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Welcoming Remarks

· Good morning. Thank you Mr. Arrizurieta (Alternate US Executive Director, IDB). I want to give my special thanks to the Inter-American Development Bank for inviting us to participate in this important event.

· It is a pleasure to be here with distinguished representatives of the academia, NGOs, the private sector, bilateral and multilateral organizations to discuss such a relevant topic for the Latin American Region.

· Many speakers so far highlighted the importance of corporate social responsibility from the perspective of the academia, the private sector, the media, civil society and national governments. The importance of building partnerships to have successful programs and the need to promote sustainability among investors and consumers.

· So I’d like to focus on a practical side of this agenda, how we incorporate these ideas to our business, and more specifically how the IFC can help in this area and what we have been already doing.

Framework
· IFC has a unique capability to help develop further this agenda and help its clients develop business cases. Over the past five years we have put a lot of emphasis on building up environmental and social expertise. Today we have over 60 in house experts with hands-on experiences in assisting our clients in developing countries. The wealth of our experiences has been incorporated in the recently published report on Developing Value: The business case for sustainability in emerging markets.

· This report is the first large-scale study of developing country businesses looking for emerging practical examples of the business case for sustainability. The study looked over 240 companies in 60 countries, and highlighted the evidence: companies in developing countries do benefit financially from being socially responsible, that is, “doing good” on the environment and social side. It is a myth to say that corporate social responsibility is the preserve of large multinationals in developed countries, who regard it as a necessary public relations exercise downstream in the business cycle. This perception fell short of large potential presenting itself for business in developing countries.  In short, these things make business sense.  If you are over looking this aspect, you are missing opportunities for your business.  Later, I will tell you more about some of our project examples.

· We have also created a corporate governance group under our Financial Markets Department. I will also be telling you shortly about the specific work we do in this area.

· One of the things that is central in the task to alleviate poverty, in the ability of getting money and resources to countries to create private sector opportunities for jobs is, in fact, corporate governance.

· Within the broad framework of corporate governance, transparency and information disclosure and protection of small investors are absolutely central.  You need to have this down, if you’re going to attract, retain investments and promote sustainability inside a country.

· In this area we are helping by:

1. working with our clients to implement best practices at the company level; 

2. supporting public sector (securities regulators) and private sector (stock markets and institutes of directors) in developing standards – in this category fall the various national codes of best practice, regulatory disclosure requirements, listing rules and in the case of Brazil, we helped the stock exchange introduce a new class of listing - the Novo Mercado.

3. Sponsoring and organizing the OECD/World Bank Group Latin America Corporate Governance Roundtable, which brings together policy-makers, company executives, academics, investors and intermediaries to share approaches and raise awareness to improving standards and practices.

4. Serving as the secretariat to the Global Corporate Governance Forum, which acts as a central resource to all sorts of promoters of good governance, and which mobilizes the resources of the World Bank’s Private Sector Advisory Group on Corporate Governance.

· Today there is a growing awareness from businessmen and women in developed and developing countries that socially responsible business is better business and without good corporate governance, the business risks are much higher.

· There is also a growing number of businesses who see improved corporate governance and corporate social responsibility in a pragmatic way and understand that it is about increasing opportunities and not limiting them.

· Let me now give you the following examples:

Bavaria in Colombia

IFC has helped this beverage company promote sustainable business practices. When we saw the opportunity to help this worthy company with $300 million financing and saw sustainability expertise, we moved quickly and completed the package in three months. The company is committed to creating higher standards of living where it operates and building a larger pool of educated and skilled workers. This also promotes a positive corporate image.

1. Bavaria has implemented programs to help barley growers improve yields, adopt sustainable agricultural practices, diversify production and improve marketing strategies. 

2. It is starting a program with fruit farmers to increase production yields, improve programming of plantation cycles and achieve the consistencies necessary to be able to tap export markets for fruit juices.

3. It also tracks a number of environmental performance indicators which has resulted in a more effective use of raw materials, intermediate products, and fuel energy consumption. 

4. It has water recycling programs in most of its plants. It recovers heat from water coolers to re-use for brewing and other purposes.

5. It has solid waste recycling programs, like solid malt residues, that are dried up and sold as animal feed.

6. Socially, Bavaria contribute approximately 2% of its net income to the Fundacion Julio Mario Santo Domingo. The foundation is a leader of development initiatives to combat poverty, through job creation, and to improve the living conditions of poor people, through housing, educational, health and social programs. 

7. Bavaria also mitigated the impact of closing its less efficient plants by outsourcing logistics, distribution, sales and marketing functions to retrenched workers in order to alleviate the effect of job losses on the affected communities. Seed capital for these micro-enterprises came from severance packages provided by Bavaria and the company hired an external expert to provide the training that the retrenched workers needed to set up and manage their own businesses.  The program, which is ongoing, has created direct employment for over 100 persons and indirect employment for nearly 8 times that number.  Bavaria too has benefited by outsourcing functions that can be undertaken more efficiently and at a lower cost by these micro-enterprises.

Odebrecht in Brasil

IFC put together $280 million financing for this construction and engineering group. It was not easy to do a syndication in the volatile market for Brazil these days, but we succeeded.

As part of the CNO financing, the IFC project team proposed and initiated a dialogue with CNO to promote development of small and medium-size suppliers and subcontractors. The Company currently works with around 7,500 contractors, 90% of whom are medium-sized and small businesses. The Company provides around US$ 15-20 million in advances to its subcontractors. These advances are funded (i) out of the Company’s own cash and (ii) through credit lines with local banks (interest ranging between 18 and 22%). The Company is interested in enhancing its supplier and subcontractor relationships, which are an important part of the Company’s business equation as a key driver of its profit margins.

Proposed Program

Given the material impact of subcontractors and suppliers on the CNO’s overall business equation, CNO and IFC intend to jointly develop an SME Suppliers and Subcontractors Partnership Program that would include:

1. Supply Chain Improvements. Further development of CNO’s internal enterprise resource planning (“ERP”) database to monitor its contractors. The database would also monitor quality of the services and products provided by the SMEs.

2. Access to Finance.  IFC is currently working with the Company to set up a US$[15-20] million credit line for working and medium-term capital investments for subcontractors and suppliers.

3. Training for Subcontractors. This module of the linkage program would consist of the provision of management competency training modules for subcontractors provided through a collaboration with SEBRAE (a private institute focusing on SME development) and the Hospitality Institute (sponsored through Odebrecht Foundation). IFC will develop a partnership with SEBRAE by means of Capacity Building Facility grant. The partnership will not be ‘exclusive’ only to Odebrecht suppliers and subcontractors, but rather open for participation by other large companies as well. SEBRAE’s reach and office network extends through 27 Brazilian states.
Also as part of the financing, the company ear-marked one million dollars to support efforts related to the fight against HIV/AIDS in Angola, a country where they are present.

1. When we saw the opportunity, we sent our in house experts to Angola to discuss the way forward with Odebrecht Foundation.

2. The first assessment for the project was made in August 2002. Odebrecht and IFC decided jointly on a program of education, prevention and care centered on Odebrecht's operations and its communities in the country (five sites), reaching about 25,000 people. 

The program also goes that “extra step” for the strategy of Angola by:

· placing a large emphasis on women health, maternal health, and prevention of HIV transmission from mother to infant. All three have an enormous importance for tackling AIDS as a public health issue, and are among the Millennium Development Goals agreed during the Millenium Summit in September 2000 by the states of the United Nations.

· assessing the provision of anti-retroviral therapy in one of the company's sites, herewith contributing directly to Angola's public health strategy in the fight against AIDS.
These two program items have a huge importance in AIDS strategies, provides Odebrecht’s workers with a healthier working environment, promotes a positive image of the company and sets an important example for other industries in the African region.

Inka Terra in Peru

We also financed a project in Peru that consists of the expansion of the lodging network in Southern Peru (Machu Picchu, Cuzco, Puerto Maldonado and Puno.)  

1. The sponsor is a long-standing advocate of sustainable tourism and has developed existing sites (Machu Picchu and Puerto Maldonado) along sustainable/eco-tourism lines. 

2. All the buildings and furnishings have been made, with skill, by locals using local materials (except the phones, lights and plumbing fixtures).  

3. IFC is working with the sponsor and the Global Environmental Facility (the GEF is a mechanism for providing grant and concessional funding for projects with environmental benefits in -  Climate change; Biological diversity; International waters; and Ozone layer depletion. The World Bank is one of the three implementing agencies). The objective is to develop a conservation management plan for around 10,000 ha of forest adjacent to one of the sponsor's sites - this has included a team dedicated to identifying threats to the reserve and developing a long-term plan to mitigate them as well as extensive consultation with four communities bordering/within the reserve to develop alternative livelihoods to hunting and logging.  

4. The Company has also established a non-profit Association (Inka Terra) to advance conservation and sustainable resource use in the area.

Interforest in Guatemala

IFC invested a US$5 million A Loan for IFC's own account. The project involves: (i) expansion and modernization of Interforest’s sawmill processing capacity; (ii) an upgrading of Interforest’s forestry infrastructure; (iii) investments required to obtain international (FSC) certification for sustainable forest management and ISO certification for its sawmill operation; (iv) working capital and (v) refinancing of existing short-term debts.

1. In  a country with a tragic history of poor forest management,  Interforest is an excellent example of a business which has tried to address the legacy of environmental mismanagement and social exclusion through a  proactive program of environmentally and socially responsible investment.

2. The project concept is to support Interforest’s development as an integrated forestry company by growing the operational side of its business and expanding its cash flows.  More specifically, the project will leverage Interforest’s continuing reforestation activities and strengthen its capacity to transform its wood fiber into value-added hardwood products for export.  

3.  Plantation selection and development is guided by financial, ecological and social opportunities and risks. Ecologically sensitive habitats in plantations and other land have been protected (and in one case, 1500ha of critically endangered cloud forest adjacent to the Sierra de las Minas biosphere reserve has been established as a permanent nature reserve).  Plantation management minimizes the use of pesticides and other agrochemicals, and accords with good practice in other areas and the company has received an award of excellence from INAB, the national forestry institute, for its agroforestry operations and social work with local communities.)
4. The company is committed to achieving a leadership position in environmentally sound and sustainable management of forest resources.  They have already started the process of achieving Forest Stewardship Council (FSC) certification for forestry management on their plantations, as well as chain-of-custody for all wood products from their processing facility.

5. The Company is committed to work with the rural poor in Peten province to encourage their involvement in wood production.  There  are potentially significant opportunities to improve on rural livelihoods through this initiative.

6. Other community and social initiatives that the company has undertaken include the construction of roads, schools and health facilities for communities who live in/adjacent to forest plantations

7. The company will develop a comprehensive Environmental Management System for all of their operations, including both plantations and processing facilities, and will achieve ISO 14001 certification within two years of project commencement. 

DESC Chemical Sector in Mexico

The company is a chemical producer with diversified operations, including synthetic rubber, phosphates, polystyrene, carbon black, phenol and acrylic sheets. With fiscal 2001 sales of US$2.2 billion in Desc US and US$ 720 million in Desc Chemical Sector, the Company operates 24 plants at 17 different locations in Mexico and employs over 4,000 people. It is sponsored by DESC S.A. de C.V. (Desc), a large and diversified Mexican industrial conglomerate which has three primary subsidiaries active in automotive parts ("Unik"), food and agroprocessing ("Agrobios") and real estate ("Dine"). Desc reported consolidated sales of US$2.4 billion in 2000, and its shares are listed on the Mexican and New York Stock Exchanges. 

1. IFC invested twice in the company. In 1996, IFC partly financed the first phase of a corporate investment and modernization program that helped Girsa (former name) physically restructure and consolidate its operations around a smaller number of larger plants, and upgrade its environmental standards in preparation for more stringent regulations under the North American Free Trade Agreement (NAFTA). In 2000, IFC supported the final step of the program which involved over 70 subprojects aimed at enhancing the Company’s profitability and competitiveness in the global and domestic markets.

2. IFC’s two investments consisted of corporate loan packages comprising: (i) two A Loans totaling US$75 million, (ii) two B Loans totaling US$100 million, (iii) a C Loan of US$10 million, and (iv) a D Loan of US$75 million. IFC’s involvement in the financing of Girsa’s two projects not only enabled the Company to tap the US commercial paper market (i.e. D Loan) but also pierce Mexico’s sovereign ceiling by obtaining an investment grade rating that led to a private placement with US institutional investors under the second B loan. 
3. Before Desc's involvement in the Nhumo S.A. de C.V. carbon black facility in 1990, the plant posted significant losses and had serious environmental problems, causing numerous community complaints about appearance and pollution. Desc subsequently invested more than US$20 million in energy efficient equipment, focused on eco-efficient design, included its environmental team in decision making and worked on improving relations with the surrounding community.  Reductions in emissions, resource use, and waste products have already yielded more than $30 million in savings, net income as a percentage of sales rose dramatically, and the plant has become a model corporate citizen that locals are proud to claim as their own, winning numerous accolades for its performance at the national and international levels. 
· These cases show there is a link between good business and being a corporate citizen, whether a company is a large multinational or a small domestic company, operating in a developed or developing country.

· And the benefits for being socially responsible include access to new market segments, reduced costs, improved conditions for workforce, and thus productivity, lower environmental and social risks and enhanced reputation and apply to large and small businesses across a range of industries.

· We are still at the beginning of the road and learning by doing, but we strongly believe that, with right incentives, financial, environmental and social reforms go hand-in-hand, which by the way I believe is the way for business in the 21st century.

· We in the IFC look forward to working with you on these challenging issues.

Marcela Huertas
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