid, page 3.
® Bataa (2008), improving access to finance for SMEsrnat®nal good experiences and lessons for Mongolia,
Institute of Developing economies, Tokyo, p 2.
" Government of Rwanda (2010), Small and Medium Enterprise pafidystrategy, Kigali, page 1.



Table 2.1. SME definition

Micro Enterprises Firms employingdéisan 5 persons
Small Enterprises Firms employingneen 5 and 30 persons
Medium Enterprises Firms employing bedaw8&1 and 100 persons

Source: SME policy and strategy

2.1.2. Venture Capital Financing

Venture capital financing was developed as a resulie need to provide non-conventional,

risky finance.

Venture capital finance means many things to maegpfe. Although the term is being

increasingly used, there is yet no generally aszkgdefinition.

The classic definition is that venture capitalisikes equity investment in small innovative
and with high growth prospects firfisThis definition is however too narrow. In fact,
although historically it started with only earlyage financing, and although in recent years
and particularly in US, high technology has beea thain focus of most venture capital

investors, the industry covers today a vast spectiinterests.

Venture capital funds can provide seed, start-@yelbpment and expansion financing to
companies which have demonstrated the viabilitthefr business and cannot have access to

traditional source of finanée

Venture capital means risk capital. It refers tpitzd investment, both equity and debt, which

carries substantial risk and uncertainties.

Venture capitalists provide more than just monewjc is a salient difference between
venture capitalists and passive investbrshey monitor and assist in their portfolio firnis.

is a partnership with the entrepreneur in which itheestor can add value to the company
because of his experience and contact base. Thetog is to leverage this involvement to

increase the recipient firm’s probability of suczes

8 Yusuf, Altaf and Nabeshima (2004), Global change and/siah policy initiatives, Washington, D.C.:
World Bank, page 393.

° Ibanez (1989), Venture capital and Entrepreneurial dpwetnt, Washington, D.C.: World Bank, page 1.
10 Leinschmidt (2007), Venture capital, corporate governanddian value, Cabler Edition wissenshaft,
Frankfurt, page 1.



2.2. Importance of SMESs in socio-economic developme

SMEs are considered to play an important role int@es’ economic growth by generating
employment, diversifying economic activities and king a significant contribution to
develop exports and trade.

According to an OECD study, they account for 0V&%0f enterprises, generate two-third of

employment are the main source of new fabs

A world bank’ research on SME’ sector contributtonGDP and employment has analyzed
the situation for a group of 54 cross countriespfi@hich are low income countries, 24 are

middle income and 17 are high income countfies

Figure 2.1. SME sector contribution to employment ad GDP across countries
60

50

40

30 m Employmentin %

20 B GDFin %

10

0 .

Low Income Middle income Figh Income

Source: The World Bank, Development research group.

The figure 1 shows a significant increase in theE}ctor’s contribution to employment
from the low income countries (17.56%) to the higtome countries (57.24%). The SME’
contribution to GDP follows a similar trend increasfrom (15.56%) of the GDP in the low
income countries to (51.45%) in the high incomentoas.

The lower contribution to employment and GDP of 8ME’ sector in low income countries
does not necessarily mean that they play a lessriant role, but translate a different reality

whereby the informal sector is very important iw limcome countries.

1 OECD (2005), SME and Entrepreneurship 2005, OECDsPzaie 7.
12 Ayyagari, Meghana, Thorsten Beck, and Asli Demirgligtk opcit, page 4.



In fact, interestingly, the joint contribution dfd informal sector and SME sectors to GDP

remains approximately constant across income gratipeound 65-70 percéft

2.3. Access to finance related general issues

Many research studies have asserted that therts exiBnancing gap” for SMEs. There is no
commonly agreed definition of this gap, but thertes basically used to mean that a sizeable
share of economically significant SMEs cannot abfaiancing”.

This issue is important because it is felt thathdse SMEs could have access to finance,
those funds would make them more productive. B&t wustructural problems, the formal

system does not provide finance to those entities.

2.3.1. What does access to finance means?

Financial inclusion, or broad access to finanotaiees, is defined as an absence of price or
non price barriers in the use of financial serviteBhis does not imply however, that all the
entities should borrow unlimited amounts at priraeer Prices, interest rates and size of loans

on a market economy, will necessarily depend orctadit worthiness of a cliefit

Access to finance should also be differentiatednftbhe use of financial services. Access
essentially refers to the supply of services, whaeithe use is determined by the demand as

well as the supply.

Nonusers are those who do not use financial sesviige cultural or religious reasons or
because they do not see any need.

Nonusers do not really constitute a problem becthesie lack of demand drives their nonuse
of financial services. On the other hand, are theoluntary excluded who, despite

demanding financial services do not have accegstu.

13 Ayyagari, Meghana, Thorsten Beck, and Asli DemirgUigtkopcit, page 11.

14 OECD (2006), The SME financing gap: Theory and evidenE& M) Paris, page 16.

15 DemirgUcg-kunt, Thorsten and Honahan (2006), Finance faallicies and pitfalls in expanding access,
Washington, D.C.: World Bank, page 27.

6 Ibid, page 11



2.3.2. SME growth phases and funding cycles

The source of finance most appropriate to fund SitBwth and development varies
according to the stage of development of the firm.

The growth cycle of typical SMEs can be dividedoirfive staged’: Seed, start-up,
consolidation, expansion and maturity. The lengtheach stage varies by industry or

particular history of each business.

Figure 2.2. The SME life cycle and financing need
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Source: DG enterprise, 2007.

At seed and start up stages, the commonly held igetlvat firms have difficulty accessing
finance due to information opacty The most important and commonly used sources of
finance at this stage are personal savings of ithe dwner, and finance from friends and
family. Some SMEs, especially fast growing firmsill velso obtain more finance from

business angels.

As successful firms survive nascent and start ugs@$, personal funding becomes limited
and these SMEs will necessary have to considerrafteources of finance as they progress

through the development of their life cycle.

" Brando and Macintosh (1999), Competitive industrial developnretité age of information: The role of
cooperation in the technology sector, Routledge, London, page 160.

18 Ciaran and Bhaird (2010), Resourcing small and medium erstespa financial growth life cycle approach,
spring verlag berlin Heidelberg, berlin, page 24.
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The external source of finance include traditioskbt finance in forms of loans from banks
and other financial institutions, micro creditsadeng and hire purchase. Other external
financing sources include risk capital (venture itzdp equity financing and mezzanine
instruments), which may be appropriate for highwghofirms, and trade credit Often, a
combination of funding sources will be necessargetheling on business sector of activity

and the development stage of the business.

2.4. SMEs constraints to access finance

The literature on Economic development and corpdiatince consistently demonstrates that
inadequacies in relation to finance are key basiierfirm growtH’.

Traditional commercial banks and investors havenbesductant to service SMEs for a
number of well known reasons, among which

1. SMEs are regarded by creditors and investors ds-risg borrowers due to
insufficient assets and low capitalization, vulrmlity to market fluctuation
and high mortality rates;

2. Information asymmetry arising from SMEs lack of aaating records,
inadequate financial statements or business preah® it difficult for creditors
and investors to assess the credit worthinesstehpal SMEs proposals;

3. High administrative, transaction costs of lendingnwesting small amounts do
not make SMEs financing a profitable business.”

Below more details:

2.4.1. Lack of collateral

It is well known that the use of collateral in dtecontracts helps in dealing with various
sources of market imperfections in financial tramisms?. In addition to reducing the
borrower’s temptation to default, and increasingiwation to devote efforts towards success,

it also reduces bankruptcy costs for banks.

9 European commission (2009), Cyclicality of SME finared, Brussels, page 14.

20 Malhotra, Chen, Crismola, Fan, Hammel and Savchenkd)2@Xxpanding access to finance: Good
practices and policies for Micro, small and Medium gnises, Washington, D.C.: World Bank, page 8.

L OECD (2002), Official development assistance and feifinance: Attracting finance and development to
developing countries, OECD, Paris, page 68.

22 ADB (2009), Enterprises in Asia: Fostering dynamisrSMEs, ADB, Philippines, page 46.
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Macintosh states that banks are in the low risklitem business. Selection of customers is
based on very strong prospects of success andvéialality of collateral to provide for a
back door means of recovering loan.

Therefore, the absence of tangible assets will baagor hurdle for banks to provide

financing to SMEs.

2.4.2. Lack of Technical and business skills

Although regulatory improvements are necessaryy t#re by no means, the only factor to
improve access to finance for SMEs. The lack ofirmss skills, of technical skills and
appropriate experience is a primary reason fourfaibf start-up.

The issue related to the fragility of SMEs duehteitt lack of sufficient skills is an important

constraint to their access to finance.

2.4.3. Asymmetry of information

The main information asymmetries that constrain SMEcess to finance are as follows:

Inconsistent SMES financial statements and auditsAs SMEs are often not required to
adopt international accounting standards when pirggpaheir financial statements, large
discrepancies arise in the ways firms prepare ffreincial position¥. It also comes out that
in developing countries, SMEs may have different afebooks for different audiences.

Auditing such statements can be labor and timewaoing.

Lack of Access to third party information by providers in the market: Lenders’ lack of
sufficient knowledge of their clients and no inf@tion is available on their clients’ credit
histories. This lack of client’ credit profile réarces their perception of the high risk

involved in lending to SMEs.

%3 Brando and Macintosh (1999), Competitive industrial developinehe age of information: The role of
cooperation in the technology sector, Routledge, London, page 161.

%4 The task force group of the policy board for financial sswiand regulation. SMEs’ access to finance in
South Africa: A supply side regulatory review. p204.

5 Malhotra, Chen, Crismola, Fan, Hammel and Savchenkat, pagje 13.
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Lack of focus in the business plan developmentSME’s business plans are generally not
strategic, but rather based on the specific goafgetsonal preferences of the entrepreffeur

The SMEs objectives are also not clearly commuadtat many cases.

As a result, commercial banks are generally moter@sted to finance large corporate
borrowers, who provide better business plans, meliable financial information, better

chances of success and higher return for the utistit

2.4.4. Banks' lack of Know How

SMEs typically require small loans compared witligéa firms. The transaction costs
associated with processing and administering laae@showever, fixed, and banks often find
that processing small SME loans is inefficfént

This is mainly because bank’s make little or ndidetion between large corporations and
SMEs in term of product and proceddfesSMEs lending requires a more individualized
assessment of cash flows, because SMEs have aftéted or inaccurate financial
statements. As much as large volume, efficienay @ortfolio quality are key to successful

small business lending, banks lacks the technituegrease volume and lower costs.

2.5. Good practices for addressing SME'’s finanaingstraints

Different initiatives have been conducted to resoproblems SMEs are facing to access
finance. These actions can be divided into 2 broatgories showing respectively how
financial intermediaries and the government haveked on the problems. In fact, well
functioning and sustainable mechanisms for SMEsaniimg requires both institutions

building and a market approach.

%6 European commission (2006), Access to finance for SMEsoothNAfrica region and Middle East, EU,
Brussels, page 11.

" Malhotra, Chen, Crismola, Fan, Hammel and Savchenkat, pagje 12.

8 Nenova, Thiaro Niang and Ahmad (2009), Bringing financeakid®an’s Poor. Access to finance for small
enterprises and the underserved, Washington, D.C.: Wariét,Bpage 121.
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2.5.1. Role of financial Intermediaries

In recent years, banks in developed countries lmweched a number of initiatives that both
improve the profitability of lending to SMEs andsalprovide SMEs with better access to
finance and to financial products that are betibored to their needd

These initiatives includ& «

* Reducing information asymmetry of SMEs and highcpited risk by
using credit scoring, using external informatioviders, pricing to the
level of risk, sharing the risk with third partychsetting up special support
units for high risks customers such as start-ups;

* Reducing costs of lending by applying latest infation technologies,
streamlining the organization and simplifying lemglprocesses;

* Developing products better adapted to SMEs need,

 Improving financial services for SME through theysentation of SMEs
customers and training of bank staff;

» Cooperation with SMEs organizations and other mssindevelopment
providers in order to reduce risks and costs andbowe financial with
non-financial services.”

2.5.2. Role of the Government

Arguments for government intervention in the fin@ahsector stress that financial markets
are different from other markets because they hegvily on information and produce
externalities that cannot be easily internalizedrayket participants.

Additionally to the role of insuring Macro-econonstability, the government has generally

to intervene over the following elements of theibess environment:

2.5.2.1. Regulatory and Legal framework

A country’s legal and judicial environment influ&scsignificantly the context in which loan
contracting is conductdd The existence of the necessary commercial ladgtee extent to

which these laws can be enforced, determines thédemce of the contracting parties in

29 UNCTAD (2001), Improving the competitiveness of SMEs in developmmties: the role of finance to
enhance enterprise development, presented at the wtengrental expert meeting, held in Geneva on 22-24
october, page 5.

% |bid, page 5.

%1 De la torre, Gozzo and Schumler (2007), Innovative expesencccess to finance: market friendly for
visible hands?” Policy research working paper 4326, Washin@®.C.: World Bank, page 11

%2 Berger (2005), A more conceptual framework for finag@mall and Medium enterprises, Policy research
working paper 3795, Washington, D.C.: World Bank, page 16
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financial contracts. Ambiguous and incomplete comuia¢ laws make the enforcement

problematic and this may be associated with deerkascess to credit.

2.5.2.2. Credit information service

A way of addressing the asymmetry of informatiomsists in establishing a service that
collects data about the credit history of borrowtergase credit institutions decision making
regarding the provision of loatis

However, for the system to be effective and usefath credit institutions must accept to
share information collected on its customers.

The monitoring of the government is then essemtisgdchieve simple, stable and workable
rule of the game.

The legislator must also define whether the systdlhbe managed by the public sector
(generally under the umbrella of the central baak)managed by private players under

binding specifications ruling their activities.

2.5.2.3. Credit Guarantee systems

Credit guarantee systems are mechanisms in whiblirch party, the guarantor, pledges to
guarantee loans to a particular group of borrotfeBven if the probability of default remain
unchanged, the guarantee system reduces the Isredgrected credit loss; acting as a form

of insurance against loss.

Government involvement in creating a guarantee raehés often rationalized by the
observation that SMEs commonly do not have theskifctollateral that banks requite

Those guarantee funds seek to expend availabilitgredit to SMEs and are focused on
specific sectors, regions, ownership group, etternofvith an employment, innovation or

productivity growth objective.

% European commission, opcit, page 12.

% De la torre, Gozzo and Schumler, opcit, page32.

% DemirgUg-kunt, Thorsten and Honahan (2006), Finance f@rallicies and pitfalls in expanding access,
Washington, D.C.: World Bank, page 169.
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2.6. Overview of the SME sector in Rwafida

In 2007, a country wide census of business operatas conducted by PSF to identify the

existing businesses of all sizes and sectors.

Table 2.2. Break down of private sector entities ilRwanda

Informal/formal enterprises — . .
Informal Units in transition to SMEs Formal — organized enterprises
Family or sole Less than 10 10-30 employees | 30-100 employees 100 ormore
trader employees employees
Artisans; home- Organized . . Organized-
based food,; artisans; formal & Orga_mlze_d Organized structured formal
banana beer informal units; operations in a structured_ formal enterprises;
. : ’ spedfic building - enterprises, P -
sorghum beer; open air market factorny type: modem: reqistered modem;
basket weaving, place; retail o1y type, ; regl registered
associations, etc companies )
hawkers, etc. shops companies
~40,000 21,000 4,200 240 enterprises 50 enterprises
enterprises enterprise s enterprises

Source: PSF, 2008.

This census found 25,500 businesses, informal bases without premises not included.
17% of them are small businesses and 4% are medinad businesses. Despite the
relatively small proportion of SMEs, they contrilout to the economy is more important.

The vast majority of the private sector employmemproximately 85% is in firms that are
somehow informal. These small average size firnresgmt a challenge for Rwanda, as these
businesses typically suffers from a number of mafa#ures including access to finance,

information and infrastructure, why may constrdieit growth.

2.7. Background characteristics of GROFIN

2.7.1. Presentation of Grofin

The developing world and Rwanda in particular, falzek of risk capital that has and will

continue to constrain growth.

% PSF, opcit, page 11.
37 Grofin website: www.grofin.com
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The venture capitalist industry in Rwanda is veoyryg with only one company in operation

up to recently. Grofin is the first risk financigmat started operating in Rwanda in early 2007.

2.7.2. GROFIN Profile

Grofin is a multi-national financier and advisorSMEs. In operation since 2004 at a group
level, Grofin invest in the future value and poiaihof entrepreneurs who own businesses at
any stage of development (from start up throughvtjtdo expansion) across all sectors.
Targeted clients are committed entrepreneurs dpgrah emerging markets who need
finance from $50,000 to $1,500,000 for a perio@ ¢b 8 years.

Grofin Fact Sheet

* Investing in Nigeria, Ghana, Kenya, Rwanda, Ugaf@dazania, South Africa and
Oman

e Largest multi country growth financier with $ 260llran under management in 5
funds

» 24 fund investors including CDC, IFC, FMO, SheluiRdation, AfDB, Norfund, etc.

* More than 100 staff in 10 offices in 9 countries

» Experience base of more than 270 transaction fenc

» 24 % of all investees are start ups

* Low collateral cover of 57% on average, reflectingg SME risk financier

* More than 7000 jobs in the portfolio

* 76% increase in jobs since investment

2.7.3. Grofin value Proposition

GROFIN recognizes that the major obstacles thaepregneurs face in growing successful

businesses are lack of access to capital and afanlknagement skill.

In order to overcome these obstacles, it helpgpreéneurs through:
v' Accessibility: the model focus on the businessosgterm potential for success,
making it easier for small and medium enterprise8IEs) to access financial and

business services;

17



v" More than finance package: a tailored financialstasce is combined with expert
business support and guidance for the duration hef telationship with the
entrepreneurs.

GROFIN operates in Africa and in the Middle Easgviding focused, local support
through a team of specialists who understand thgquenset of challenges facing

businesses each particular market.

2.7.4. How is the process carried out?

Grofin has adopted a unique approach to assessiagce applications. When assessing an
application, the following elements are looked at:

= The entrepreneurs’ skills, knowledge and experigalmyant to the business;

=  Commitment of the entrepreneur to the business;

» The potential of the business; and

= The ability of the business to succeed in the Itmrgy by making a profit year after

year.

After satisfactorily checking the above elementinance package is structured according to
particular business needs. Grofin works with th&egmeneurs to develop a financial plan
that enables them to better understand and mahageoperations for long term profit and

growth.

Grofin’s business experts assist entrepreneurs awtry aspect of their businesses; from
detailed business planning to cash flow analysi famancial forecasting even before the
finance is approved. Later on, as a Grofin cliaribusiness continues to receive value-added
business support and guidance through analyses ooithly management accounts and
assistance in developing appropriate plans to adda@y potential cash flow problem, in

addition to helping them with any business needsitiay arise.

By providing appropriate finance and empowering blisiness trough knowledge sharing,

Grofin increases the business’ likelihood of sus@asd profitability.
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2.8. Summary

Key concepts for our study were discussed uponthadssues under analysis were also
highlighted from the perspective of previous resbkas realized. Best practices in addressing
similar problems were referred too and the casgysntroduced. The following chapter will

present the methodology used.
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CHAPTER Illl: RESEARCH METHODOLOGY

3.0. Overview

The purpose of this chapter is to present the ndetlbgical approach and techniques that
were used in the collection process of data. Theuladion selection, sampling techniques

and Data processing approach are also detailed.

3.1. Research Design

A research design is a plan, structure and stratégyvestigation so conceived as to obtain
answers to research questions or probfénfs research design expresses both the structure
of the research problem and the plan of investigatised to obtain empirical evidence on
relations to the problem.

It includes an outline of what the investigationlvdo from writing hypothesis and their

operational implications to the final analysis atal

A qualitative and quantitative research designdkded with the purpose of gathering

enough and accurate data.

3.2. Targeted population

The population consists of all the individuals lings that the researcher want to desétibe

The population of this research includes 21 venhaeked companies financed by Funds
under management by Grofin Rwanda.

To come up with this population, we initially idéid all the venture capital investors in

Rwanda and Grofin Rwanda was found to be the only to have already financed local

businesses.

Unlike typical private equity fund that invest irD 1o 15 businesses, a more important

number was identified in the portfolio under mamagat.

% Ranjiq Kumar (2005), Research Methodology: A stepstep guide for beginners, Sage publications,
London, page 84.

%9 Bart L. Weathington, Christopher J.L Cunningham and Daviitténger (2010), Research Methods for the
behavioral and social sciences, John Wiley & sons, Jagey, page 199.
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To insure accuracy and quality of data, the enpiopulation was surveyed. After the
distribution of questionnaires, all questionnairese returned.

Below a summary of the population and sample size:

Table 3.3. Population size and responding rate

Respondents Targeted Issued Rate of responseg
population guestionnaire
Venture backed companies 21 21 100%

Source: Primary data

3.3. Methods

3.3.1. Historical method

Historical research method is concerned with amadyand interpreting the meaning of
historical events within their context. It is ald® process by which a researcher is able to
reach a conclusion as to the probable truth of wntein the past by studying objects
available in the presefit

Using this method, the researcher was able to tithek past performances of sampled
businesses, identify the constraints they werenfpto access finance and obtain information

related to the environment in which SMEs were ddinginess up to recently.

3.3.2. Comparative Method

Comparative research method aims to make compariaoross different factors to trace
possible similarities and differences.

This method was used in the current study to coephae operational style of venture
capitalists to traditional financiers and the caotrperformances of sampled companies with

the ones of other locally based SMEs.

“0Lynn S. Connaway & Ronal R. Powel (2010), Basic reseltethods for librarians, Greenwood publishing
group, California, pages 246.

21



3.4. Research techniques

Research techniques are instruments or tools oseallect data.

The below techniques were used:

3.4.1. Documentary Technique

Using this technique, the researcher was able tesacdifferent books and reports with

relevant information for the research.

3.4.2. Questionnaire

A questionnaire can be described as a list of aared or survey questions asked to
respondents and designing to extract specific in&tion. A set of questions were designed
to collect the necessary data to accomplish thectibgs of the research. The questionnaire is

made of multiple choices questions and was addidsseenture backed businesses sampled.

Before the questionnaire was delivered, a pilougrmmade of 4 respondents was designed to
test it. This was intentional in order to checkttlgiestions were not ambiguous, that

instructions were clear and that collected dataeewelfine with needed information.

3.4.3. Informal interviews

This refers to informal discussions with peoplewtibe research topic. During visits at their

organizations, information relevant to the topicegearch was collected.

3.5. Data analysis

The data were analyzed to come up with conclustonserning research questions.

The below techniques were used:

3.5.1. Editing

During editing, errors in returned questionnairesevidentified. Editing was done to insure

completeness, accuracy and uniformity of data ctald
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3.5.2. Coding

Coding was used to categorize data by classifylrey different responses received into

categories for easy manipulation.

3.5.3. Tabulation

Tabulation was used to present data in form of Hattle and other summary format,

achieved by counting the frequency of responses.

3.6. Limitations of the study

The researcher has encountered the below limittiothe course of the study:

» During the research, a number of reports accessedére confidential and restricted
to any publication. The ethical constraint, stoppee researcher from using some
valuable information;

* In some circumstances, respondents were not willinglisclose some important
information concerning their businesses despitagiseired confidentiality. They were
assured that the data was collected for academgope and information will be

treated in group so that no individual informatismlisclosed.

3.7. Summary

This chapter was all about presenting methodolbgparoaches and instruments used in

data collection. The following chapter will discubke findings.
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CHAPTER IV: DATA ANALYSIS AND FINDINGS

4.0. Overview

This chapter deals with systematic presentation amalysis of data and discussions on
resulting findings. The presentation and analysithe findings are in accordance with the
objectives set in chapter one.

4.1. Presentation of the respondents

4.1.1. Sector spread

Grofin‘'s model is not exclusive to a specific sectérofin Rwanda, has already reached 21
businesses, in contrast to typical private equitydfthat invest in 10 to 15 businesses. The

portfolio spread can be seen in the diagram below:

Table 4.4. Presentation of the respondents per sectof activity

Respondgnts Frequency

Business industry Percentage (%)
Wholesale and retai 10 48
Service business 7 33
Manufacturing 4 19

Source: primary data

Tz 42 DProgenntatinn
FEZREEE = g s

Manufacturing
4 ‘\
19% .

Source: Primary data

It appears from the diagram that more than hathefbusinesses supported are involved in
the whole sale and retail sector. This is mainljofeing the small existing industrial sector
in the country and the limited availability of negliresources to be exploited.

The second sector with largest support is the sevusiness which is mainly represented by

tourism related activities such as Hotels and veat#s.
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4.1.2. Composition of the portfolio

Table 4.5. Presentation of the respondents

er bumss stage

Respondents Frequenc Percentage

business Stages a y ;i
Expansion 16 6%
Start-up 5 24%

Source: Primary data

The start up percentage of the portfolio is 24% eaptesents 5 businesses. The remaining

businesses were existing ones seeking for fundyfawth or to rescue their operations for

business sustainability. The proportion is the samet the group level which comprises

more than 270 transactions. This reflects the wosivf a true risk financier, taking the

beyond what a traditional financier could accept.

4.1.3. Age in the portfolio

Table 4.6. Presentation of the respondents per agethe portfolio

Respondents age in portfolio Frequency| Percentage (%)
Less than 6 six months 10
Between 7 months and 12 months 6 29
Between 13 months and 24 months 5 24
More than 24 months 8 38

Source: Primary data
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Figure 4.5. Presentation of the respondents
per agein the portfolio
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62% of the portfolio clients have received fundsrenthan a year ago. Only 10% or 2 of
them have received financing for less than six m&nt
The majority of the investee companies have beemlationship with Grofin for a period

long enough to enjoy the benefits of both the faeaand the expertise provided.

4.2. Operation of the venture backed companies

4.2.1. Access to finance

An attempt to identify the role of Grofin as an riedient in the existence, survival or
performance improvement of investee clients, thinoaigcess to more finance, was made.
Companies were asked and hypothetical questionthtwit the involvement of Grofin,
would the firm then have not existed, be closed Mawwould have developed at a slower

pace”.

Table 4.7.Impact of the financing on the respondents business
Perception of the respondents Frequency | Percentage (%)

Could not have existed or
would have developed more

slowly 20 95
Would have developed in the
same way 1 5

Source: Primary data
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Source: Primary data

About 95% of the investee companies respondindn¢osurvey said that they would either
have not existed, be closed down or would haveldped at a slower pace without Grofin

financing. Only 5% believe that they would havealeped in the same way.

Another question went further to try to indentihetreasons beyond the previous failures of
those businesses in getting access to requirethtapi
At the question:” what were your main constraiotatcess finance?”

Lack of
understanding of

Lack of tracik Dusiness
records 2
2 e 0 Ty o

Figure 4.7. SMEs constraints to access finance

L&)

19%

The large majority of investee firms or 71% ideetf the lack of collateral as their major
barrier to access finance at the time. These fgelere similar to the results obtained from
the business and investment climate survey realizgdthe Private sector over local
businesses which reported that 81% of local buse®eall company sizes, all sectors and in

all locations) consider the lack of collateral asa@jor constraint to access to cafital

“1 PSF, opcit, page 26.
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The other reported reasons that stopped some & fitons from getting access to capital are
the lack of truck record for 19% of respondents dredlack of understanding of the business

by traditional financier for 10% of respondents.

Grofin overcame all the above constraints by engldil the respondents to access finance.

4.2.2. Active involvement of the venture capitalist

One of the characteristics of the venture capitadeh is that venture capitalist besides
supporting financially investee firms; also contitd to improve their managerial business

competencies and technical knowhow.

The rationale of the provision of business assistagervices by venture capitalists is due to
that the majority of small and medium businessersatdhave all the necessary resources and

critical factors needed for business suctess

A somewhat different issue is the degree of involeat. An investor may only passively be
providing capital or he may be heavily influencthg development of the firth
It is expected, as per the venture capitalist defm that some involvement would be

reflected even if the degree of the perceived walent may vary.

To the question “How involved do you think Grofi® in your business?” we received the

below perception:

Table 4.8.Level of involvement of Grofin with respondents corpanies

Perception of the respondents | Frequency Percentad)
Not at all 1 5

To small extent 3 14

A lot 11 52
Very Much 5 24
Don't know 1 5

Source: Primary data

2 Abduh, D’souza, Quazi and Burley (2007), Investigating dmskifying clients’ satisfaction with business
incubation services, Emerald publishing group Limited, page 2.

“3 Christensen, J.L. & Christensen C.E. (2002), The Impaetuiure capital in Danmark, Report made for IKE
seminar 30,10-2002, page 19.
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_To z small extent

14%
.

According to the businesses which responded tosawey, an assessment of this impact
varies from not at all active (5%) to very muchiaet(24%). 76 % of the respondents

declared that the financier involvement is A lonuore.

A related issue is the content of involvement, mrother words, what is it that Grofin

provides in addition to capital.
It is clear that venture capitalists focus on mmmilg financial performance and giving
financial advic&”. However, their input often extends beyond thesas

The question asked to companies was to identifytwhay can value (apart from the
provision of finance) as an important additionahtriution from Grofin.

Table 4.9.Non-financial advisory services

z‘f‘fa&ﬁ b o F =
Perception on non-financial = S
avi 7 i s = fu-‘%'fyc-’#% - é"&‘b
advisory services ¥ ] = == &5
= <SS S 2 = S
~3 a e S = = ~>
Miondtoring financial
performance Lo 4% 4% B2% 30%%a 4.2
Regular budget reporting 0%s 5% 1925 T6%a 0%s 3.7
Financial advices 5%a 5% 0% T1%a 19%a 4.0
Mionitoring operating
performance 0 10%a 38%a 29%% 2320 3.6
Formulating corporate
strategics 5% S 14%% 5T%% 1925 3.8
MNetworking opporturities 0%s 19%a 43%a 38%a 0%s 3.2
Technical know how 14245 19%% 43%a 24%a 0%a 2.8
Challenging status quo 0% 5% 1495 S19% 0% 3.8
MNanagement of recrtment 57%a 29%% 0%a 1420 0%a 1.7

Source: Primary data

4 EVCA (2002), Survey of the economic and social impéatenture capital in Europe, EVCA, Zaventen, page
14.
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The results from the survey indicate that investeginesses consider as the most important
non-financial contribution the monitoring of finaat performances and financial advices
(Mean of 4.2. and 4).

In second position are mentioned the formulatiocarporate strategies and challenging the
status quo.

On the other hand, the technical knowhow, netwakapportunities and management of
recruitment are not seen as aspects of major botivh from Grofin. This witnesses a

complementarily to compensate some areas of safageanent SMEs generally lack.

4.3. Post Investment performance

4.3.1. Financial performance

Financial performance of businesses are analyzadsing 2 variables: The growth of sales
as a measure of product market performance an&EBiI€DA (Earnings before interest,
taxes, depreciations and amortization) as a meastiran ability to reduce cost in

combination with product market development.

Changes in those variables are, of course, affdmtagbneral market conditions as well as by

the individual company’s performance.

Respondents were asked to provide details of thandial performance within their

businesses from receipt of funds compared to date:
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Table 4.10.Respondents’ financial performance

Source : Primary data

The aggregate growth rate of the turnover of tlspeadents venture backed companies for
the period under financing (average of 19 monteg)fi35%. This growth level is strong if
compared with the turnover growth of large compsarire industry and service sectors of
26.3% for 2016°. No data on SMEs growth were available for congmarj but SMEs
performance growth are generally by fur less imgrurthan that of large companies.

An insight of individual performances revealed tasults below:

Table 4.11.Financial performance change of respondents

Change in financial
performance the Percentage
respondents Frequency (%)
Same 5 24
Increase 14 67
Decrease 2 9

Source: Primary data

Figure 4.1 Financial performance change of

Decrease respondents

2 \‘
9%

gource: Primarv data

67 % of the respondents declared an increase inghles during the period under financing.
This depict a better trend in sales growth thanrdsilts obtained from the business and

5 BNR (2010), Quaterly bulletin. National bank of Rwanda, e
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investment climate survey realized by the Privatet® over SMEs all around the country
which reported that 42% of those SMEs were expgectipale increaste

24 % showed the same level of sales, but 60 %eshtivere found in the age categories of
having benefited of funds for less than 12 monihige shorter period under financing may
not have allowed for the impact of additional cabiio materialize on these businesses’
performance.

9% reported a decrease in their sales, but 50%eoh tindicated a declining trend of activity
in their sector of operation. General market caod# are important factors contributing to

the improvement of a business.

The aggregate growth rate of the EBITA is less irtgrd than the one of sales but remain
nevertheless substantial at 22 %. The growth raie wainly affected by start-up businesses
(24% of the portfolio) which initially have a neget EBITA, as the business generate more

costs than revenue.

4.3.2. Employment

The creation and growth of venture backed compadsiakso expected to have had an impact
in terms of new employment created.

Respondents were asked to provide details of theagshin employment in their businesses

since they benefited investment from Grofin:

Table 4.12. Employment growth of respondent businesses
AGGREGATE GROWTH RATE IN EMPLOYMENT OF VENTURE BACKED COMPANIES

Aggregate Growth rate Number of job created

Source: Primary data

The aggregate growth rate of employment of theaedents companies since their financing
is of 67%. In all, 203 jobs were created by 21 cames. The average of 10 jobs created per
company is particularly impressive in light of ttaet that, before the investment, the average

number of employee per company was of 14 whiclals® maintained.

PSF, (2008) PSF, opcit, page 18.
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On an individual basis, almost all the surveyed jganmes reported that, as a result of the new

investment, they had been able to create subdtantizbers of new jobs.

Table 4.13.Change In employment level of respondent businesses

Change in employment
level of respondents Frequency Percentage (%)
Same 3 14
Increase 17 81
Decrease 1 5

Source: Primary data

vecrease

Figure 4.11. Changein employment level of respondent

0,
!_SA

Source: Prim aw_

Around 84% of respondents declared an increaseimmbrr of employees, while 14 % and
3% respectively declared to have maintained theesaumber or decrease the number of

employees for efficiency reasons.

4.4. Other important public and private initiativesimproving SMEs access to finance

4.4.1. Government initiatives in Facilitating aczés finance

The Government has an extensive role in supportiegulating and sometimes directly

operating financial services providers.
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4.4.1.1. Land reforms

Prior to 2005, Rwandans did not have ownershipisighhe new land policy changed that, as
it clearly gives ownership of land to people asaxqgu to the previous system where land

was owned by government.

After the new land policy and the new organic lawland were enacted, a ministerial order
established the office of the register of landesitto determine how land is registered and

proceed with parcels registrations in the country.

Consequently, the office of the register of lariés$i embarked on land registration to secure
ownership to the citizens of the 8 million parceisthe country of an area 26 thousands
square kilometers. A systematic process has beemmlace to demarcate each parcel of

land.

This reform is going to resolve one of the probldated by many SMEs of lack of formally
registered collateral such as land and propertyclwtan be used as security when accessing

loans from financial institutions.

In fact, one of the arguments financial institui@dvance to reject some loan requests is the
inability of borrowers to offer collateral in an@ppriate form and where the opportunity for
enforcement is clear.

In addition, the process of registration of chargasassets that can be used as collateral,

which was slow and inefficient, was remarkably ioyad.

4.4.1.2. Judicial reforms

A legal framework that clearly establishes the tsghresponsibilities and liabilities of the
parties to financial transactions and which prosidaeans to enforce legal obligations

efficiently is a key ingredient of a robust andoftafinancial system.
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4.4.1.2.1. Establishment of commercial chambetkercourt of justice

Following the limited capacity of the judicial sgst, civil and commercial disputes were
adjudicated by the same judges. Long delays inlviesp disputes resulted from this
situation, as huge backlog of cases were pendimgtlyncriminal cases in relation with the

genocide.

A judicial reform was done including an arbitratiarenter and the establishment of
commercial chambers within the court of justicéaster the process of resolving commercial

disputes.

4.4.1.2.2. Replacement of outdated and incomplatentercial laws that affected adversely

the settlement of commercial disgut

The new insolvency law, for the first time estafslis a legal regime for bankruptcy and

creditor protection in the country.

Companies have previously been operating in arr@mvient that allows their establishment
but without clear rules and procedures on how caongsacan close business in case of

bankruptcy or voluntary close of business.

Getting credit was made easier with the new estaddl insolvency act. It includes out-of-
court enforcement of collateral that has becomdable to secured creditors, who also now

have top priority within bankruptcy.

4.4.1.3. Credit bureau

A credit reference bureau was created to help Reuarishancial institutions to use expert

evaluation before making lending decisions.

The credit reference bureau is charged with cafigand compiling information concerning

the behavior of individuals and businesses.
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Credit reference bureau Africa Itd was mandatethbycentral bank and started operations in
April 2010. Currently, all commercial banks and&ro finance institutions are registered

with them.

Credit providers in the country have been dependingthe central bank’s “central des
risques et des impayeés”; a public credit bureauaipd by the central bank. That report was
used as a supervisory tool, focusing mainly on nooimg of large loans, the default of which

could weaken the financial service industry.

With limited date about the history of borrowetsyas taking long to financial institutions to

assess the credit worthiness of potential borrawers

4.4.2. Private Initiatives in Facilitating accesdihance

4.4.2.1. Business Development Fund (BDF)

SMEs with a viable business plan, but without delial, can consider helpful to get the

recognition of their credit worthiness under tharief guarantee from a third party.

The Business Development Fund (BDF) was createtiéncourse on 2011 to support the
established and growth of local SMEs.

With Funds under management of 11 billion, from @®/ernment of Rwanda and BRD, the
guarantee fund is divided in 2 broad categoriesyaia the SME guarantee fund and the

Agriculture guarantee fund.

4.4.2.2. Business Development Services Program }BDS

Training of SMEs is critical. The lack of appropgéatrainings is adversely affecting the

ability of SMEs to acquire finance following the jmaskills gap.

Under the hospices of the Private sector Federatioprivate and public partnership was
created to offer Business Development ServicesMiBsS Since the beginning of the program
in 2006, it has expanded its presence in the cpwantd its services are availed today in 16

Districts.
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The BDS centers offer a range of business seregigels as: business health checks, access to
markets, access to information, SMEs training, atiascy, facilitated networking and also

mini exhibitions.

Much as the BDS services were completely fee, tisnless community failed to adequately

own the program.

A new approach was then introduced whereby BDSicesvhave become demand driven
rather than supply driven. BDS center are now meaddyy consultants that offers the above

services at highly subsidized fees.

4.4.2.3. Incubation center (CBS)

The center for business solutions (CBS), offersises to Rwandan businesses to help them

overcome challenges inherent to business.

The center offers the following services: Businkgsibation (a facility that is dedicated to
helping young businesses started/expand in Rwanadféring the most affordable rates for
workstations/offices space and technical assisjamiesiness development services; access

to market related information and facilitation txass finance.

CBS is also the sole certified Partner of IFC imaging, localizing and distributing the SME
toolkit as well as Business age in the country.
SME tookit offers free online business managemefarmation for SMEs, while Business

Edge is an international range of management trggnproducts for owners of SMEs.

4.5. Summary

This chapter analyzed data collected. The findslyswed that SMEs are facing important
constraints to access finance and venture capitalsild be an alternative provider of capital
given their products offerings. It also appearedt tthe combination of finance and non
financial advisory services result in higher periance and employment growth of venture

backed businesses.
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CHAPTER V: CONCLUSIONS AND RECOMMANDATIONS

5.1. Summary of findings and conclusion

The importance of SMES in all economies as welha@wanda and the challenges they face
were highlighted. Venture capital funds were at$entified as one of the possible ways of
addressing SMEs shortage of capital following tipeaduct offering. Through a systematic a
systematic methodology presented in line with redeabjectives set, the ability of venture

capital funds in improving SMEs access to finarmue growth perspectives was assessed.

The below findings were arrived at:

» The responses of Grofin-backed businesses prouethibainvestment obtained was
crucial to their existence, survival or performaimerovement.

95% of investee companies responding to the susa@y that they would either have
not existed, be closed down or would have develgpedslower pace.

» The main constraints to access finance, prior teive finance from Grofin, was
reported to be the lack of collateral for 71% afpendents and the lack of truck record
for 19% of them. Grofin overcame these constrants financed all the respondents.

» Grofin adopts a hands-on strategy in its workingatienship with its investee
businesses and as a result of that investee basmeslue also strategic input in-non
financial area of their businesses.

80% of respondents declared the financier involvanretheir business is a lot or very
much.

This depicts the fact that Grofin is not only paivg capital passively but is also
influencing the development of the investee busiess

» The most important non-financial contributions fr@rofin indicated by the survey are
the monitoring of financial performances and finahadvices. The survey mentioned
in second position, with almost equal importandaee formulation of corporate
strategies and challenging the status quo. This\esges a complementarily to

strengthen some areas of soft management in wiktifs&re generally weak.
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» The large majority of responding companies repoaiedmproved competitive position
in terms of both market share and profit.
The aggregate growth rate of the turnover of tlspaadent companies is of 35%. This
growth is strong if compared with the turnover gtovof large companies in the
industry and service sectors of 26% for 2010. Nia @@ SMEs growth were available
for comparison, but SMEs performance growth areegaly by fur less important than
that of large companies.
On an individual basis, 65% of the respondentsadedl an increase in their sales
during the period under financing. Despite the that 60% of those which reported an
unchanged level of sales, were found in the agegoaies of having benefited of funds
for less than 12 months, the growth trend of Grbfacked businesses was better than
the one of other SMEs reported in the investmeimate survey realized by PSF of
42%.

»  The aggregate growth rate of EBITA is less impdrthan the one of sales, but remains
nevertheless substantial at 22%. The growth rate mainly affected by start-up
businesses which initially have a negative EBITA.

> Grofin investment enabled investee companies tateran average of 10 jobs per
company.
The aggregate growth rate of employment of the aedents businesses since their
financing is of 67%.
On an individual basis 84% of the surveyed comareported that, as a result of the

new investment, they had been able to create nesv jo

Furthermore, a review of the important public antvgie initiatives in improving SMES
access to finance has revealed important effoois fthe government to improve the legal
environment, the land registration system, thelaldity of information on borrowers’ credit
worthiness and the creation of guarantee fundse ftivate sector is also bringing its

contribution by creating different initiatives aimgi at boosting the capacity of SMEs.
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5.2. Recommendations

Improving SMEs access to finance can be achieverigfn expanding the financial sector,
improving business conditions and boosting the cigpaf SMESs.

The following recommendation can be done:

= Since our findings provide evidence that the pesigffect of venture capital funds on
the economy can be explained by the money suppledthe managerial assistance
provided, policy maker should go ahead in providingentives in favor of the
venture capital activity and facilitate their opgas, to attract more players in order
to foster the economy;

= The government should continue to invest in andmmte credit bureaus, land
registries and accounting standards in order td pvaper information and formally
registered collateral;

* The government should continue to improve the lsgatem and update the available
commercial laws in order to fasten settlement gélalisputes;

* The government should support more guarantee fuadsay in case of default. But
rigorous selection of investments should accomplisyfacility;

= The government should act to improve the awareaessng entrepreneurs of the
range of financing options available to them witaihthe financial sector;

= Entrepreneurs must do more to improve the investmeadiness of their businesses.
Available facilities should be properly utilized;

» Banks, as the most important local provider of dpmust look at innovative ways

of providing unsecured lending to small and growings;
5.3. Further research

At the end of our research, the objectives set veelgeved. However, the challenges of
access to finance for SMEs can only be minimizedgudifferent initiatives from all the key
financial players. The role of other players casodle assessed as proposed, but not limited
to the below:
» Assessment and impact of innovative ways used lynoercial banks in providing
unsecured lending to SMEs;

» Assessment of government initiaves in facilitatBldEs access to finance.
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APPENDICES

APPENDIX A: QUESTIONNAIRE TO VENTURE CAPITALIST BAC KED BUSINESSES

We are conducting a research on Improving SMEs access to finance and growth perspectives
in Rwanda through Venture capitalist funds with the case study of Grofin.

You have been selected as one of the beneficiary of the funds to participate in this research.

The information which you will provide will be treated confidentially and will be used only

for the purpose of this study.

Thanks for accepting to participate in this research.

Please kindly provide the following information to support this research:

PART A: Personal Information

I.  When was the business created? ...............

II. What is the Business sector of activity? ...............

[II. How many employees do you have? ...............

IV. What is the size of the investment received? ...............

V. What is your current annual turnover? ...............
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PART B

V1. Which of the following services offered by Grofin have you benefited?

Loan &
Advisory advisory
Loan services SETVices

VIl. How involved (In term of providing support) do you think Grofin is in your business

To a small
Mot at all extent Alot Very hMuch

VIIl. Since when have you received your funding from Grofin?

153to24 Meore than 24
1 to & months & to 12 months menths months

IX. What was your main constraint to access finance?

Lack or Lack of
insufficient Lack of truck understanding
collateral record of business

X Without the financial involvement of Grofin, what would have been the status of the business?

Would have
Could not have would be developped at
existed closed down a slower pace Other

XI. What is the trend of growth in your sector of activity?

Continuous Stagnant / Declining
growth zaturated activity Idon't know

Xll. Please tell how the annual turnover of your business has changed over the period under financing from Grofin?

Mention initial
employes
Remaining number if any
Increazed unchanged Decreased change

XlIl. Please Indicate how the annual EBITA of your business has changed over the period under financing from Grofin?

Mention initial
Remaining furnower if any
Increased unchanged Decreased change

XIV. Please tell how the employee number of your business has changed over the period under financing from Grofin?

Mention initial
Remaining EBITA if any
Increased unchanged Decreased change
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PART C

On a scale to 1 to 5, where 5 is strongly agree and 1 is strongly disagree, How would
you answer to the following question? Please select one of the proposed options

describing best your opinion.
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What I can value (apart from financing) as an important additional
XV contribution from Grofin is;

Challenging status quo

Management of recruitment
Technical know how
Networking opportunities

Formulating corporate strategies

Monitoring operating peformance

Financial advice

Regular budget reporting

Monitoring financial peformance
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