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1. Background

Winrock Internationa, in partnership with , Center for Investment and Support (Prognoz),
Sakhdin Association of Business People and Counterpart Enterprise Fund, isworking to
increase the number of successful smal businesses and improve the environment for small
businesses to emerge in the Russian Far East. Funded by the United States Agency for
Internationd Devel opment, the Enhanced Smadl and Medium Sized Business Devel opment
Program (ESD) has four primary objectives:

1) Reduce the burden of regulations on SMEs by increesng SME association advocecy;

2) Increasethe availability of credit for SMEs and entrepreneurs,

3) Provide and increase the availability of advanced business and sector-specific training
ills, and

4) Build capacity of sector-specific associations by working through them to provide sector-
gpecific consultancies.

In addition, the ESD Program is demand driven, ensures women and remote people benefit, and
works to ensure collaboration between business support ingtitutions and other businesses
development projects with open and free information.

The project began August 1, 2003, and will continue until August 3, 2006. This report covers
activities and results for the period from January 1 to March 31, 2005. It aso provides a brief
summary of annud results.

Project Administration

Patrick Perner, representative of Winrock Russa, will play amore active role overseeing the
ESD Program and take over some of the responsihilities of the home office. Erin Hughes will
continue to support the program, but has delegated management responsibility to Patrick Perner.

Winrock is planning for the remainder of the program and has learned from USAID thet life of
program budget will be reduced. Winrock isin discusson with USAID regarding an amendment
to our Cooperative Agreement.

The next ESD Partners meeting will be in Khabarovsk May 16-17.
2. Progress Indicators

21  Improving Regulatory Environment

Introduction

Counterpart's gpproach to regulatory reform under ESD has been to work with local associations,
choosing its partners based on their credibility, a democratic organizationd Structure, a clear
mission and objectives, and qualified staff. Partners aso must represent alarge number of SMES,
be involved in sectors having economic potentia, and demonstrate awillingness and past
experience in working on regulatory issues.
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Counterpart Internationa then conducted an in-depth assessment of each of the associations to
determine their strengths and weaknesses and provided gppropriate organizational devel opment
and advocacy training to strengthen their capacity to plan and conduct advocacy campaigns.
Throughout the project, Counterpart I nternational has continually mentored its partners and
provided microgrants to enable them to conduct advocacy campaigns, hold roundtables with
government officids, work with media to get their message across, and design and use other
means to effect changes in the SME business environmern.

In addition, Counterpart facilitates the development of business association networks and
coditions to achieve common goas. Bringing association leaders together periodicdly to share
information, best practices, and lessons learned and to identify potentid areas for collaboration
on advocacy issuesis helping to build working rel ationships between them and make them a
power to reckon with.

2005 First Quarter Activities

The ESD Program continued building the capacity of its regulatory reform partners? SABP,
Prognoz, and Makon¥a to overcome adminisrative barriers and increase SMEE growth in the
Russan Far East. Counterpart Internationa provided technica assstance and mentoring to its
partners that enable them to assess business associations, develop training and technical
assistance plans to strengthen other associations, plan and conduct advocacy campaigns,
collaborate with government officids, and create strong networks. SABP, Prognoz, and Makon
then help associaions in their regions become stronger and more capable of advocating for an
environment conducive to SME growth. Counterpart dso oversaw the gpprova, implementation,
and evaluation of the advocacy microgrants.

Roundtables During this quarter, there were two roundtables, with the first held on February
25th. Organized by Prognoz, the roundtable was entitled "How to Overcome the Adminigtrative
Barriersin the Congtruction Sector in Amurskaya Oblagt”. The roundtable aimed to bring
together Association of Construction Companies members, city and regiona adminigtration
executives, Blagoveschensk regulatory federa ingtitution representatives to discuss current
adminigrative barriers to the congtruction sector. In dl, 28 participants (7 femae) participated,
including congruction firm CEOs, regulatory organization managers, and city and regiond
adminigirations executives.

Discussons focused on barriers affecting gpartment building congtruction. The law requires
construction companies to obtain certification from severd departments stating that buildings are
up to code, but because there are no rules guiding the inspection procedure, sales are constrained
by the excessve amount of time ingpections often take. The length of time it tekes for these
ingpections added to costly documentation can cause mgor financia losses for congtruction
SMEs and locd officids use thisto their advantage to press the companies and redltors.
Roundtable participants have established working groupsin cooperation with city and regiond
adminigiration executives to discuss contradictionsin the law and to review alist of amendments
and tariffs proposed during the registration of sitesintended for commercia congtruction.

The second roundtable, held in March, concerned adminidtrative barriers to vehicle registration
in Sakhdin. Entrepreneurs often face additiona requirements when registering imported vehicles
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and since these requirements are not addressed in legidation, SMES consder themillegal. SMES,
particularly those in the trangportation sector, often function without legally registering their
vehicles, which is very risky. These barriers a so discourage some entrepreneurs from even
garting up such abusiness. On the other side of the debate, government officids argue that these
laws and actions are based on Acts of Interna Affairs that help ensure traffic safety. At the
roundtable, the Sakhain Federd Inspector, officials from the Traffic Safety Control Inspection
office, the Traffic Prosecutor’ s Office, and Customs officials met with business association
representatives to discuss the issue. Following consideration of the opinions of both parties,
pa‘tlapants developed and submitted the following proposals to the Sakhain Regiond Duma

Department of Interna Affairs should follow legidation on vehicle regigtration and not

introduce new rules and requirements. All rules and requirements should be publicized in

the mass media to raise public awareness.

The Traffic Safety Ingpection Agency should bring dl vehicle regigtration documents

into compliance with federd and regiond legidation and follow dl related acts when

regisering vehicles.

Advocacy Microgrants Partner associations worked on overcoming administrative barriers
through three advocacy microgrants. The Uglegorsk Businessmen Association continued work
on their labor regulation microgrant. In Russia, SMIEs need to send alabor contract for each
employee to the loca government and the government must register each contract and ensure
that the SME follows labor regulations. The Uglegorsk Disdtrict locad government, however, has
recently been protracting the regidtration period for extended time periods, claming that al
contracts are poorly written. This causes SMESs to violate the Labor Code by employing people
who aren't registered. The government then requires SVIEs in violation to pay fines. To regulate
this problem it is necessary to have a provison in the law that lays out al the stepsfor
registering labor contracts in accordance with the Labor Legidation.

The Uglegorsk Businessmen Association used its microgrant to form an ad hoc working group
comprisng SMEs municipd authority representatives. Group members, with the hep of a
specidist, developed a draft provision on registering labor contracts for submission to the
authorities. This new law “About the Procedure of Labor Agreements Regidtration” corresponds
to Russian Labor Code standards. It was approved by the Uglegorsk Regional Mayor on
February 17, 2005. The new regulations will dlow more than 500 entrepreneursin the region to
eadly register |abor contracts without incurring costly penalties or fees.

In addition, the association in Nevelsk isimplementing an advocacy microgrant aimed at
assgting SMEsin Nevelsk Didrict obtain alegal trading license. Currently, SMEsin Sakhdin
must fulfill three requirementsin order to obtain atrading license, which contradicts aloca law
that specifiesalist of requirements for acquiring a license and prohibits requests for documents
not induded on the list. New requirements create barriers for SMIEs trying to do businessin
Sakhdin and the association andyzed the Stuation and discussed it during an Association
Directorate meeting. The association worked with aloca newspaper on an article entitled
"Barriers for Businessmen™ that described the problem and its consequences in order to raise the
awareness of key stakeholders. The association then held a roundtable in March to discussthe
issue and possible solutions. Nevel sk authorities and entrepreneurs participated and agreed to
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discusstheissue a the Nevelsk Authority Advisory Board meeting. Preparations for this meeting
are underway.

In February, the Entrepreneurs Union of Aniva Region initiated the advocacy microgrant project
"Optimizing Smal Business Support Fund in Aniva Region” that amsto eiminate

adminigrative barriers and enhance trangparency of the SME Support Program. Thisisa
government program to financidly support SMEs, but entrepreneurs are dissatisfied with the
activity asthe municipdity alocates money at its own discretion without consulting

bus nesspeople or publicizing information on loans to encourage competition. The fund lacks
trangparency and isaviolaion of the mayor’'s provison. The ESD microgrant will familiarize

the business community and Duma with the Fund' s performance and develop rules and
procedures for loans to encourage SME devel opment.

Seminars During the quarter, ESD conducted eight seminars designed to strengthen its partner
associations. The training covered topics such as fundraisng, working with government officids,

and preparing for an ingpection.

In January Prognoz organized a seminar on "Promoting the Image of the Business Association”,
which provided tools associations could use to promote a positive image and provide information
on the role associations and businesses play in community life. To improve their gbility to
organize PR campaigns and produce press rel eases, participants developed communication and
marketing plans promoting the image of a hypothetical association. They dl redized that this
knowledge was crucid to making their association’s misson more attractive to potentia
members and the generd public in order to strengthen their member base and financid
sudanability.

Ten association members (nine women) attended the seminar "Fundraising Tools: How to Sl

Y our Services Effectivdy” to learn how to communicate with clients effectively and clearly. In
addition to improving their ability to promote services, participants gained skills and knowledge
in offering services designed to address the changing needs of members and potentid customers
and increase the financid sugtainability of associations.

Both Prognoz and Center Makon held seminars to encourage cooperation between SMEs and
government officids. Prognoz facilitated training in " Cooperation of Businesses and Regulatory
Organizations for the Improvement of the Socid and Economic Situation in Amur Region.” The
course was designed to deepen participants knowledge of the tools available for both businesses
and regulatory organizations desiring to improve business quality; decrease regulatory
incongstencies; and support the rights of members and SMEs. Members of agencies specidizing
infire, sanitary, and standardization ingpections were anong the 13 seminar participants.

In February, Makon held a seminar on "Association Management: a Strategy for Successtul
Association Development” for regional business association leaders. Participants analyzed
exiging organzationd structures; determined the cost of supporting association activities, and
identified sources of income including taxes, fee for services, grants, and specid events.
Strategic planning for association success was the main theme and topics on association start-up,
marketing, and mission implementation were covered. Participants worked in smadl groups with
members of active associations to expand their understanding of association development.
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Center Makon also conducted an “Interaction between SMEs and Authorities” seminar with the
purpose of establishing dialogue between business associations and local authorities. Seminar
participants included active business association members and representatives of loca authorities
(Board of Tax Collectors, Committee on Economicsin the City of Ulan-Ude, Council on
Entrepreneurship, and others). The idea for conducting this seminar came out of the December
2004 roundtable devoted to interaction between bus ness associations and authorities that
occurred during the "Entrepreneurs Days." Participants at that roundtable concluded that to
more effectively overcome adminigtrative barrier government officids must develop productive,
collaboretive relaionships with existing business associations. The seminar included amini-
lecture on the important role of SMES in economic development; training in negatiating and
problem solving; and arole play in which participants acted out an interaction between SVIEs
and government authorities. The seminar aso gave government authoritiesand SMEsan
opportunity to express their grievances to each other and to solve these problems in a moderated
role-play. Participants found the seminar very useful, it heped adl of them understand each other
better, and they requested that another one be held.

SABP conducted two training seminars on "What to Do When Faced with Inspections.” The
subject presented both the legal and psychological perspectives to help SMEs and associations
improve their understanding of legd issues concerning ingpections and expand their ability to
communicate with officids. Trainers educated participants on modd behavior and covered
proper documentation and the appellate process. A tota of 35 association members gained
knowledge and skills that can protect their interests when ingpectors break federa, regiond, or
locd laws.

Due to high demand, SABP held a second fundraising seminar later in January in which 21
participants (19 women) including members of Uglegorsk Entrepreneur Association discussed
topics that included increasing member sarvices, andyzing business support needsin Uglegorkiy
Region, and attracting investment. They also learned about the most effective toolsto usein
improving the image of business associations.

Coalition Development

In March, aworking meeting of representatives from the Union of Public Catering Enterprises,
the Association of Women Entrepreneurs of Russia of the republic of Buryatia, and Center
Makon was held to form a codition. During the meeting the associations discussed possible joint
projects, PR-projects for the Union, and how to work together to overcome administrative
barriers. Center Makon will encourage representatives of other business associations to become
involved in the cadition.

Results of Monitoring

Prognoz In January, Prognoz finished its andyss of questionnaires collected from SMEs
operating for less than one year in order to gauge progress in decreasing the amount of time it
takesto register an SVIE. Staff dso andyzed the questionnaires received from enterprises
operating for more than one year to determine progress in the number of inspections conducted.
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The study concluded that, for SVIEs operating for more than one year, the same six

agencies¥s Tax Inspectors, Sanitation Inspectors, Trade Inspectors, Labor Protection Inspectors,
and the Police Department ¥4 that had conducted the greatest number of inspectionsin 2003 also
conducted the most in 2004. The Tax Ingpectors aone did 33% of the ingpections during this
period and they levied 33% of the fees. These figures mean that ESD and its partner associations
must work on reducing the number of tax ingpections during the remainder of Year Two and all

of Year Three. The survey dso found that significant progress had been made in reducing the
number, and increasing the transparency, of Labor Protection and Police Department inspections.

For SMEs operating for less than one year the report concluded that 84% of those surveyed spent
less than five days completing their registration. However, it took some enterprises more than

one month to get the licenses and some regitration authorities “ asked” SVIESto provide

financid support for the municipdity. These are priority areas on which Prognoz intends to focus
during the remainder of Year Two and Year Three.

Makon In January 2005, Makon monitored existing adminigtretive barriers for smal and
medium enterprises and found that there were no sgnificant problemsin registering and

licenang new businesses with 50% of businesses taking one month to regigter, 25% more than
one month, and 25% less than one month. Of those interviewed, 70% noted that the government
adhered to the “one window regigration” principle. While this number represents an
improvement, Makon would like to see it even higher when they conduct the next round of
monitoring.

In this region, the most frequent inspections for SMEs operating for more than one year were
conducted by Fire Prevention Inspectors (21.25%), Tax and Labor Protection Inspectors
(15.7%), and the Police Department (12.59%). There was asgnificant decrease in the number of
Pollution Control Inspections, from 9.5% to 3.39%. Makon and its partner associations will
focusthar efforts on the fire, tax, labor, and police sectors during the remainder of the project.

SABP In February, SABP monitored the "one window" rule for smplifying the registration
process for new SMES, which has been in effect snce January 2004. Staff interviewed managers
of 30 enterprises registered in 2004 and results show that locd officias follow the "onewindow"
principle and the new legidation regulating business registration and cregting the principle did
indeed smplify the procedure. In fact, 93.3% of respondents answered that it had taken no more
than 5 daysto register their business. A person or organization can now submit documents to tax
ingpectors to Sart a business, make changes to documents, or liquidate a company and receive a
document that confirms the registration within Sx days. Businesspeople no longer need to visit
severd different government agencies such as Regidration, Pension Fund, Socia Fund, Statistics
Committee, etc. Thisisamgor improvement in the registration process.

In the last quarterly report, SABP reported that 64.3% of ingpections carried out in Sakhalin were
scheduled, a2.34% reduction in the number of unscheduled inspections (basdine December
2003). The number of ingpections conducted by specific agencies aso fell¥4 tax inspections by
4.22%, fire department inspections by 4.50%, labor safety ingpections by 7.43%, and militia
ingpections by 4.44%. These results demondtrate that entrepreneurs are having fewer problems
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with certification authorities and most survey respondents aso believe that snce December 2003
the ingpection process has become clearer and more predictable.

Resultsto Date

Growth of Business Associations and Their Members The number of entrepreneurs interested
in advocacy increased following ESD seminars, roundtables, conferences and public hearings.
ESD participants are sarting to positively affect the business dimate in the region by making it
more suitable for SME growth and development. For instance, at the beginning of the ESD
program there were 18 bus ness associations and unions registered in the Amur region, but only
two of them were actively advocating for change. With Counterpart’s support and guidance,
Prognoz has hel ped other associ ations become more active by providing them with ingtitutiona
traning and technicd assstance. Fifteen are now involved in improving the regulatory
environment and participation rates of associations in the other two regions have dso risen. In
another example, the Business Women's Association developed and introduced new, chargesble
services for members and non-members that have provided it with additiond funds for
operations; increased itsleve of sustainability; and alowed it to continue its advocacy work.

Strengthened Collaboration between Business and Local Government During this quarter,
business associationsin al regionsinvited loca government and state inspection agencies to
participate in roundtables on adminidrative barriers. An important outcome was an increased
understanding of the importance of cooperation by participants on both sides of the table.
Additiondly, dl partners planned follow-up activities, including technicd seminars on how to
cooperate more effectively. As adirect result of these roundtables, SMIEs are becoming more
influentid in developing and changing laws to encourage business deve opment.

Business Associations Begin Forming Coalitions Associations that have actively participated
in ESD and attended roundtables and seminars have begun forming coditions. In the past this did
not occur because members saw dl the other associations and enterprises as competitors, not
collaborators. ESD has been instrumental in bringing them together, and providing them with an
opportunity to learn association management and advocacy skills, and ways to work with each
other and with loca government. After attending the “ Business Association Management

Semina”, participants united several smdl catering service provider organizationsinto asingle
Association of Restaurateurs to represent the interests of more businesses and have greater
influence on the government.

Anacther example of association collaboration was the Association of Businessvomen, which
organized a conference on socialy responsible business. When the newly created Association of
Restaurateurs decided to help with the conference, it dso asked the more experienced
businessvomen’ s association for ass stance with some of its management issues.

2.2 Improving Accessto Credit

Under the access to credit component, Counterpart Internationd facilitates workshops for banks
and leasing companies. It aso offers drategic direction and mentoring to the Counterpart
Enterprise Fund (CEF), which provides logistic support to workshops for SMESs, non-bank
financid indtitutions, and some banks. These training activities provide financid ingtitutions with
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the tools and information they need to lend to SMEs profitably and provide SMEEs with
information on how to access financing.

Loans During the quarter, SMIES received 527 loans wor th $6,672,030 from participating banks
and non-bank financid inditutions. Thisisadirect result of the training sessons that

Counterpart International and CEF have provided these ingtitutions since project inception (9
workshops this quarter).

Leasing Counterpart also provided access to 39 lease agreements worth a total of $1,779,536
this quarter (see Table 1). Again, these leasing agreements occurred as a direct result of CEF
training for SMEs in how lease agreements work and how to gpply. In addition, leasing
companiesin Y akutia (Sakhdin) and Vladivostok sent employeesto ESD seminarson
management and client relations and Counterpart I nternational provided consulting servicesto
leasing companies in Sakhdin. Counterpart International and Delta- Lease are dso exploring the
potential benefits of working together on arange of activities.

Table 1 - Breakdown on loans and leases by type of financial ingtitution

Financial Ingtitutions Reporting | Total Loans | Loansto Women | Amount of Loans
SME Support Funds 26 11 $116,071.40
Credit Cooperatives 328 223 $1,463,989.50
Banks 173 80 $5,091,969.00
Leasng Companies 39 14 $1,779,536.40

CEF Credit Workshops In January, CEF s ESD manager, Elena Vasilieva, conducted a
training—organized with the Vladivostok ESD partner organization Far East Center of
Economic Development—for SMEs on “ Cash Flow as an Ingrument for Forecasting Financid
Needs.” Twenty-three SVIE representatives in the region participated in the training and all
received individud training on cash flow analysis, [oan application processing, interest rates, and
other lending and leasing topics. When Far Eastern Sberbank offered to lead a future seminar on
lending terms and conditions for SMEs at the bank, al of the participants said they would be
very interested in attending.

In February, ESD and the St. Petersburg Fund for Business Devel opment conducted atraining of
trainers (TOT) course on “Investment Planning and Forms of Business Financing” in

Khabarovsk. Prior to ESD, it wasimpossible for financid indtitutions to find trainers
knowledgesble in this topic in the Far East. Due to this ESD activity, there are now seven loca
trainersin Khabarovsk and Vladivostok able to conduct such seminars.

Also in February, RMC conducted training in Khabarovsk for non-bank financid inditution loan
managers on "How to Reach Y our SME Clients" Participants included three new trainers from
CEF for atota of 12 trainees. In addition, CEF organized training for employees of the Sakhain
Branch of Sherbank that included work on efficient communication with SME clients, taxation
and documentation for SMEs, financid analysis of SMEs, and Sberbank’ s ingtructions and
requirements to obtain aloan.
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In March, CEF facilitated a seminar on accounting for rurd credit cooperativesin the Chita
Region. Twenty-two participants from 16 organizations participated. And, in collaboration with
the Vladivostok City and Krai Adminidrations, CEF organized a seminar for SMEsin Ussuryisk
on “Leasing as a Form of Financing and Cash Flow as an Instrument of Assessing the Need for
Financing.” Thirty-two participants from 27 organizations atended the training and three leasing
companies presented their services and during the find session, CEF provided entrepreneurs
with individua consultations on leasing topics.

Alsoin March, 16 employees from 15 non-bank financid ingtitutions participated in traning on
“Marketing for Microfinance Organizations’ conducted by the Russian Microfinance Center in
Vladivogtok. Thistraining helps MFIs reach out to SMEs more effectively.

Trainings In March Counterpart Internationa conducted a seminar for Sberbank on client-
oriented service and educated 15 credit cooperative managersin Vladivostok on working with a
database developed specifically for credit cooperatives.

Other Activities In February, CEF and the Primorye Adminigtration Department for
Entrepreneurship and Investment Support jointly conducted a roundtable entitled “ Cooperation
between Microfinance Organizations and Banks.” Forty-four participants attended the

roundtable, which discussed cooperation between banks and MFIs by presenting the examples of
the Counterpart Enterprise Fund and ACDI/V OCA. Representatives of 7 loca banks participated
in the roundtable. As aresult, the Dacombank branch in Vladivostok invited credit cooperatives
to negotiate and use its resources to expand their loan portfolio for SMES.

During the quarter, CEF continued working in Vladivostok with Counterpart Internationd’ s
partner, the *“ Pacific Center for Development of Credit Cooperatives’ (ANO). In January they
collaborated on devel oping a business plan for lending and a credit policies and procedures
handbook. They aso began distributing loans and searching for an investor to help expand their
portfalio.

2.3  Advanced Business and Sector-Specific Training

This quarter Winrock continued to work with its seven mgor training partners and other regiond
training centers to expand availability of advanced and sector- specific training in Russa Far

East. Forty-Nine training courses for 918 entrepreneurs were offered in all targeted regonsin
March-January 2005 (see Table 2):

Table 2 - Typeof Trainings by Region and Number of participants

Region Trainings Participants
Adv.Bus | SSpecific | Total Adv.Bus SSpecific | Tota
Amur Oblast 5 4 9 91 94 185
Buryaia 6 3 9 98 63 161
Primorye 7 5 12 125 101 226
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Khabarovsk Kra 5 1 6 € 24 123
Sakha (Y akutia) Z 1 5 84 21 105
Chita Oblast 2 2 7 a4 26 70
Sa&nain 2 2 7 2 16 78
TOTAL 31 18 49 573 345 918

2.3.1 Advanced Business Skills Trainings Conducted

During January-March 2005, ESD supported its partnersin providing 31 demand-driven
advanced business skills training courses in the targeted regions for 573 entrepreneurs (see Table
2). The ESD partnersin Khabarovsk, Ulan-Ude, Vladivostok, Y akutsk and Blagoveschensk
report that their capacity to provide qudity trainingsis growing, they have formed a stable base
of clients and their image in the region has been srengthened. While ESD supportstraining
centers to continue successful proven training courses, we encourage devel opment and conduct
of new training cour ses.

Three new training modules have been developed with ESD support:
1. “Merchandizing”, author Roman Simutkin, Moscow
2. “Effective Sdes Technologies’, author Roman Simutkin, Maoscow
3. “Budgeting and Financid Management”, author VIadimir Komarov, Novosibirsk
4. “Cash How Andyss’, author ElenaVaslieva, Khabarovsk

The first two modules have been published on a CD-disc, and 1,000 copies of it will be handed
over to partnersfor didtribution. The disc will be sold & trainings, mgor SVIE conferences and
other events, and distributed through business associations. Thiswill increase the number of
people trained in regions.

Contributing to the sustainability of the program, ESD partners have been usng predominantly

locd trainers regions for advanced trainings during the last quarter. Five trainings have been
conducted using the ESD-developed training materids. Six more training modules are being
developed now, and will be ready by July 2005. These are posted on ESD web site and available
to dl training partners and other training centers.

2.3.2 Sector-Specific Trainings Conducted

The ESD Partners continued to support key sectors in the RFE that support SVIEs such as
ecotourism, hospitaity sector (hotels and restaurants), construction, fish processing and
congruction. In January-March 2005, the Program provided 18 sector-specific training sessons
to 345 entrepreneurs to sirengthen their businesses (see Table 2).

Tourism: Tourism greetly impacts SMEs from souvenir kiosks to ground transportation and
often supports SMEsin remote areas where there are few other economic opportunities. ESD
works with the tourism sector in Khabarovsk, Chitaand Ulan Ude. In March two sector-specific
seminars were conducted in Ulan-Ude and Chita on eco-tourist product development and
marketing. A Russan trainer, Blizniukova, and a US volunteer Rinder helped 55 entrepreneurs
develop new market-oriented trips, trails and eco-tours. Thisis expected to attract new Russian
and internationa customers to these regions.
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Restaurants: The ESD Program has been working on aregular basis with the Restaurants
Association in Ulan-Ude since the start of the ESD Program. Assistance to this sector has
included: training for managers improved dient services, improved menus, furnishing cafes and
restaurants, etc. Alexander Zatulevetrov, a consultant and owner of arestaurant in St.- Petersburg,
held a seminar on conflict management in Buryatiain January. According to Makon's

assessment in March 2005, since restaurants and cafes have improved the quality of services
there has been an increased number of vigtors, especidly tourigts, resulting in a20% increase in
profit for companies-participants of the ESD trainings within the last 12 months.

Congruction: OnMarch 29-30 “ Air Conditioning and Ventilation Systems’ training was
conducted by Russan volunteer Vassly Poltoraus in Blagoveschensk. The am was to teach
building designers, ingtdlation engineers and congiruction and ventilation equipment providers
how to design and plan before congtructing, and how to ingtal ventilations systems. Poltaraus
provided technical information and Center Prognoz made copies on CD for 17 participants of the
traning.

Fish processing: The USvolunteer Dr. Criddl€ s provided training to avariety of fishery
enterprisesin Vladivostok, including: “Salmon Aquaculture Technologies’, “ Quota regulation
rules, determining alocation criteriain Fisheries of Primorsky Region”, “ Tracesbility and
Assurance in Seafood Markets’, “ Marketing for Fish- Processing Companies’, “Introduction to
Bioeconomics’ for more than 80 representatives of the Association of fishing and fish
processing enterprises. As aresult, the trained companies have received new vison of Pecific
Rim market and can adjust their products according to it demands.

24  Sector-Specific Consultancies

During the reported period ESD has increased the number of sector-specific consultations to
RFE companies. Consultations are tailored according to individua companies needs to ensure
better results (see Table 3)

Table 3 - Sector-specific consultancies provided in January-Mar ch 2005:

Date L ocation Theme Consultant # Of # Of
People SMEs
January 19 Ulan-Ude Client Service Techniques Zatulivetrov 10 1
In Restaurants
February 24 Y akutsk Innovation ldeas Sokolova 4 4
Management in Ecotourist
Business
March 1 Vladivostok Development of Business Abramov 6 1

Plan on Expansion of
Production Activity

March 9 Vladivostok Salmon Aquaculture Criddle 6 4
Technologies
March 9 Khabarovsk Marketing Research in Popov 3 1
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Outside Financing for
Construction Firms

March 10

Vladivostok

Processing Center for
Fisheries SMEs of Primorye

Criddle

18 9

March 10

Vladivostok

Quota Regulation Rules
Determining Allocation
Criteria

Criddle

March 11

Vladivostok

Traceability and Assurance
in Seafoods

Criddle

March 11

Khabarovsk

Marketing Research in
Outside Financing for Fish-
Processing Industry

Popov

March 12

Vladivostok

Effective Development of
International Fisheries Trade
Show

Criddle

March 12

K habarovsk

Marketing for Fish
Processing Companies:
From Commodity to Niche

Criddle

March 13

Vladivostok

Sea Farming in Primorsky
Coastal Area:
Competitiveness and
Technologies

Criddle

March 14

Vladivostok

Business Planning for
Fisheries

Criddle

March 15

Khabarovsk

Opportunities and
Perspectives of Fish-
Processing Industry in the
Khabarovsky Krai

Criddle

March 22

Ulan-Ude

Development of Ecotourism:
Fundraising and Ways of
Entering the International
Marketsfor Buryatia
Ecotourism

Rinder

March 22

Ulan-Ude

Effective Attracting of
Foreign Tourists

Bliznyukova

March 27

Y akutsk

Marketing for Furniture
Production

Imshinetskaya

10 1

March 28

Ulan-Ude

Opportunities of Ecotourism
Development in the Chita
Region

Rinder

13 3

March 28

Ulan-Ude

Opportunities of Ecotourism

Naovialanmant in tha Chita

Bliznyukova

13 1
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Development in the Chita
Region

March 31 Blagoveschensk Air Conditioning Projection | Poltaraus 21 2
Methods

TOTAL 20 168 60

Tourism:
The ESD Program co-funded the participation of tourist companies from Khabarovsk
(“Bon Voyage'), Vladivostok (“Ddintourigt” and “Mirabd™), Kamchatka
(“Kamchatintour”) and Y akutsk (“ Tourservice Center”) inthe Chicago Travel Showon
January 19 — 23, 2005. Prior to the trip, participating companies prepared for the show by
deve oping appropriate marketing materials and learning how to make use of an
internationa trade show with the ESD Program support. This marked thefirgt time
Russian Far East (RFE) tourist companies presented at US tourism trade show. About
50,000 people visited the booth during the Show. The RFE participants made successful
presentations to potentia clients. They exchanged information with 23 tour operators
from the USA, Canada, India, and Argentina. All these tour operators work in the Pecific
Rim and are much interested in expanding thelr activitiesto new arees. Asafirs result of
the show, the “Dalintourist” company signed along-term contract with one of the largest
US tour operator MIR Corporation, and in March 2005 provided services for agroup of
internationa tourist for more than $50,000.

In addition to sector seminars, volunteers Blizniukova and Rinder worked with eco- and
ethno-tourism companies in the Chita Region and Buryatia They helped the loca tour
operators develop business plans. The plans were aimed to increase the companies
profit margins by 10% through expanding the activities of the loca tourism services
providers. Companies plan to involve loca population into tourism sector through
cregtion of B&B and home-stay facilitiesin the local digtricts. Based on this assstance,
ESD expectsto hdp reduce unemployment by creating new jobs, and improving the
remote, underserved regions.

During February 2005, Aytaina Sokolova, Director of Business School, Y akutsk,
provided a number of consultancies to the tourist company “Lena- Tour” and three private
entrepreneurs involved in tourist business. Based on this, “Lena-Tour” created a business
plan to creste an Ecologica Centre “Wood Fairy Tail.” This expectsto increase' sthe
company’ s profit by at least 10%. Private entrepreneur Mr. Mukhin has developed a
business plan for organization of atourist resort “Odykh Tour.” To implement the
project, an investment gpplication for 100,000 rubles was prepared and submitted to the
Credit Fund of the Sakha Republic. Another business plan was created for a private
entrepreneur to develop “Keberghe-Tour” resort, which would attract investmentsin
amount of 1 million rubles. Aytdina Sokolova dso helped Mr. Levin, a private
entrepreneur from aremote village, develop abusiness plan for creation of afloating

hotel in Kobyaisky Ulus. The business plan was forwarded to the Moscow credit
organizations for gpprova. ESD will bein congtant touch with these companiesto find
out when these dealings are Sgned.
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Congtruction:
Mr. Poltoraus, a Russian Volunteer from St. Petersburg based DAIKIN company,
provided consultation with two Blagoveschensk congtruction companies on mounting,
operating and servicing air conditioning and hegting equipment. Based on the
recommendations, the companies will increase efficiency of this equipment by 20%,
reduce their operations costs, and save energy.
Alexey Popov completed the ESD course for trainers (TOT) on Invesment Planning in
February 2005 and then applied what he learned in a consultation to Teploterm
Congtruction Company in Khabarovsk to help them lease equipment, which will cost
more than US$8 million. To implement the project, the company applied to Alfa-Leasing
in Moscow to lease $5.5 million in equipment to produce insulation materids, PV C pipes
and wall pands.

Fish processing:

- Alexey Popov dso helped along-term ESD client the Khabarovsk Fish Processing
Company (KhPTRK), to identify suppliers for asmoking chamber, athermd vacuum
packaging line, alabeling and weighing systems. He dso helped the company to
complete the application for equipment leasing for $317,000, which was submitted to
Ddta-Leasng Company in Vladivostok.

US volunteer Criddle held sector-specific consultations for 70 representatives of 34
fisheriesin Khabarovsk and Vladivostok. Asaresult of the assgnment, the Association
of Fishing and Fish-Processing and its members (enterprises), aswell astheindudry asa
whole, developed a strategic vison and methodology for the sector. They defined how to
increase the vaue-added production in domestic shore-based facilities, and how to
develop aregiond marketing Strategy with the intent of expanding salesin the emerging
domestic market. The strategy addressed requirements for tracesbility in compliance with
internationa norms and fostering cooperation among companies involved in seafood
aquaculture, patterned after the cluster modd. The strategy included addressing
environmenta and socid issues by discussing efficient quota alocation mechanism that
dlowsfor sustainable development of enterprises and the community as awhole; the
involvement of internationa expertise and cooperation for SME fisheries activities to
promote the region economy’ s devel opment. Ten companies who met with Dr. Criddle
have started developing their business plans. Another five enterprises anticipate that
because of qudity improvements, certification and refocusing their marketing will leed to
subgtantia (» 10%) increasesin profitability during 2005-2006.

Asaresult of sector-gpecific consultancies, eight companies increased their productivity, and six
companies increased their profits by at least 10% by March 2005. ESD consultants have
developed twelve business plans and three investment proposals in the reported period.
25  ESD Partnersingitutional Development

ESD iscommitted to develop its locd partnersto increase their sustainability and ensure their
viability after the program closes. ESD partners report that participation at the ESD project has
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improved their organizations image, increased clients base, brought in new skills and knowledge
to their personnd and strengthened financid stability of their companies.

ESD supports partners in strengthening local resources and increasing the number of local
trainersin the region through providing training of trainers seminars. Three TOT sessions
have been conducted in the last quarter in Khabarovsk, Vladivostok and Blagoveschensk. As
highlighted above, ESD partners have dready started to use the trained experts for their courses
— 19 locd trainers conducted trainings in the region during the last quarter. Each ESD partner
has developed their own pool of trainers. The newly trained cadre of loca trainers practice their
materias and techniques in remote aress, thus gaining skills and reputation within the loca
communities.

Over the last quarter, 57 people, and 38 of them —locd trainers from Russia Far Eadt, increased
the ESD trainers database. A new feature has been added to the database — to see the trainers
who have conducted trainings under the ESD program, one can sdect “ESD” in the “City” menu.
Now this category contains 88 people, out of total 423 trainers.

ESD supports creation of new training modulesthat are available to ESD and non-ESD trainers.
ESD partners, to meet the need of local business communities, identify the themesfor these
modules. The modules contain theory, practical materids, handouts, and aso recommendations
to trainers on how to use them. All modules are ingpected by ESD partners and tested in their
organizations. The modules are posted on the ESD web ste for public use.

All training partners have improved and diversified their services. For example, Makon doubled
the number of business trainings in 2004 as opposed to previous years, Prognoz now holds 4-5
trainings each month, while before ESD they used to conduct one training every two months,
Business School in Y akutsk now offers seven types of seminars and trainings, as compared to
two kindsin previous years. All partners have introduced a new and unique service to their
regions — sector specific seminars and consultations. CEF has started a new direction of its
activity — replication of their lending method to other organizations.

ESD partners have sgnificantly increased their client base — dueto trainings, the Far Eastern
Chamber of Commerce enlarged its membership by 10%; Prognoz has taught about 1,000 people
a itstrainings, and most companies have become their congtant clients, FECED’ s mailing list

has grown 4 times.

Partner organizations per sonnel have acquired new skills knowledge — managers from Makon,
Prognoz, CEF, Business School and FECED have become trainers and provide courses and
consultations to their clients. All partners have learned techniques of marketing their services,
recruiting and keeping clients, evaluation of program results and writing success sories. They
have learned to identify the clients’ needs and price their services according to the market
demand.

Most partners declare increase of their financial sustainability. The mog financialy successful
organizations are Prognoz, Makon and Business School. They have been not only congtantly
increasing the number of training courses but so managed to create a growing market thet is
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ready to pay an appropriate price for qudity services. This generates program income that
alows them to cover 30% of the training expenses (room rent, copying of training materids,
coffee breaks), and leaves funds for improving the companies operations. Starting February
2005, ESD partners cover for the trainers lodging expenses, thus increasing their contribution to
the training costs to 50%. In ESD Program Year 3, partners will pick up the travel expensesfor
trainers, and by March 2006 partners out of their program income will pay al training-related
expenses. Thisway they will demondrate their financia maturity.

2.6 Outreach and Communication

The ESD Program successtully collabor ates with other USAID and donor projectsin the region,
aswdl as draws upon lessons learned from other projects in other regions of Russia. During
January-March 2005, ESD COP met with government representatives from Khabarovsk Krai,
Primorsky Krai, and Amur Oblagt to update on recent program developments and gain
information about the SME development in these regions. Locad governments in these meetings
express high opinions of the ESD Program and recognize the grown reputation of business
associations activitiesin Amur Oblast, increased level of education among business people, and
enlarged amount of taxes paid by SVIEs to the budget. They attribute this success to the program
activitiesin their regions

ESD daff and partners have been in congtant communication with Russan American Educeation
Center in Khabarovsk, BISNIS, 1SC, Eurasia Foundation, Russian Microfinance Center, and
CIPE. We shareinformation, resources, exchange ideas and ensure collaboration with these and
other organizations.

The ESD Program website continuesto be updated. We publish training schedules, calendars of
events, training materias and other resources on the web to ensure information exchange and
collaboration between the project’ s partners. The “Success Stories’ section has been updated in
March; new stories have been added for the period from December 2004 to March 2005.

3. Problemg/Difficulties Anticipated in the Next Three Months
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