|

F

By

ARARRRE N

= ."l-;"'_;-"hn_,..’ I *
L - f. "-

. - o
_"__’:-F- i 4

ENVIRONMENTAL AND SOCIAL SUSTAINABILITY

In FY06, as the Facility continued making significant progress on indigenous enterprise development and
strengthening of small businesses in the wood sector, it also focused on improving linkages in supply chains and
the competitiveness of small and medium companies. In Bolivia, donor funding allowed indigenous artisans and
enterprises to receive business management training, increase their production capacity, and improve their market
access. An international Handicraft Fair supported by the facility produced an increase of $60,000 in international
purchase orders for 20 Bolivian artisans. In Nicaragua, the Facility continued working with the World Wildlife Fund
to support a sustainable and productive wood supply sector that could meet quality and environmental standards.
Sales to international buyers quickly exceeded project targets: Small and medium companies increased their
exports by $59,000, and forest communities increased sales by $120,000 as they began selling sawn as opposed
to raw wood, which sells at a lower price. Additionally, the project contributed to the certification of a forest

community by the Forest Stewardship Council, resulting in a 4,662 hectare certification or a 27 percent increase
of total FSC certified forest in Nicaragua.




ORIENT EXPRESS LINKAGES: CREATING OPPORTUNITIES FOR LOCAL COMMUNITIES

IFC is an investor in Orient Express Hotel operations (hotel and train) in Peru’s Sacred Valley Region, home
of the famous Machu Picchu sanctuary. To date the OEH/IFC investments in Peru have shown financial
success; however, some local communities have questioned the direct benefits of the concessions, leading to
demonstrations and manifestations against local OEH operations. OEH has attempted to improve its relations
with the local communities through financing social and educational activities; however, the company noted
that these activities created dependency on OEH for continued and increased financial support. Therefore,
OEH recognized a need to redirect efforts toward creating long-term sustainable projects to benefit both
the company and the communities. As a result, OEH and IFC developed a pilot project focusing on linking
local producers from the region to commercial opportunities with OEH investments as a means of increasing
the benefits of the investments to local communities. OEH and IFC developed a program to train a group
of producers in quality, hygiene, service, and other business functions to help them win purchase orders
from OEH operations. The goal was to successfully demonstrate the ability of local producers to meet OEH
standards and thereby encourage OEH to expand the project to incorporate other activities. The project
worked with potato and trout farmers, local female merchants, and folklore dancers to consolidate commercial
agreements to expand their businesses.

BUSINESS ENABLING ENVIRONMENT: REACHING OUT TO THE MUNICIPALITIES

In FY06, based on successful experience in the region, the Facility continued scaling up municipal business
simplification projects. The results of these efforts have been impressive; firm registrations in three Bolivian
cities increased by an average of 58 percent. The Municipality of Lima in Peru granted more licenses in three
months than in the previous two years combined and reduced the total number of days to obtain an operating
license from 160 to fewer than two. Due to its success, the Lima project has been used as a benchmark for a
national plan, launched in FY06 and supported by more than 20 organizations, ranging from central government
institutions (including various ministries) and municipal governments to business associations and international
development agencies. The President’s Council of Ministers has lauded the plan for its potential to reduce
corruption and promote transparency in Peru. IFC has used the methodology, resources, and expertise developed
in earlier projects to extend municipal business simplification projects in 15 cities [in Brazil (1), Bolivia (5),
Colombia (1), Honduras (2), Mexico (1), and Nicaragua (5)]. The LAC Municipal Scorecard was also launched.
This Doing Business-style comparison of municipal business regulations in several Latin American countries
aims to increase awareness of regulatory inefficiencies at the municipal level. Based on this project, IFC expects
to consolidate eight new simplification programs in collaboration with institutional partners. Additionally, at
the end of FY06, business simplification projects in three cities in Nicaragua and the national online guide and
portal for business registration and procedures in Colombia were completed. =I=
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MIDDLE EAST AND NORTH AFRICA

The Middle East and North Africa region is characterized
by vast differences among its countries. Some are rich in
natural resources but lack diversified economic structures,
while others are mired in, or are just emerging from conflict.
The state still plays a dominant economic role in most coun-
tries, and in some the private sector is just starting to play an
important role. The challenges facing the region, however,
are relatively similar across countries: high unemployment,
a young and rapidly growing population, low productivity
levels, and limited access to international markets.

Technical assistance plays an important role in addressing
these challenges. In FY06, the Private Enterprise Partner-
ship for the Middle East and North Africa (PEP-MENA)
—IFC’s regional technical assistance facility, created in 2004
— underwent significant growth and is now IFC’s largest.
It is active in 16 countries with a portfolio of 73 ongoing or
completed technical assistance projects. Canada, France,
the Islamic Development Bank, Japan, the Netherlands,
the United Kingdom, and the United States have joined IFC
in committing resources to PEP-MENA, raising the balance
of committed funds to $63.9 million. Additional donors are
invited to join to help reach the targeted budget of $100
million to support PEP-MENA's operations through FY09.

In FY06, IFC launched a global program to provide clients
in the poultry sector technical assistance to enhance Avian
Influenza biosecurity protocols and contingency plans, thus
complementing the work of other agencies and organizations
in this area. Hardest hit countries such as Egypt and Turkey
were the first beneficiaries of this program, along with
clients in Russia, Ukraine, Mexico and Ecuador. In addition,
conferences were organized in Egypt and Turkey to share
operational and commercial lessons, explore private-public
partnerships, and address Avian Influenza contingency

plans. IFC will continue its work in the area of Avian Influenza
responsiveness in FY07, focusing in particular on Asia.

FYO06 Overview:

Business Enabling Environment: Cooperation with
governments to remove policy constraints to private sector
development was considerably expanded in FY06 with project
launches in Algeria, Egypt, Jordan, Lebanon, Morocco,
Pakistan, and Yemen. The focus was on simplifying regula-
tions and administrative procedures to start and operate
businesses, introducing mediation as an alternative tool to
settle commercial disputes, and reforming policies that stifle
the growth of private firms in the mining industry.

In FY06, PEP-MENA started working with Egypt’s invest-
ment authority, GAFI, and the Governorate of Alexandria to
simplify all administrative procedures related to the start-up
of businesses. This project is part of a larger World Bank
lending operation, that will fund the eventual automation of
all of these processes once they are streamlined.

Value Addition to Firms: In FY06 the focus has been
on improving regional corporate governance structures,
which are key to attracting long-term financing. Corpo-
rate governance training was organized for 211 companies
and journalists across the region. Governance codes were
launched in Egypt, Lebanon, and the UAE, and corporate
governance institutes were created in Egypt, Pakistan, and
the UAE. Small and medium enterprises are being assisted
through the Industry Development Program to enhance the
competitiveness of clusters of firms operating in industries
with high growth potential. In FY06 the first industry project
was launched in Afghanistan, and the development of initia-
tives commenced in Algeria, the West Bank, and Yemen. IFC
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is also working with business associations to enable them
to become more effective service providers and play a more
prominent role as advocates for a better business environment
in Algeria, Morocco, and Pakistan. Through PEP-MENA’s
Business Edge products and tools, IFC supports training
organizations in meeting management training needs for
small and medium enterprises across the region.

Environmental and Social Sustainability: Sustainability
of interventions is an important component in several of
PEP-MENA's advisory projects.

In FY06, PEP-MENA assisted Dana Gas (UAE) in establishing
itself as a best practice company in the areas of corporate
governance; health, safety, and environment; and corporate
social responsibility. In Pakistan, IFC is encouraging the
introduction of environmentally responsible electricity
generation practices via the country’s first wind power
project as well as working with the towel manufacturers’
association to introduce wastewater treatment to all of
its member firms. In Egypt, PEP-MENA is working to help
revitalize the native artisanship of Siwa, build its capacity
to help women to work in this area through training, and
establish a presence in international markets.
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Infrastructure: Under its PPP/Privatization pillar, PEP-
MENA aims to increase private sector participation in the
delivery of public services to improve the quality of services,
increase efficiency and alleviate budgetary constraints on
governments, while respecting consumers’ ability to pay
and ensuring cost recovery and financial sustainability to
the sectors. Much of this work focuses on preparing model
projects, although their implementation is still a challenge in
large parts of the region.

Major steps were taken in FY06 through the support of PEP-
MENA to complete the privatization of Banque Libanaise pour
le Commerce in Lebanon in late 2005, as well as to provide
for the ongoing concessioning of the Queen Alia International
Airport in Amman (Jordan), in which the private sector will
construct and operate a new airport and cargo terminal under
a long-term concession agreement.

Access to Finance: The aim in the MENA region is to
broaden and deepen financial markets and improve access
to finance for micro, small and medium enterprises because
these are important regional drivers for growth.

During FY06, PEP-MENA assisted Pakistan’s Tameer Micro-
finance Bank in developing effective IT reporting systems
and advised banks such as Riyadh Bank (Saudi Arabia) and
Crédit Populaire d'Algérie (Algeria) on servicing small and
medium enterprises. Through its housing finance program,
PEP-MENA helped Oman’s Alliance Housing Bank improve
its origination and underwriting systems to allow it to more
efficiently service clients seeking to finance home construc-
tion, purchases, and improvements.

LAUNCHING A BUSINESS SKILLS PROJECT AT KABUL UNIVERSITY

Reconstruction and development efforts currently taking place in Afghanistan offer huge potential for growth
and employment. The private sector plays an important role in ensuring that these efforts are successful. Most
Afghan entrepreneurs, however, tend to lack basic business skills in areas such as marketing, accounting,
and financial planning. As a result, they are unable to develop a bankable business plan, thus hindering their
access to finance and the ability to grow their businesses. To address this problem, IFC in FY06 partnered with
Kabul University to develop a practically oriented business skills training program. This project will support the
establishment of Kabul University’s School of Management by equipping professors with excellent teaching
methodology and up-to-date knowledge of business practice. The project entails developing a responsive
curriculum in two local languages (Dari and Pashtu), enhancing the capacity of local professors to offer the
training, and piloting the training program with 120 students and entrepreneurs. In addition, the university is
being supported in the development of a strategy that will seek to implement the training permanently.



CREATING CREDIT INFORMATION IN SAUDI ARABIA

One of IFC’s key goals is to expand access to finance in emerging markets, especially for small and medium
enterprises that often have little borrowing history on which banks can rely. Credit bureaus fill this information
gap by facilitating the pooling and sharing of credit information on prospective borrowers. With reliable credit
information, banks and other lenders can increase their lending to smaller businesses in a profitable and
sustainable manner, while reaching new clients. Banks can also use credit information to reduce risks in their
portfolios and improve operational efficiencies. Based on IFC’s solid track record of supporting private credit
bureaus worldwide, SIMAH — Saudi-Arabia’s largest private credit bureau — requested IFC’s advice to expand
beyond consumer reporting in order to provide similar services to the small and medium enterprise sector and
to corporate markets. IFC helped SIMAH assess market demand and examine the technological readiness of
selected banks. This effort formed the basis of IFC's recommendations and subsequent draft business plan,
which highlighted investment requirements, a prospective revenue model, and potential implementation
challenges. SIMAH is now well-positioned to provide lenders with credit information on small and medium
enterprises, an important element in increasing access of this important sector to more and cheaper finance.

RESOLVING COMMERCIAL DISPUTES IN PAKISTAN

In FYO06, IFC started a project to introduce mediation in Pakistan. A pilot commercial mediation center
will be opened in Karachi, the first of its kind in Pakistan’s Sindh Province. A pipeline of commercial cases
referred by the courts will be examined by mediators who have been trained and certified to international
standards. The center is expected to serve as a model for conflict mediation in Pakistan and throughout the
entire Middle East and North Africa region. This innovative initiative has been enthusiastically welcomed
by the private sector, especially by small and medium enterprises, to help extricate them from lengthy and
arduous court procedures that can take up to ten years to resolve. Currently, businesses have little alternative
recourse in the event of a contract breach, and lengthy and burdensome court procedures often cost more
than the amount of the dispute. In collaboration with the Sindh High Court, the pilot will help to relieve
the massive backlog of commercial cases stuck in overburdened courts. In parallel, IFC is actively assisting
the Ministry of Law, Justice, and Human Rights to enhance the legislative framework for mediation as an
alternative dispute resolution mechanism.

PEP MENA DONOR COMMITMENTS
MARCH 31, 2006
Country (US $ Millions) Status

PEP-MENA RESOURCE ALLOCATIONS,
BY BUSINESS LINE
OPERATIONAL SPENDING FY06

(END OF Q4)
Target 100
A. Value Addition to Firms 46% IFC 20 Approved,
B. Infrastructure 4% partially disbursed
C. Environmental and Social Sustainability 3% United 15 Approved,
D. Business Enabling Environment 17% States partially disbursed
E. Access to Finance 30% Japan 10 Disbursed
United 5.4 Approved,
Kingdom partially disbursed
Islamic 5 Approved,
Develop- partially disbursed
ment Bank
France 2 Approved,
partially disbursed
Canada 25 Approved,
partially disbursed
Kuwait 2 Committed
Netherlands 2 Disbursed
Total 63.9
Outstanding 36.1
Balance
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