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About this Report

This Report covers EBRD activities in 2006, focusing
on the Bank’s impact on the people and the
environment in the countries where we operate.

This year’s Report is in two parts:

Part 1

Investing sustainably

Part 1 reviews the EBRD’s investment strategy and
the projects that received finance in 2006. It includes
a special focus on sustainable energy.

Part 2

Working sustainably

Part 2 reviews how the Bank operates, including our
internal environmental performance, and outlines the
Bank’s dialogue with various audiences during the year.

Annex 1 maps the content of this Report (and other
EBRD reports) to a set of guidelines for voluntary
use in sustainability reporting, known as the Global
Reporting Initiative.

Annex 2 contains the Declaration of the European
Principles for the Environment, which the EBRD signed
in 2006.

Key performance indicators
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About the EBRD

The European Bank for Reconstruction and
Development invests in the businesses and financial
institutions that form the core of strong market
economies in 29 countries from central Europe

to central Asia. Our capital is provided by 61
governments and two intergovernmental institutions.

The EBRD invests in virtually every kind of enterprise

and financial institution, mainly in the form of loans and
equity. Investments are designed to advance the transition
to market economies, to set the highest standards of
corporate governance and to promote environmentally
sound and sustainable development. We seek to finance
only those projects that will benefit from EBRD involvement
and which cannot be funded on equivalent terms by the
private sector.

The EBRD’s Environmental Policy is the umbrella for much of
the Bank’s mission to work in a socially and environmentally
responsible way. In support of our investment activities, the

EBRD conducts policy dialogue with governments to develop
the rule of law and democracy.

For more information about the Bank, please see our
web site at www.ebrd.com

The Report includes the following indicators of the EBRD’s performance:

Management/process indicators

B monitoring and appraisal process, including
monitoring visits

m staff training on the Bank’s Environmental Policy

m performance rating of EBRD-financed projects

m disclosure and consultation process

Portfolio and environmental change indicators
m sector breakdown of portfolio
® environmental expenditure
® proportion of projects with potentially high
environmental benefits
m proportion of projects with potentially high social benefits
greenhouse gas emissions
environmental change rating
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2 President’s foreword

The more the world has moved

to consensus on the need to limit
global warming, the greater has been
the interest in sustainable energy.

Promoting sound and sustainable development

In the EBRD region more than most, the environmental
agenda of fighting climate change coincides with

the more immediate political agenda of economic
competitiveness and energy security. Switching away
from fossil fuels, and - especially - bolstering energy
supply by using energy more efficiently have started

to become higher priorities in energy-producing and
energy-importing countries alike.

The EBRD promotes sustainable energy in many ways. A new
Sustainable Energy Initiative in 2006 sets targets for helping
heavy energy-use industries to save energy, and for the high-
consumption natural resources industries to introduce more
energy efficiency. Much of that work begins with a simple
energy audit that readily convinces the company that there

is a clear business case for energy efficiency.

The Initiative also coordinates efforts to finance local banks
so that they can make loans for energy conservation in
small businesses and households. The EBRD provides the
banks with the energy efficiency credit lines, but also with
training and monitoring capacity for loan officers. And the
Initiative provides financing for development of renewable
energy projects.

Investing in municipalities closely binds the EBRD’s priority
for energy saving with its work to provide better quality of
life through modern local transportation, district heating and
other modernised municipal services.



Sustainable energy was at the forefront of the EBRD’s
work to promote sustainability in the past year. It was a
main theme of our Annual Meeting and was the subject
of much policy dialogue with leaders of countries as

they plan their energy futures. Early in 2007, the EBRD
hosted a conference that brought together the multilateral
development banks with world leaders of industry and
policymakers for a discussion of the practical ways to
introduce energy efficiency.

But sustainability is about more than energy, of course.
The EBRD is currently engaged in discussion to deepen
our involvement in many other elements that will make
investments sustainable over the long term.

In the context of the current review of the Bank’s Environment
Policy, we are testing our extensive requirements for
environmental and social safeguards. We are looking at
integrating more explicit requirements on treatment of workers
in EBRD-financed projects as well as reviewing measures for
respect of indigenous peoples and for gender balance. We are
also reviewing how we and our partner companies consult with
local communities and non-governmental organisations.

As the EBRD region evolves, the EBRD is addressing new
needs of our countries and clients. Sustainability figures
large, because, increasingly, international standards and
the growing sense of corporate social responsibility are
sensitising companies to take care of their environment,
local communities and employees.
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That is leading to a more acute focus on health and safety
as well as environmental care. This marks what we see as
the beginning of a new trend in the region. We are starting
to see companies understanding that sustainability is not
simply an add-on, or a series of environmental boxes to tick
before doing a project. With a growing appetite by firms to
improve and be exemplary in their health and safety and
environmental behaviour, these elements are moving from
being issues of compliance to the focus of investment.

The EBRD has already made major loans for environmental
upgrades — financing purely to achieve better environmental
performance. We foresee similar investments for health
and safety improvements. This is a welcome trend, where
sustainability is becoming part of mainstream investment.

For the EBRD, this defines our mandate of promoting
transition. This Sustainability Report outlines the many ways
the Bank works towards sustainability in its projects and in
its own operations. But the greatest reward is when such
practice becomes fully integrated as part of the normal
transition to democracy and market economy.

b

;M"ML

Jean Lemierre
President
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Easing congestion and
air pollution in Pula

Pula is the economic and political centre of the
Istrian peninsula in Croatia, with a population of
around 60,000. It is a popular tourist destination
and suffers from serious traffic congestion and a
lack of parking, particularly in the busy summer
period. The shortage of spaces and illegal parking
in the historic Old Town create congestion and
pollution as cars drive around the city centre to find
space to park.

The EBRD is lending €5 million to enable the city’s
bus company to buy up to 22 modern low-floor
buses. The new fleet will comply with national and
EU standards for emissions, which will significantly
reduce air and noise pollution. The new buses will
meet fuel efficiency and accessibility requirements
for disabled people, which will further improve the
city’s environment and encourage more people
onto buses. Bus maintenance workshops will be
modernised to improve the storage and disposal
of oils and fuel.

The Bank is also providing €250,000 of donor
funding to the local authority for a study into traffic
management and to implement an action plan for
developing a sustainable public transport strategy.
The Netherlands government has provided a further
€50,000 in technical cooperation funds for project
preparation and to evaluate the current traffic and
parking management in Pula.

The service agreement signed by the city of Pula
and the bus company (Pula Promet) establishes a
clear commercial basis for public transport and also
increases transparency and accountability.

The mayor of Pula, Boris Mileti¢, said the new
transport strategy sets European targets for the
development of the city’s urban transport system.

It will also provide a better, safer and cleaner service
for residents and visitors to Pula.

The EBRD is lending
€5 million to enable the city’s

bus company to buy up to
22 modern low-floor buses.
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22 Investing sustainably

Donor funding in support of environmental
and social investment

In 2006, donors provided €11 million to support
environmental and social activities connected with
EBRD-financed projects.

Donor funding is provided in the form of grant co-financing
and technical cooperation (TC) grants that are used to
support EBRD-financed projects across a variety of sectors.

Some 30 governments and international agencies support
the EBRD’s Technical Cooperation Funds Programme, which
provides funding for specific projects. This includes projects
with a specific environmental or social focus. In 2006

over 90 per cent of new donor funding was dedicated to
programmes or specific projects with environmental, social,
or health and safety objectives.

For example, donor funding helps to ensure that financing
provided to financial institutions through the EBRD’s

Micro and Small Business Programme is on-lent to private
borrowers in line with the Bank’s environmental standards.
A number of monitoring visits were undertaken to financial
intermediaries (FIs) in south-eastern Europe in 2006 to
evaluate how loans are appraised and monitored from

an environmental, health and safety perspective and to
ensure that practices were in keeping with the EBRD’s
environmental requirements for Fls.

In Russia, TC funding was used to develop a code of
conduct for the construction industry to prevent labour
exploitation and to promote good labour practices. In
Azerbaijan, donor funding helped to develop the country’s oil
spill response capacity and its capability to prevent oil spills
and the discharge of illegal waste.

Promoting sound and sustainable development

The EBRD’s regional initiatives depend strongly on donor
funding. For example, donors contributed €13 million to

a new Western Balkans Multi-Donor Fund to support the
Bank’s Western Balkans Initiative (see page 13). Donors
also contributed a further €8 million to the Early Transition
Countries (ETC) Fund in 2006 to support the Bank’s efforts
to help the least well-off (see page 34).

Donor support for nuclear safety and other environmental
activities is managed through separate programmes (see
page 23).

Full details can be found in the EBRD Donor Report 2007
at www.ebrd.com/pubs

Project Preparation Committee

The Project Preparation Committee (PPC) channels donor
funding towards the development of environmental projects
primarily in south-eastern Europe, the Caucasus and Central
Asia. Bringing together donors, international financial
institutions (IFls), the private sector and non-governmental
organisations, the PPC helps to identify and prepare the way
for EBRD-financed environmental projects. It also provides
training workshops to help build skills at the local level. The
EBRD hosts the secretariat of the PPC.

In 2006 the PPC helped to prepare the way for 18 EBRD-
financed projects (up from 16 in 2005) involving water
supply and sanitation, waste management, urban transport,
energy efficiency, renewable energy and carbon trading.

PPC project financing workshops took place in Thilisi, Georgia,
and Volgograd, Russia. The workshops provided training to
representatives from municipalities and public utilities on
how to structure projects for environmental investment and
on the requirements of IFls and other potential investors.

The PPC web site (www.ppcenvironment.org) provides more
detailed information.



Technical cooperation funding for environmental
and social activities in 2006

Sector Technical Source of funding
cooperation
funds
€ million
Municipal and 7.70 Austria, Canada, Denmark,
environmental European Union, ETC Fund,
infrastructure Finland, France, Italy, Japan,
Norway, Spain, Sweden
Renewable energy 3.20 Austria, Denmark, ETC Fund,
Sweden, United Kingdom
Manufacturing 0.10 Japan, United Kingdom
Project Preparation 0.02 European Union
Committee
(administrative staffing costs)
Transport 0.03 Italy, United Kingdom
Social programmes 0.02 Canada, United Kingdom
Total 11.07

International cooperation

The EBRD works in partnership with international
organisations to tackle global environmental challenges,
such as pollution of international waters, nuclear safety and
biodiversity. The Bank also supports the implementation of
international agreements concerning the environment and
sustainable development.

Global Environment Facility

The Global Environment Facility (GEF) provides grants to
help developing countries tackle climate change, water
pollution, biodiversity and other global environmental
concerns. In 2006 the EBRD signed a Memorandum of
Understanding permitting direct access to GEF funds.

The EBRD and the GEF are currently co-funding an
environmental credit facility to reduce pollution entering the
Danube River Basin in Slovenia. Funds of €45 million have
been fully disbursed to four local banks for on-lending to
local companies involved in implementing specific pollution-
reduction projects. Loans range in size from €75,000 to
€3 million.

Over 40 projects have so far received funding. These
include improvements to processing procedures to reduce
waste-water levels, installation of waste-water treatment
facilities and improvements to the storage of hazardous
materials to minimise the risk of accidental pollution.
Once a project has been completed, an independent
environmental consultant visits the site to confirm that
the project was properly undertaken and that any new
equipment is functioning correctly.
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Northern Dimension Environmental Partnership

The Northern Dimension Environmental Partnership (NDEP)
fosters environmental cooperation in north-west Russia.
Environmental and nuclear safety projects are funded by the
NDEP Support Fund, which is managed by the EBRD.

Around one-third of the funding supports environmental
projects, such as the completion of the St Petersburg flood
protection barrier and the construction of a major sludge
incinerator, which will help to reduce pollution levels in the
Baltic Sea and to protect St Petersburg’s underground water
reservoirs. The incinerator is scheduled for completion

in 2007 (with financing from NDEP, the EBRD and the
Nordic Investment Bank). A separate feasibility study was
completed to prepare for comprehensive waste-water
treatment in St Petersburg, with construction work due to
start in 2007.

By the end of 2006, €241 million of donor funding had been
committed to the NDEP Support Fund. Some €91 million of
this has been earmarked for environmental projects,

of which €56 million has been invested so far. The rest of
the funding — around two-thirds, amounting to almost

€150 million — is earmarked for nuclear safety projects
under the NDEP nuclear “window” (see page 24).

By the end of 2006, €241 million of
donor funding had been committed

to the NDEP Support Fund.

Nuclear safety

The EBRD manages six nuclear safety funds on behalf

of 30 donor governments and the European Union: the
Nuclear Safety Account (NSA), the Chernobyl Shelter Fund
(CSF), three international decommissioning support funds
(IDSFs) for Bulgaria (Kozloduy), Lithuania (Ignalina) and the
Slovak Republic (Bohunice), and the NDEP Support Fund
nuclear window. Donors have contributed around €2 billion
to these funds.

As well as managing the funds, the EBRD provides
technical, financial, legal and administrative services.
Projects financed by the funds in 2006 included the ongoing
decommissioning of nuclear reactors, safety improvements
and the modernisation of the energy sector in certain
countries to compensate for lost generating capacity.

EBRD Sustainability Report 2006



24 Investing sustainably

Chernobyl!

A major phase of work to stabilise the site of Chernobyl’s
burnt-out nuclear reactor was completed in 2006. The
“shelter” built around the site of Unit 4 of Chernobyl Nuclear
Power Plant, which exploded in 1986, is now complete.

A major part of the project was to erect large metal structures
to stabilise the shelter’'s western wall and to absorb part

of the roof’s load. The programme of work also included a
number of measures inside and outside the shelter.

The project took 18 months to complete and is the largest
and most technically challenging international project to be
completed at the site so far. High radiation levels are still
present and strict radiation protection requirements were

in place to protect over 2,500 workers employed during the
project. These stabilisation measures will help to reduce the
risk of collapse for the existing structure for at least 15 years.

The project was funded by the Chernobyl Shelter Fund and
was completed within the original cost estimate of around
€50 million. The Fund will also finance the next major
programme of work involving the construction of a new
“safe confinement” — a large arch-shaped construction that
will enclose the shelter and its radioactive contents. The
procurement process for the design and construction of this
new confinement is almost complete. The project is likely to
cost around €430 million.

A major phase of work to stabilise
the site of Chernobyl’s burnt-out
nuclear reactor was completed

in 2006.

The Nuclear Safety Account (NSA) is financing two further
projects related to the safe decommissioning of Chernobyl.
In 2006 the NSA Assembly approved the proposed way
forward for completing the interim storage facility for spent
fuel at the site. It also approved the strategy for making the
storage facility for liquid waste operational.

Promoting sound and sustainable development

Bulgaria, Lithuania and the Slovak Republic

Three international decommissioning support funds (IDSFs)
for Bulgaria (Kozloduy), Lithuania (Ignalina) and the Slovak
Republic (Bohunice) are financing projects related to the
early closure of first-generation, Soviet-designed nuclear
power units.

Projects approved by donors to these funds have been
implemented as planned. In Bulgaria the IDSF has
co-financed a number of energy efficiency projects, which
are now providing a model for similar schemes elsewhere.
In the Slovak Republic, grant funding has been requested
from the IDSF for credit lines to support energy efficiency
measures in public and residential buildings. In Lithuania,
the IDSF is co-financing the environmental upgrade of the
largest conventional power plant in the country.

By the end of 2006, Units 3 and 4 at the Kozloduy
Nuclear Power Plant in Bulgaria and Bohunice 1 (V1) in
the Slovak Republic had closed. The three IDSFs will
continue to support the development of the energy sector
in these countries in line with EU accession agreements
and respective Framework Agreements with the EBRD.
This leaves only Bohunice 2 (V1) and Ignalina 2 in
Lithuania, which are due to be closed in 2008 and

20009 respectively.

Contributions to the three funds exceed €1 billion, most of
which has been provided by the European Union.

North-west Russia

Phase 1 of the NDEP Strategic Master Plan for north-west
Russia was completed in 2006. Phase 2 is currently being
finalised by Russian specialist institutes with the support
of Western experts. Two major projects to reduce serious
security and environmental hazards and the levels of highly
radioactive waste were identified as top priorities.

Donors to the NDEP Fund approved funding in 2006 for the
decommissioning of a derelict and heavily contaminated
former storage facility for spent nuclear fuel at the coastal
base of Andreeva Bay and the decommissioning of the




service ship Lepse, which contains spent nuclear fuel from
nuclear submarines and other ships. The costs of these
operations are likely to exceed €60 million.

Once completed, the Master Plan will provide a
comprehensive overview of the measures that need to

be undertaken by Russia to reduce nuclear, radiological
and environmental risks posed by the legacy of the Soviet
Northern Fleet. Substantial assistance will continue to be
provided by the international community through bilateral
programmes and NDEP.

Biodiversity

Preserving and protecting biodiversity is essential to
managing the environmental impact of the Bank’s projects.
All EBRD-financed projects are expected to include
measures to safeguard and, where possible, enhance
natural habitats and the biodiversity they support. The
Bank is also committed to supporting investments that
specifically promote biodiversity.

The EBRD has worked with the European Centre for Nature
Conservation (ECNC) for a number of years to consider
biodiversity concerns in the Bank’s countries of operations.
The Bank and other organisations, including the ECNC, the
EIB and Rabobank, participate in the work of a task force
on banking, business and biodiversity within the framework
of the Pan-European Biological and Landscape Diversity
Strategy. Possible biodiversity financing mechanisms and
the establishment of a European Biodiversity Finance
Facility are being examined.

In 2006 the EBRD acted as the prime adviser to a project
funded by the Dutch DOEN Foundation to develop a
pipeline of projects that would have a positive impact

on biodiversity in Poland and Hungary. By the end of
2006, the project had identified some 5,000 micro, small
and medium-sized businesses where investment would
help sustainable management of biodiversity and the
commercial performance of these companies. As a result,
the Bank is considering setting up a pilot biodiversity
financing facility in Poland.
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The EBRD has provided input to an EU-funded project to
set up Biodiversity Technical Assistance Units in Bulgaria,
Hungary and Poland, preparing the ground for biodiversity
financing facilities in the future. The Bank is represented
on the steering committee of this project.

All EBRD-financed projects are

expected to include measures to
safeguard and, where possible,
enhance natural habitats.

Another project to encourage micro and small businesses
to support diversity was developed by the EBRD and the

EU in 2006. “Pro-Biodiversity Business in the Steppe Zone
of the Eurasia region” is a pilot project focusing on the
ecosystems in parts of Kazakhstan, Moldova, Russia and
Ukraine. It aims to establish an operating structure for
assessing companies that show interest in creating pro-
biodiversity businesses. The next stage would be to provide
technical assistance to these enterprises. Funding would
also be provided to develop a biodiversity monitoring system
to evaluate the positive impact of investments on specific
habitats and/or species.

Electrical safety

Electrical safety is a serious concern in many of the

Bank’s countries of operations. EBRD specialist staff

and consultants participated in discussions in 2006 to
implement Environment Management Systems for the
electricity sector in FYR Macedonia and Serbia. The projects
have been supported by technical cooperation funds from
Canada and the European Agency for Reconstruction.

EBRD Sustainability Report 2006



26 Investing sustainably

Projects with high social benefits

The EBRD increased its financing in 2006 for micro
and small business growth and for projects in the
poorest countries where the Bank operates - the
so-called early transition countries. EBRD financing
in these areas helps to lift people out of poverty by
encouraging entrepreneurial activity and by raising
basic living standards.

Supporting entrepreneurial activity

Helping people to get started in business is one of the

key ways that the EBRD can help lift people out of poverty.
Micro and small businesses create new jobs and are the
backbone of local economies. They also provide the basis
for a country’s long-term growth. The EBRD provides credit
lines to local banks and microfinance institutions for
on-lending to entrepreneurs and has established donor-
supported lending programmes to assist micro businesses.

The EBRD helps small borrowers to gain access to credit,
helps businesses to grow stronger through the Bank’s
TurnAround Management and Business Advisory Services
programmes (see page 31) and encourages cross-border
trade through the EBRD’s Trade Facilitation Programme
(see page 33).

In 2006, the EBRD significantly expanded its level of
commitments across the financial sector to support local
businesses. We particularly increased our activities in the
poorest countries, in rural areas and in the Western Balkans
in line with the EBRD'’s strategy of shifting its focus of
activities south and east.

EBRD commitments in 2005-06

EBRD financing 2006 2005

€ million € million
Bank lending 804.5 741.0
Micro and small business finance 274.3* 55.7
Total 1,078.8 796.7

* Including investments via financial intermediaries.

Promoting sound and sustainable development

The EBRD’s strategic approach

The EBRD makes use of a variety of financing mechanisms
to increase the supply of finance to small businesses.

In most cases, financing is channelled via financial
intermediaries. In countries where local banks are

not available to perform this role, however, the EBRD
intervenes directly. It makes equity investments (ranging
from €0.4 million to €2 million) via its Direct Investment
Facility and provides loans (ranging from €0.5 million to
€4 million) via its Direct Lending Facility.

Extending finance into rural areas and easing access

to credit for minority groups and women entrepreneurs
is a priority for the Bank. Since 2005, the Bank has
supported the development of microfinance institutions
outside the formal banking sector. These local lending
institutions fulfil a very important role as they target
micro-entrepreneurs in remote areas and lend to people
who lack collateral. A high percentage of the loans are
to women (see page 28). Many of these institutions

are seeking to strengthen their lending operations by
transforming themselves into joint-stock companies and
deposit-taking institutions, which will permit them to
extend their services and improve their competitiveness.

The EBRD places great importance on providing training to
improve lending practices. With the help of donor funding,
training is provided in credit analysis and in improving the
quality of service to small business customers.

The EBRD promotes the highest standards of corporate
governance in the financial sector. Through equity
investments in banks and technical cooperation activities,
the EBRD contributes to the development of transparent
and sustainable financial systems. Through dialogue

with governments and regulators, the Bank supports the
introduction of legislation to improve the working of financial
markets and to achieve key reforms.



Lending to micro and small enterprises

The EBRD’s Micro and Small Business Programme operates
in 19 countries. Twenty-four new microfinance institutions
joined the programme in 2006, making it a record year of
expansion. By the end of the year, the donor-supported
programme was providing finance through 76 financial
institutions. Some 945,000 loans totalling €4.9 billion were
disbursed to small businesses in 2006.

The EBRD invested for the first time in a microfinance debt
fund (the European Fund for Southeast Europe), which is
active in the Western Balkans. The Bank also provided its
first microfinance loan guarantee facility — to Bai Tushum

in the Krygyz Republic — to provide access to local currency
loans (see page 29). The EBRD identified new partners that
specialise in agricultural and rural financing and introduced
existing partners to new lending products, such as seasonal
agricultural loans.

To reduce transaction costs and to improve efficiency, the
EBRD developed a credit scoring system in 2006 for micro
and small business lending. Under credit scoring, points are
assigned to the most important lending criteria, resulting in
a more automated decision-making process. Training in this
system was provided to three partner banks in Kazakhstan.
The Bank also looked into extending the system to Armenia,
Georgia and the Krygyz Republic in 2007.

The EBRD’s micro-lending programme promotes access to
finance, irrespective of the borrower’s gender, religion or
ethnic origin. Loans are available to all small businesses
that satisfy creditworthiness assessments based on cash
flow rather than collateral. Many of the programme’s newer
partners are microfinance institutions outside the formal
banking sector, which have evolved from NGO lending
programmes. These institutions initially targeted women
entrepreneurs and have a high proportion of female
borrowers. To reflect their customer base, they typically
employ more female than male loan officers.
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A study carried out in 2005 on the impact of EBRD micro-
lending programmes on enterprise performance sheds some
light on gender issues. The study was based on a survey of
firms that had received a loan from the Bank’s micro-lending
programmes in 2002 and on a sample of similar firms that
had never received an EBRD loan. In both groups, some
firms had received loans from sources other than the EBRD.

Twenty-four new microfinance
institutions joined the programme
in 2006, making it a record year
of expansion.

The data were used to pinpoint what factors determine
whether a small business receives a loan. Prior credit (loan)
history is an important factor in the ability of firms to obtain
subsequent loans from the same provider but not from
different providers. Other factors increasing the probability
of a company receiving a non-EBRD loan are the maturity

of the firm, the company’s use of international accounting
standards and the presence of a male Chief Executive
Officer (CEO). In terms of the size of the loan financed by
EBRD resources, the most important factors are past credit
history and adoption of international accounting standards
but the gender of the CEO is irrelevant.

EBRD Sustainability Report 2006
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Supporting female
entrepreneurs

Mavzuna Abdurahmonova’s wedding dress shop is
well-known in Penjikent, Tajikistan. She sells and
hires out imported wedding dresses and also sews
traditional, national dresses. Mavzuna has worked as
a tailor since her youth but until recently had never
owned her own sewing machine.

When she was offered a used “Singer” sewing
machine for US$ 500, she turned to Bank Eskhata,
which is part of the EBRD’s Micro and Small
Business Programme, for a US$ 400 loan. Mavzuna
received the loan within a few days. “Thanks to

the loan”, she says, “l was able to buy my first
sewing machine. Now | already have new ideas

for developing my business even further and | will
rely on Bank Eskhata to help me achieve them.”
Her business is already doing well and Mavzuna
has plans to open another wedding dress shop in
Penjikent once she has repaid the first loan.

In the EBRD’s poorest countries, the Bank financed 25
new projects across eight countries in 2006. New partners
included XacBank in Mongolia, the Bank’s newest country
of operations, Imon in Tajikistan and Bai Tushum in the
Kyrgyz Republic (see page 29). There is more detail about
the EBRD’s activities in these countries under “Helping the
poorest people” on page 34.

In the Western Balkans the EBRD worked with five new
partner institutions under the Bank’s Western Balkans
Initiative (see page 13) in 2006. These included New Bank
of Kosovo and the Kosovo Enterprise Programme in Serbia
and Mikrofin and Ekonomska Kreditna Institucija-EKI in
Bosnia and Herzegovina.

In Romania the EBRD launched a new Micro Credit Facility
in 2006 with €40 million of Bank funding, up to €30 million
from commercial banks, €14 million from the EU and

€4 million from the Romanian government.

Promoting sound and sustainable development

Lyudmila Ivanovna started her own business baking
piroshki and selling them at the local market after
she was made redundant as production manager
of a canteen in Alchevsk, Ukraine. By the time she
officially registered her business, she was already
supplying several stores and selling her products at
the city stadium during football matches.

In 2005, Lyudmila applied for a loan for the first time,
obtaining US$ 400 from Bank Forum, a member of the
EBRD’s Micro and Small Business Programme. She
used the loan to buy a food processor, an electric deep
fryer and a second-hand refrigerator, which allowed her
to increase the volume of production. Subsequently,
she rented canteen premises at a college in Alchevsk
and hired two more cooks. This has resulted in her
cooking lunches for more than 500 students.

In November 2005, with the help of a second loan of
US$ 1,000, she installed a new power supply system
in the canteen and bought another dough-mixing
machine. In 2006, Lyudmila expanded her business
even further, hiring more staff and selling her piroshki
and other dishes to another two shops.

The facility is providing loans in local currency or euros
and aims to encourage start-up businesses. Some

€3 million of the EU finance has been earmarked to cover
up to half of any losses incurred by institutions providing
loans to start-ups. The EU and the Romanian government
are also providing €2.5 million in technical assistance

to develop new products, improve risk management
procedures and train staff in lending to micro business
clients. Opportunity Micro-Credit Romania was the first
microfinance institution to receive funding under the new
facility — a loan of €2.8 million will enable it to support
many new start-up micro businesses.

In the EBRD’s poorest countries,
the Bank financed 25 new projects
across eight countries in 2006.



The Russia Small Business Fund (RSBF) supports the
EBRD’s micro and small business lending programme in
Russia. It reaches 163 cities across Russia’s 11 time
zones, including some of the country’s most depressed
regions. The Fund currently provides financing and technical
support to 11 Russian banks that provide loans of up to
€150,000 to micro and small businesses. These banks
offer a diverse range of products, including express micro
loans (typically disbursed within 24-48 hours) and loans to
rural communities.

Helping micro and
small businesses

Micro and small businesses often find it difficult to
obtain loans because many banks regard them as too
risky while specialist institutions outside the formal
banking sector are limited by a lack of resources.
Entrepreneurs in rural areas in particular usually

have little access to finance other than from informal
sources that can charge very high interest rates.

To expand the supply of finance to the smallest
entrepreneurs, the EBRD channels funds via financial
institutions in its countries of operations. For
example, local microfinance institutions in the Kyrgyz
Republic and Azerbaijan are currently benefiting from
EBRD loans.

Bai Tushum is a leading microfinance institution in
the Kyrgyz Republic, with around 5,000 clients. It has
a strong rural focus and offers a range of agricultural
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Four new partners joined the RSBF in 2006. The EBRD
signed its first microfinance loans with Absolut Bank,
Probusiness Bank and MDM, a national bank with a regional
network of 60 branches throughout Russia. The EBRD also
started a partnership (supported with EU funding) with
VTB-24, a specialist subsidiary of VTB, the second-largest
bank in Russia. The partnership increases the reach of the
RSBF to 39 new regions in southern Russia that are not
currently covered by other partner banks.

loans for crop growing, livestock rearing and food
processing. Most of its loans are for less than

US$ 1,000. To allow Bai Tushum to step up its
business, the EBRD is providing a US$ 1 million
guarantee facility, which will let the microfinance
institution receive local currency loans from Kyrgyz
banks. Demand for loans from this facility is expected
to be very high as local currency funding is in short
supply and borrowers are keen to avoid currency risk.
Two or three leading Kyrgyz banks will participate in
the guarantee facility.

In Azerbaijan, the EBRD is lending €1.9 million to Finca
(Azerbaijan) and €0.6 million to CredAgro for on-lending
and to expand their portfolio and product range.

Both institutions have a strong focus on agricultural
and rural lending. Around 40 per cent of people in
Azerbaijan work in the agricultural sector. The loan to
Finca builds on the Bank’s successful cooperation with
this institution in the Kyrgyz Republic. Part of the loan
to CredAgro is being funded by the Taiwan International
Cooperation and Development Fund.

EBRD Sustainability Report 2006
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Serving the needs of
orowing businesses

Adriana Budeva opened the “Little Flower”
kindergarten at her home in Sofia in April 2006.
She adapted four rooms in her rented apartment
and fitted a kitchen area with a steriliser and other
equipment to meet EU standards.

In August 2006, Adriana applied to her local ProCredit
Bank, a partner in the EBRD’s Micro and Small
Business Programme, for a loan of €10,000 to expand
her kindergarten. She used the loan to turn a fifth
room into a bedroom for young babies and hired two
kindergarten teachers. The kindergarten presently
welcomes ten children and five babies every day

for busy parents who have grown to depend on the
professional service provided by Adriana.

Vessela Kovacheva set up “Kite”, a Kids’ Centre for
Entertainment and Arts, in April 2006. When she
needed funds to expand the centre, a family friend
advised her to apply to ProCredit Bank for a loan.
Vessela used a loan of €1,500 to renovate the
premises and in May 2006 the Kids’ Centre opened

Support for small and medium-sized enterprises

The EBRD supports small and medium-sized enterprises

in a variety of ways: through trade guarantees, equity
investments in banks and equity funds and loans to leasing
companies. But the main way that the Bank supports small
businesses is by providing credit lines to local banks for
on-lending to entrepreneurs.

In 2006 the EBRD signed 23 new projects with local banks
totalling €163 million. The Bank increased its mortgage
lending and signed 15 leasing projects for small

and medium-sized enterprises (SMEs) totalling over

€100 million. It signed ten equity transactions with banks
that focus on SMEs and one equity fund that primarily
invests in SMEs in Poland.

So far, the EBRD has directed over €5.3 billion
towards small business projects and currently has
projects in 26 countries. The Bank’s portfolio involves
over 100 financial intermediaries. In 2006 over 20,000
loans were provided to local small businesses via EBRD
credit lines.

Promoting sound and sustainable development

its doors, offering services such as daily caring for
children, children’s parties, art groups and theatre
parties. The business grew rapidly during 2006 and
Vessela has hired two more kindergarten teachers.

Xhyla Uka lost her sewing machine and her livelihood
when she and her family fled from Kosovo to

FYR Macedonia during the war. When they returned as
refugees to their home in the small village of Matigan, a
family friend encouraged her to bake and sell traditional
Albanian bread to some of the markets in town. Xhyla’s
home-baked “flia” was so good that she needed to
build a special wood stove to keep up with the demand.

To build the stove, she went to KEP, a partner in the
EBRD’s Micro and Small Business Programme, and
received her first loan of €700. A second loan was
used to buy a cow to provide a ready supply of fresh
cream for the “flia”, giving it a special homemade taste.
Xhyla now sells her bread to supermarkets

and restaurants.

Her most recent loan of €8,000 was used to buy a
truck so that her family could transport wood from the
forest to sell to the market. The loans from KEP have
helped Xhyla and her family build three successful
micro enterprises.

The EU/EBRD SME programme is the main way that the
Bank finances SMEs in the new EU member and candidate
countries. In 2006 it particularly focused on Bulgaria, Croatia
and Romania. New partners included saving and credit
cooperatives. An additional €50 million in funding has been
earmarked for farmers and small businesses in rural areas.

In 2006 over 20,000 loans were
provided to local small businesses

via EBRD credit lines.

By the end of 2006, the EBRD had provided 100 credit
lines totalling €1.1 billion to 39 banks and 37 leasing
companies in the 11 countries covered by the EU/EBRD
SME programme. In total, over 72,000 transactions worth
more than €1.5 billion have been undertaken with small
businesses throughout the region. The average loan size for
each business is as low as €22,800 while leases average
€18,500. These low levels ensure that even very small
businesses are able to obtain finance.



Improving business skills and competitiveness
The EBRD helps to build stronger businesses in its
countries of operations through the donor-funded
TurnAround Management (TAM) and Business Advisory
Service (BAS) programmes. These complementary
programmes work directly with individual companies
to support specific needs.

TAM brings in experienced business executives from
successful Western companies to help local management
teams learn new business skills, including sales and
marketing strategies. It has a database of over 3,000
senior industrial advisers and specialists from a wide array
of industries. BAS uses local consultants to help micro
and small businesses make changes that will improve their
competitiveness. Both programmes particularly support
business growth in less developed rural areas. In 2006,
donors provided an additional €19 million to expand
TAM/BAS activities.

On average, each enterprise
has increased its productivity
by about 30 per cent.

TAM operated in 21 countries in 2006 and started 115
new projects (including energy efficiency projects, see page
43), mostly in the Western Balkans and the early transition
countries in line with the Bank’s strategy of moving south
and east. TAM also continued its successful programmes
in Kazakhstan, Russia and Ukraine and in under-developed

regions of Bulgaria and Romania. Around 75 per cent of new

TAM projects were outside major cities.
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BAS started 1,117 projects in 17 countries and opened new
offices in Tirana (Albania), Aktobe (Kazakhstan), Osh (Kyrgyz
Republic), Bucharest (Romania) and Belgrade (Serbia) in
2006. Around 60 per cent of new BAS projects were outside
major cities.

New TAM and BAS initiatives in 2006 included promoting
gender equality through 30 tailor-made consultancy projects
and some 20 workshops and seminars aimed at developing
the businesses of women entrepreneurs. Topics covered

so far include issues affecting new businesses, marketing
techniques and gaining access to finance.

The success of TAM and BAS can be measured by charting
the progress of the companies that each programme has
helped. On average, each enterprise has increased its
productivity by about 30 per cent. Many companies that
receive TAM or BAS support go on to receive financing
directly from the EBRD or indirectly through EBRD-supported
financial institutions. This helps businesses to expand their
local markets and also to develop their export potential.

TAM and BAS programmes in 2006

TAM programmes BAS programmes

115 new projects started in
21 countries (a 15 per cent
increase on 2005), including
energy efficiency projects

1,117 new projects started
in 17 countries (a 7 per cent
increase on 2005)

Operates in 29 countries Operates in 20 countries,

opened 5 new offices
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Concrete help for
Mongolian factory

In 1995, Ms Bat-Ochir and several other investors
bought Hungun Beton, a 40-year-old concrete block
factory, from the state, inheriting the plant’s debt

to its raw material suppliers. The factory had been
dormant for about six years but Ms Bat-Ochir and 35
of its former workers were determined to restart the
company’s production of concrete blocks.

“Our production volume was 3,000 cubic metres of
concrete blocks in 1995 and our profit was just

US$ 80. Workers were paid a mere US$ 20 per month.
But at the time, there were no other local suppliers

of concrete blocks and we were committed to making
Hungun Beton productive again,” explains Ms Bat-Ochir.

For the next six years, Hungun Beton strove to
produce concrete blocks, pay back a loan to a local
bank, and pay huge electricity bills along with salaries
and taxes. Any profit went towards buying more shares
in the company. By 2001, Mongolia’s construction
industry was booming and Hungun Beton had 20 new
competitors. Ms Bat-Ochir knew the time had come
to act so she took up the offer of assistance from the
TurnAround Management Programme with the hope of
improving product quality and addressing marketing
issues for the first time.

TAM brought in a concrete technology engineer
and a marketing adviser, both from Belgium.

The engineer identified that the concrete blocks were
too heavy and advised Hungun Beton to use a lighter
lime to produce better bricks. The TAM marketing
expert advised the company to direct its advertising
at architects as well as builders, resulting in Hungun
Beton distributing leaflets at every architectural trade
fair in Mongolia. To improve customer service, the
marketing adviser also convinced Ms Bat-Ochir to
deliver the blocks to the clients rather than expecting
clients to do their own pick-up.

High-pressure steam is essential in producing
concrete blocks, and unstable power supply spoils
the product. Quality has improved since Hungun Beton
followed TAM’s advice and started buying electricity
directly from the power company rather than via the
government. The firm’s energy costs are higher but
power cuts are no longer a problem and block quality
is maintained.

Ms Bat-Ochir now owns 98.5 per cent of the shares
in Hungun Beton. Production volume had risen

to 26,000 cubic metres by 2005, with a target

of 40,000 cubic metres in 2007. Annual profit

has increased to US$ 200,000 and salaries have
increased more than tenfold. Expanding the factory,
improving technology and employing more staff are
Ms Bat-Ochir’'s next goals.

Annual profit has increased to
US$ 200,000 and salaries have

increased more than tenfold.
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Supporting import and export trade

The EBRD’s Trade Facilitation Programme (TFP) guarantees
trade transactions to support import and export trade. By
encouraging an increase in trade, the TFP helps to foster
cooperation and understanding between countries as well
as create jobs.

In 2006 the TFP completed 1,134 transactions, including its
5,000th transaction. Over 40 per cent of guarantees were
for transactions under €100,000 and many would not have
been possible without the programme.

New TFP facilities were signed with 19 banks in eight of
the Bank’s countries of operations. They included six new
facilities with banks in four of the early transition countries.

The TFP financed 234 transactions between EBRD countries
of operations in 2006. Examples included the export of
grain and food products from Kazakhstan and Russia to

the Kyrgyz Republic and Tajikistan, the export of agricultural
machinery from Russia to Kazakhstan and the import of
tyres to Armenia from Russia.
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The programme currently has 105 issuing banks in the
Bank’s countries of operations and over 630 confirming
banks globally.

Trade Facilitation Programme transactions in 2005-06

2006 2005
Participating local banks 105 100
Total trade transactions 1,134 1,024
Trade transactions between 234 170
EBRD countries of operations
Total value of trade €707 million €549 million

transactions guaranteed

In 2006 the Trade Facilitation
Programme completed
1,134 transactions, including
its 5,000th transaction.

I
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Helping the poorest people

The EBRD makes a particular effort to help the poorest
countries where the Bank operates. To address their needs,
the EBRD launched its Early Transition Countries (ETC)
Initiative in 2004 covering Armenia, Azerbaijan, Georgia,

the Kyrgyz Republic, Moldova, Tajikistan and Uzbekistan.
From October 20086, this group was expanded to include
Mongolia, the EBRD’s newest country of operations.

Over half the people in the ETCs live in poverty (defined as
an income of less than two dollars a day). The countries
have different characteristics but face similar challenges,
needing to reform their legal and regulatory systems,
develop infrastructure, strengthen business skills and widen
access to commercial loans, especially for farmers.

In 2006 the EBRD signed 80 projects totalling €290 million
in the ETCs, compared with 61 projects (€250 million) in
2005 and 32 (€92 million) in 2004.

The EBRD'’s strategic approach

The EBRD’s Early Transition Countries Initiative aims to
increase EBRD support for the countries that are most in
need of assistance. The Bank accepts higher levels of risk
in projects in these countries as long as sound banking
principles are respected. The main focus is on private
sector development.

The Bank concentrates on financing small-scale projects
and boosting support for micro and small businesses.

A key objective of the ETC Initiative is to build up the
availability of credit in these countries. In particular, the
EBRD has expanded the provision of microfinance through
institutions outside the formal banking sector, such as
non-governmental organisations.

To reach slightly larger companies, the EBRD aims to
increase financing through the Bank’s Direct Investment
Facility, Direct Lending Facility and Medium-sized Co-financing
Facility with local banks. The EBRD also aims to strengthen
financial intermediaries to improve the on-lending of EBRD
finance, especially to the agricultural sector.

Promoting sound and sustainable development

The Bank supports transport and municipal infrastructure
projects in the ETCs, focusing on modernising operations,
improving energy efficiency and increasing private sector
participation in local services.

Reform of the energy sector is
an urgent need in the poorest
countries to reduce energy wastage.

Reform of the energy sector is an urgent need in the
poorest countries to reduce energy wastage and to improve
security of supply (see “Special focus on sustainable
energy” on page 38). The EBRD supports many energy
efficiency and renewable energy projects in the early
transition countries.

In the telecommunications and new media sector, the
EBRD is supporting efforts to develop information and
communication technologies, legal and regulatory reform
and the privatisation process.

Donor funding plays an important role in supporting many
ETC projects. Continued support from the donor community
through the ETC Fund and the Micro and Small Business
Programme is key to the success of the ETC Initiative.

The EBRD recognises the need to expand its own resources
in the ETCs and has increased staffing devoted to these
countries by 60 per cent since 2003.

EBRD commitments to the early transition
countries, 2005-06*

2006 2005
EBRD finance (€ million) 290 250
Signed projects 80 61

1Excluding oil and gas deals.



Projects signed in 2006

In 2006 the EBRD signed 80 projects totalling €290 million
in the eight early transition countries. Donors contributed a
further €18 million.

The projects mostly focused on supporting micro and
small businesses, the financial sector, agribusiness and
infrastructure. EBRD investment also funded energy
efficiency and renewable energy projects in three countries
(Armenia, Azerbaijan and Georgia).

The EBRD supported import and export trade in the ETCs
through its Trade Facilitation Programme, which completed
478 transactions totalling €112 million.

EBRD commitments in 2006*

Country Projects Sector EBRD finance
€ million
Armenia 12 = Agribusiness 32.8
= Financial sector
= Power and energy
= Transport
Azerbaijan 17 = Agribusiness 122.1
= Financial sector
= Manufacturing
= Power and energy
Georgia 23 = All sectors 79.3
Kyrgyz Republic 11 = Agribusiness 16.8
= Financial sector
= Property and tourism
Moldova 7 = Agribusiness 9.9
= Financial sector
= Telecommunications
Mongolia 1 = Financial sector 3.8
Tajikistan 6 = Agribusiness 9.1
= Financial sector
Uzbekistan 3 = Agribusiness 4.2
= Financial sector
= Manufacturing
Total 80 290.0

LExcluding oil and gas deals and the Trade Facilitation Programme.
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Legal Transition Programme

In 2006 the EBRD’s Legal Transition Programme (LTP)
devoted considerable resources to the early transition
countries, supporting projects to improve legal and
regulatory systems in the Kyrgyz Republic and Mongolia.

In the Kyrgyz Republic, the EBRD launched a training
programme for judges involved in commercial law. The first
course took place in June 20086, bringing together 90 judges
and lawyers from the National Bank to spend three days
training in insolvency law. The International Development
Law Organisation is acting as project implementer and the
EBRD’s partner in the project. Funding has been provided by
the ETC Fund, Japan and Switzerland. Further courses are
scheduled for 2007 to extend the training to all key sectors
of commercial law.

In Mongolia the LTP is helping the government to build a
framework for regulating the telecommunications sector.
The LTP is also helping to reform the country’s commercial
law — in particular, the securing of loans with movable
property pledged as collateral.

ETC Fund

In 2006, around two-thirds of donor-funded commitments to
the early transition countries was provided through the ETC
Fund, which is managed by the EBRD. Donors to the ETC
Fund include Canada, Finland, Ireland, Japan, Luxembourg,
the Netherlands, Norway, Spain, Sweden, Switzerland, Taipei
China and the United Kingdom.

By the end of 2006, the Fund had approved financing for
80 technical cooperation projects totalling €28 million.
This funding is helping to support private sector
development, microfinance programmes, municipal
infrastructure, environmental initiatives, energy efficiency
and renewable energy.

In 2006 the Fund approved its first grants for an urban
transport project in Mongolia and for a regional road project
in Tajikistan. Other projects financed by the Fund included a
study into the impact of remittances sent home by migrant
workers and assistance for investment councils, which bring
together the private and public sectors to find ways

of improving the investment climate.
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Supporting entrepreneurs

Lending to micro and small businesses is one of the key
ways that the EBRD helps people in the Bank’s poorest
countries. In 2006 the Bank provided finance for small
business in all eight early transition countries.

The EBRD organised training workshops in five countries
(Armenia, Azerbaijan, Georgia, Moldova and Uzbekistan) to
promote the importance of leasing, especially for small and
medium-sized businesses that cannot afford to make major
equipment purchases. Further workshops are scheduled
for Moldova and Uzbekistan in 2007. In Tajikistan the Bank
organised a two-day workshop in Dushanbe to focus on
ways of expanding the availability of finance for rural and
agricultural communities.

In 2006 the Bank provided finance

for small business in all eight early
transition countries.

In Georgia and Azerbaijan, EBRD financing for micro and
small enterprises is being provided alongside BP’s and its
partners’ Regional Development Initiative (RDI). The EBRD
is supporting the programme as part of its financing of the
Baku-Thbilisi-Ceyhan oil pipeline, which was opened in July
2006. The three-year programme (starting in 2006) provides
loans and technical assistance to local businesses through
local commercial banks and microfinance institutions. One
of the institutions to benefit from EBRD and RDI funding

is Constanta Foundation, which operates across Georgia,
providing loans averaging under €380 to small businesses
in areas where no other loans are available.

To support slightly larger businesses, the EBRD signed three
projects in Armenia and Azerbaijan under its Medium-sized
Co-financing Facility (in which the Bank participates in
sub-loans so that local banks do not have to take the risk of
lending large sums to a single borrower). For more detail about
EBRD support for entrepreneurial activities, see page 26.
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Investing in infrastructure

Infrastructure needs significant investment in the early
transition countries. In 2006 the EBRD signed a number
of projects in Armenia and Georgia to improve services.

Completion of a new passenger terminal and the
modernisation of airport facilities will improve passenger
handling and enhance safety at the international airports of
Armenia and Georgia. The Environmental Management Plan
for each project is ensuring that the airports meet national
and international environmental and safety standards.

Both projects are examples of successful public-private
partnerships, reflecting the Bank’s strategy of involving the
private sector wherever possible in infrastructure projects.

In Georgia, the EBRD also signed two projects to improve
water supply for the cities of Kutaisi and Poti (see box).

EBRD commitments to infrastructure projects in 2006

Country Client Project description EBRD finance
€ million
Armenia Yerevan Construction of a new 15.2
International passenger terminal
Airport and installation of new
equipment
Georgia Kutaisi Upgrading of facilities to 3.0
municipality improve water supply
Georgia Poti municipality  Upgrading of facilities to 2.5
improve water supply
Georgia Thilisi Construction of new 20.5
International facilities and upgrade of
Airport existing equipment
Total 41.2
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Bringing clean drinking
water to cities in Georgia

Water supply is a serious problem throughout
Georgia. Built in the 1930s, the network of water
pipes and wells in Georgia’s main cities is in serious
need of repair. Today, around 80 per cent of Kutaisi’s
water pipes are rusted and unusable while Poti's
45,000 inhabitants have access to running water for
only three hours a day on average. Almost half the
water that enters the cities is lost through leaks, and
less than a third of water consumption is billed.

To modernise the supply network and to provide a
24-hour water supply to local people, the EBRD is
lending €5.5 million to the cities of Kutaisi and Poti.
The EBRD’s loans will be used to improve well fields
and transmission pumping stations in Kutaisi and to
construct a new 47-kilometre water pipeline for Poti.

In both cities, financing will also be used to
install meters for every household. This will
improve payment collection and encourage
careful use of water.

The EBRD’s projects will result in cleaner water
for around 150,000 people. The investment will
reduce water-borne illness, lower the pollutants
discharged into the Black Sea and cut energy
costs by one-third.

The EBRD’s loans are being boosted by donor
funding (provided by the ETC Fund and the
Swedish International Development Cooperation
Agency), which will partly finance implementation
of the projects.

To modernise the supply
network and to provide a

24-hour water supply to

local people, the EBRD is
lending €5.5 million to the

cities of Kutaisi and Poti.
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Special focus on
sustainable energy

As global concern about climate change increases, the efficient use of
energy has become a priority. The EBRD is particularly conscious of this
need as energy use in many of the Bank’s countries of operations is both
wasteful and inefficient. These countries use as much as seven times more
energy on average to produce each unit of GDP than western Europe and

are heavily polluting in their energy use.





